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P R O C E E D I N G S  

(Transcr ipt  continues i n  sequence from 

Volume 2. 

RENE SILVA 

continues h i s  testimony under oath from Volume 2. 

CONTINUED CROSS EXAMINATION 

3Y MR. McWHIRTER: 

Q A l l  r i g h t .  Now, t h i s  55/45 debt/equi ty r a t i o  t h a t  

the company maintains, the  genesis o f  t h a t  i s  because t h a t  i s  

rJhat you t o l d  the  Publ ic  Service Commission t h a t  you would l i k e  

to maintain or how d i d  t h a t  come about? 

A You have gone beyond my a b i l i t y  t o  answer the 

question, Mr. McWhirter. 

Q Do you know anything about ratemaking and the impact 

jebt and equ i ty  have on the  revenue requirements o f  a u t i l i t y ?  

A 

Q 

Not except f o r  a very rudimentary knowledge o f  it. 

Do you understand t h a t  w i t h  respect t o  the re tu rn  

;hat you are allowed on debt, the re tu rn  i s  based upon the  cost 

/ou pay f o r  t h a t  debt which w i l l ,  say, be 7 percent and t h a t  i s  

:ax deductible t o  you, do you understand tha t?  

A Yes. 

Q And then you understand t h a t  w i t h  respect t o  equ i ty  

in the theory t h a t  equ i t y  i s  more r i s k y  than debt cap i ta l  and 

IOU have t o  l u r e  investors  w i t h  a higher re tu rn ,  the Commission 

i l lows you a higher re tu rn  on equi ty ,  and t h a t  t h a t  re tu rn  i s  

FLORIDA PUBLIC SERVICE COMMISSION 
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allowed a f t e r  taxes are deducted so there i s  a 60 percent 

markup. And i f  you are allowed a 12 percent re tu rn  on equ i ty  

i t  turns i n t o  about a 19 percent re tu rn  tha t  i s  required on the 

equi ty  component o f  your investment as opposed t o  whatever the 

debt, the debt cost i s .  Do you understand t h a t  d i f f e r e n t i a l ?  

A No, Mr. McWhirter. You have gone past my leve l  o f  II 
7 

8 
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understanding. 

Q But you were t e s t i f y i n g  about the debt/equity penalty 

and I was wondering i t  would seem t o  me t h a t  it would be more 

benef i c i  a1 t o  consumers, since I represent consumers, t h a t  you 

adjust t h a t  r a t i o  down t o  maybe put a l i t t l e  more debt i n  there 

f o r  our benef i t .  Has the company ever considered tha t?  

I th ink  t h a t  i s  a question t h a t  you may want t o  post A 

t o  Mr. Dewhurst. 

Q With respect t o  the debt/equity r a t i o  o f  your holding 

company, FPL Group, do you know what t h a t  debt/equity r a t i o  i s ?  

A No. 

MR. McWHIRTER: That 's a l l  the  questions I have f o r  

t h i s  witness. 

CHAIRMAN JABER: Thank you, Mr . McWhi r t e r .  

Mr. Twomey. 

MR. TWOMEY: Thank you, Madam Chairman. 

CROSS EXAM I NATION 

BY MR. TWOMEY: 

Q Good afternoon, Mr. Si lva.  

FLORIDA PUBLIC SERVICE COMMISSION 
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A Good afternoon. 

Q I want t o  ask you i n i t i a l l y  and briefly hopefully 
and the 20 percent reserve 

been beat t o  death sufficiently 
about the 15-megawatt shortfal 
nargin which I d o n ' t  t h i n k  has 
yet. 

MR. McWHIRTER: I 've heard some moaning , though. 

MR. TWOMEY: We are not there yet. 
3Y MR. TWOMEY: 

Q Mr. S i l v a ,  tel l  me, isn ' t  i t  correct t h a t  the 
calculation of your reserve margin is  based upon a compari n 
Df two numbers, namely your generating capacity a t  a given time 
versus your projected demand a t  the same time? 

A No, I d o n ' t  t h i n k  so. Again, I would suggest t h a t  
you ask any detailed questions on t h a t  po in t ,  t h a t  you direct 
them t o  Doctor Sim. B u t  my understanding i s  t h a t  i t  goes 
beyond our installed capacity. In other words, t h a t  i t  

includes purchases, firm purchases for capacity t h a t  we have, 
and i t  takes i n t o  consideration load management measures t h a t  
de have i n  place. 

Q Yes, s i r ,  I'm sorry. Did you take my question t o  
mean t h a t  I was speaking about when I sa id  generating capacity 
t h a t  I meant your native capacity? 

A Yes, I d i d .  

Q Okay. I f  I clarified my question t o  mean a l l  of your 
capacity available t o  you, whether i t  is  third party contracts 

FLORIDA PUBLIC SERVICE COMMISSION 
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or  your nat ive capacity, i s n ' t  i t t rue  tha t  i s  how you 

calculate your reserve margin a t  a po int  i n  t ime by comparing 

the two numbers? 

A I th ink  tha t  i n  addi t ion t o  tha t  demand-side 

management comes i n  play, as we l l .  

Q Okay. Now, i s  t h a t  because tha t  reduces your demand? 

A Our firm demand. 

Q Right. Now, i f  you know, i s n ' t  the capacity tha t  you 

use based upon the net measured r a t i n g  o f  the u n i t s  t h a t  you 

have avai lable t o  you? 

A 

Q My question, i f  you know, i s  whatever the rat ings 

are,  whether i t  i s  the net measured r a t i n g  or t le nameplate 

ra t ings o f  the un i ts ,  i s n ' t  i t  t rue,  Mr. S i l v a ,  t h a t  the 

numbers tha t  you have a t  a po in t  i n  time are based upon numbers 

tha t  are factual because they represent how much capacity those 

un i t s  are supposed t o  generate a t  t h e i r  maximum? Do you fol low 

I can ' t  answer t h a t  question. 

my question? 

A 

Q Yes, s i r .  Aren ' t  they f ixed? Don't you j u s t  f i n d  

Are you saying whether those numbers are f ixed? 

a l l  the un i t s  you have avai lab le t o  you whether they are native 

generation and the contracts you have and you t o t a l  them up? 

A My understanding i s  t ha t  i n  the megawatt capab i l i t y  

o f  ind iv idual  u n i t s  you take i n t o  consideration changes over 

time, both th ings tha t  you add or  degradations or  act ions tha t  

FLORIDA PUBLIC SERVICE COMMISSION 
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/ou take t o  overcome the degradation. So they change over 
3me. 

Q Yes, s i r .  B u t  i f  they do change over time and you 

take t h a t  i n t o  consideration, a t  a given p o i n t ,  or given time 
i n  a year, say June, for example, June l s t ,  2005, which is  a 
zritical date here apparently, your company will have taken i n  

those changes and you will have totaled up the number of 

negawatts available t o  you and t h a t  will be your generating 
2apacity available a t  t h a t  time, correct? 

A 

Q Now, i n  contrast t o  t h a t ,  i sn ' t  i t  correct t h a t  the 
As I understand i t ,  yes. 

lumber you compare, t h a t  i s  your demand figure, is  a 
rojection? 

A Yes. 
Q Okay. Now, i f  you know, has your company 

nistorically checked the value and v a l i d i t y  of i t s  projections 
oy comparing earlier projections t o  whatever demand da ta  
xcurred factually as i t  developed? 

A I d o n ' t  know i f  we have, but  i f  we have, then t h a t  
yl~ould probably can be answered by Doctor Green. 

Q Okay. B u t  you would agree, would you not ,  t h a t  a 
prudent company would check the competency of i t s  u n i t  making 

projections by seeing how accurate they turned out ,  would you 

agree? 
A I am confident t h a t  we have been checking t h a t ,  yes. 

FLORIDA PUBLIC SERVICE COMMISSION 
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Q Okay. Do you know, then, how accurate h i s t o r i c a l l y  

those project ions have been? 

A No, I do not.  

Q 

A Yes, Doctor Green should be able t o  answer tha t .  

Q Okay. Now, f o r  June l s t ,  2005, t e l l  me i f  I d i d  t h i s  

Mr. Green would know tha t  perhaps? 

r i g h t ,  Mr. Si lva.  I looked a t ,  I th ink ,  on Page 13. I th ink  

utr. McWhirter and others mentioned t h i s .  You have projected 

through Doctor Green's testimony your summer peak load f o r  the  

year 2005, and I th ink  t h a t  as o f  the date June 1 s t  i s  20,719 

negawatts. That i s  a t  L ine 13, Page 13. Do you see tha t?  

A Yes. 

Q Okay. Now, i t  has also been t e s t i f i e d  t o  you and 

there have been questions asked o f  you on t h i s  e a r l i e r  t h a t  a t  

that  po in t  w i th  j u s t  t he  add i t ion  o f  the  Manatee u n i t  there 

d i l l  be a s h o r t f a l l  o f  15 megawatts, r i g h t ?  

MR. GUYTON: Objection, asked and answered. 

CHAIRMAN JABER: Mr. Twomey. 

MR. TWOMEY: I d i d n ' t  ask him tha t .  I need t o  

sstab l ish tha t  he sa id t h a t  f o r  purposes o f  what I ' m  going t o  

ask him next. 

CHAIRMAN JABER: I th ink  i t  has been asked and 

answered, and I th ink  you can re fe r  t o  t h a t  answer i n  asking 

your question. 

MR. TWOMEY: Okay. 

FLORIDA PUBLIC SERVICE COMMISSION 
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CHAIRMAN JABER: The po in t  i s  t he  foundation has 

i lready been l a i d .  

MR. TWOMEY: Okay. 

IY MR. TWOMEY: 

Q 

:a1 cul  a tor? 

I f  you take the  15 percent - -  do you have a 

A Yes. 

Q I would ask you t o  compare the  prev ious ly  t e s t i f i e d  

;o 15-megawatt s h o r t f a l l  as o f  June l s t ,  2005, t o  your 

r o j e c t e d  summer peak load o f  20,719? 

A 

Q Right. No, I mean compare the  15 t o  tha t  number? 

A 

Q Yes, s i r .  

A 

Q 

You mean subtract  15 from 20,719? 

L ike what percent i t  represents? 

By my ca lcu la t i on  it i s  0.7. 

Okay. And does t h a t  mean t h a t  i t  i s  less  than l / l O t h  

D f  1 percent? 

A Yes. 

Q Okay. Now, so i t  i s  a very, very small percentage, 

correct? 

A Yes. 

Q Now, Mr. McWhirter asked you about what purchased 

power you had, and I would ask you t o  t u r n  t o  your Exh ib i t  

RS-2 .  Okay. A t  the  beginning the per iod o f  - -  the numbers 

shown there are the  f igures  being purchased f o r  the t o t a l  year? 

FLORIDA PUBLIC SERVICE COMMISSION 
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3r, I mean, the  f i r s t  s i x  months and then the second s i x  

months, winterhummer? 

A I ' m  not  sure where the l i n e  o f  demarcation i s ,  I 

eve the summer i s  June. 

Q Okay. So then i f  we look a t  the  l i n e  2005, t h a t  i s  

f i r s t  column t h a t  shows the year, then the  summer column 

t h a t  year would be s t a r t i n g  i n  June o f  t h a t  year, i s  t h a t  

what you are saying? 

A Well, i t  would be i n  e f f e c t  i n  June o f  t h a t  year. I 

don ' t  know a t  what po in t  each o f  these changes. 

Q Okay. Well, i f  we look a t  the  sources o f  purchased 

power shown on your document, t he  UPS column i s  re la ted  t o  your 

purchases from the  Southern Company, correct? 

A Yes. 

Q And the  next column SJRPP i s  S t .  Johns River Power 

Park, correct? 

A That i s  correct .  

Q And t h a t  on ly  drops 7 megawatts, which might perhaps 

be re la ted  t o  the  ra t ing .  But i n  the  next category, other firm 

purchased capaci t ies,  you go from - -  i s n ' t  i t  correct  t h a t  you 

go from 1,303 megawatts i n  the winter  o f  2005 down t o  447 

megawatts i n  the  summer? 

A Yes. From 1,306 t o  447, yes. 

Q Now, I thought i t  was the  tenor o f  Mr. McGlothl in 's 

ng YOU questions, o r  some o f  them t o  you t h a t  he was ask 

FLORIDA PUBLIC SERVICE COMMISSION 
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cou ldn ' t  you make up 15 megawatts a t  t h a t  po in t ,  and d i d  you 

take i t  t h a t  way, h i s  questions? 

A I don ' t  remember whether he was asking me t h a t  

p a r t i c u l a r  question, but are you asking me t h a t  question? 

Q Yes, s i r .  I w i l l  ask you - -  I w i l l  s k ip  t h a t  

question. Let me ask you t h i s  d i r e c t l y ,  i s  i t  your testimony 

or do you know whether there i s n ' t  15 megawatts t o  be found 

amongst the exp i r ing  contracts t h a t  you have there,  the 1,303 

megawatts i n  the winter o f  2005 going down t o  the  447? 

A No, we don ' t  contend t h a t  there i s  not  15 i n  these o r  

i n  other places, inc lud ing out o f  the request f o r  proposal 

i t s e l f .  What we have contended i s  t h a t  as we look a t  the 

a l te rna t ives  i n  the RFP, the combination o f  b r ing ing  i n  Mart in 

i n  2005 i s  more benef ic ia l  t o  the customer than not b r ing ing  i t  

i n  by a substantial amount based on the comparisons t h a t  we 

have done and t h a t  i s  what our testimony i s .  

Q But l e t  me ask you t h i s ,  i f  i t  turned out t h a t  - -  i f  

i t  turned out t h a t  f o r  some reason, inc lud ing Mart in  was not 

the most cos t -e f fec t i ve ,  I take i t  your testimony i s  t h a t  you 

could look f o r  15 megawatts i f  you needed t o  i n  the  summer o f  

the year 2005? 

A That i s  d e f i n i t e l y  t r u e  t h a t  we could look f o r  it, 

but I don ' t  see any reason why we would, i f  by delay ng Mart in 

t o  2006 we would forgo a savings t o  our customers o f  about $75 

m i l l i o n ,  which i s  j u s t  the bene f i t  o f  having Mart in  i n  those 
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extra 12 months on a net basis. And, I d o n ' t  know t h a t  there 
would be another alternative t h a t  we could enter i n t o  t h a t  
would give the customer t h a t  benefit. 

COMMISSIONER DEASON: Let me interrupt a t  this poin t .  

The 75 million, what does t h a t  represent, i s  t h a t  fuel savings? 
THE WITNESS: I t  is  a combination, Commissioner. 
COMMISSIONER DEASON: Can you identify t h a t  

combination for me, please? 
THE WITNESS: Yes. The biggest component i s  the 

system fuel cost. Since this would be a very efficient u n i t ,  
our projection is  t h a t  the system cost i n  fuel would be $55 

million lower during t h a t  period. In a d d i t i o n ,  i f  we bu i ld  

only a u n i t  i n  the west coast, there is  a higher transmission 
integration cost t h a t  Mr. Stillwagon can explain far better 
t h a n  I can, which would add $24 million t o  the cost of 

transmission integration required i n  our system. 
COMMISSIONER DEASON: So i f  you bu i ld  a u n i t  both on 

the ease and the west you are saving transmission costs you 

otherwise would have t o  incur? 
THE WITNESS: T h a t  i s  correct, because i t  maintains a 

certain balance and doesn't force the flows t o  exceed the 
criteria t h a t  would require addi t iona l  upgrading of the system. 
Another component t h a t  adds t o  the savings i n  reverse, i f  you 

will,  is  t h a t  i f  we lose the synergy of bu i ld ing  both plants 
closely together w i t h  manpower and so forth, the cost of 
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i u i l d i n g  Manatee i s  expected t o  be about $16 m i l l i o n  higher 

:han what we have f o r  Manatee i n  conjunction w i th  Martin. And 

;hen, o f  course, we recognize t h a t  by de fer r ing  the u n i t  one 

{ear, there i s  a reduction i n  cap i ta l  costs and i n  O&M 

issociated w i th  not having t h a t  u n i t  there. 

However, although t h a t  would be a deferra l  f o r  one 

Full year, we th ink  t h a t  since we have the  revenue sharing 

igreement i n  place where FPL could not even seek recovery o f  

these costs between June o f  '05 and the end o f  '05, i t  i s  

* e a l l y  on ly  the f i v e  months a f t e r  the beginning o f  '06 t h a t  

dould be relevant t o  savings associated w i t h  t h a t  deferra l  , 

dhich would be only  approximately 20 m i l l i o n  savings. So 55 

n i l l i o n  f o r  fue l ,  24 m i l l i o n  f o r  transmission in tegra t ion  

zosts, 16 m i l l i o n  t h a t  Manatee i s  less expensive t o  b u i l d  i f  we 

j o  i t  i n  conjunction w i t h  Mart in. Added up less 20 m i l l i o n  o f  

the benef i t  o f  deferr ing the u n i t  i n  terms o f  cap i ta l  costs and 

3&M costs would add up t o  about $74.9 m i l l i o n .  

COMMISSIONER PALECKI: What was the fuel  cost you 

used t o  determine the 55 m i  11 i o n  and what were you comparing i t  

to? 

THE WITNESS: I n  the  analysis t h a t  we performed, we 

simply l e f t  out the Mart in p lan t  from the  FPL system and the 

same fuel  p r i ce  forecast t h a t  i s  being used i n  a l l  o f  these 

analysis f o r  the FPL system and t o  calculate,  f o r  example, the 

fue l  cost-recovery i n  e a r l i e r  years, o f  course, t ha t  was the 
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same forecast, for a1 1 the fuels, for o i l ,  gas, nuclear, coal,  
e t  cetera. 

COMMISSIONER PALECKI: I t h i n k  one of the concerns 
t h a t  I have expressed several times here a t  the Commission i s  
t h a t  everyone i s  bui ld ing  natural gas combined cycle plants and 

i n  a l l  50 states we are going t o  have these plants coming on 
line i n  the years 2005, 2006, and going ou t  in to  2010 and very, 
very few investments i n  any coal or nuclear technology. Have 
you considered wha t  the effect of a large gas spike would be on 
t h a t  calculation? If  you had a spike t h a t  is  similar t o  w h a t  
we saw about a year and a ha l f  ago would t h a t  have a 
significant effect on t h a t  $55 mi l l ion  i n  savings and could 
t h a t  actually turn i t  i n t o  a loss? 

THE WITNESS: First of a l l ,  I share your concern and 

I t h i n k  i t  i s  something t h a t  we consider on an on-going basis. 
My understanding i s  t h a t  we have not done a comparison using a 
spiked fuel price. However, my understanding would be t h a t  the 
reason there i s  a $55 mill ion fuel savings here i s  because of 

the differential i n  the efficiency of this Martin u n i t  and the 
average of w h a t  i s  generated and purchased by FPL which  relates 
i n  great part w i t h  steam generation and peaking generation and 

so forth. So absent Martin, more generation would have t o  come 
from those less efficient units. So i f  i t  were merely the 
price of the fuel t h a t  goes up or comes down, the differential 
would probably be maintained i n  the same way because the u n i t  
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dould s t i l l  be more e f f i c i e n t .  

And, o f  course, I recognize t h a t  t h a t  might not be 

sxact ly  the case i f  only  gas spiked and o i l  and everything e lse  

remained very low. And I c a n ' t  answer t h a t  question i n  t h a t  

respect because we haven't done the  ca lcu la t ion .  But i f  o i l  

and gas went up as they d i d  back a few years ago, then I would 

say tha t  t h i s  d i f f e r e n t i a l  i n  fue l  cost  would probably be 

naintained. 

ra te  and e f f i c i e n c y  would be maintained, bu t  the  d i f ference i n  

each megawatt, d o l l a r  per MMBtu would go up. 

It might even go up because the d i f ference i n  heat 

COMMISSIONER PALECKI: I understand. Thank you. 

BY MR. TWOMEY: 

Q Mr. S i l va ,  when you were responding i n i t i a l l y  t o  

Commissioner Deason, you were look ing a t  a document. 

dhere you were reading o f f  the savings? 

I s  t h a t  

A Yes. 

Q I s  t h a t  same document i n  your testimony as an 

exh ib i t?  

A No. 

Q Where e lse  i s  i t  found o r  may we have a copy o f  it? 

MR. GUYTON: Madam Cha rman, I would be happy t o  

provide copies o f  it. 

exh ib i t  and I would be happy t o  hand i t  out now. 

I had planned t o  use i t  as a r e d i r e c t  

MS. BROWN: I ' m  sorry,  could I ask Mr. Twomey t o  

repeat what he said. I was going t o  ask Mr. S i m  i f  t h i s  was 
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based on the  - - Mr. S i l va  i f  t h i s  was based on the  document we 

asked Mr. S i m  t o  prepare as a r e s u l t  a f t e r  h i s  deposit ion? 

CHAIRMAN JABER: Well, I t h i n k  since there i s  a l o t  

o f  i n te res t  i n  t h i s  subject, we w i l l  l e t  Mr. Guyton go ahead 

and pass out h i s  exh ib i t .  Thank you f o r  o f fe r i ng ,  Mr. Guyton. 

And, Mr. Twomey, I am assuming t h i s  i s  the  same 

e x h i b i t  you are asking fo r?  

MR. TWOMEY: We1 1, I don ' t  know. I suspect you are 

r i g h t .  I j u s t  not iced the answers t h a t  he - -  I bel ieve I 

not iced the answers he was g i v ing  Commissioner Deason, I wasn't 

aware t h a t  were i n  h i s  testimony, and I saw him look ing a t  a 

document t h a t  was a separate sheet o f  paper. And I was j u s t  

curious where they were found. 

CHAIRMAN JABER: Okay. Great. 

MR. TWOMEY: I w i l l  w a i t  u n t i l  Mr. Guyton f in ishes  

passing i t  out.  

CHAIRMAN JABER: Thank you. 

BY MR. TWOMEY: 

Q You are f a m i l i a r  w i t h  t h i s  document, since you were 

reading from i t  a few minutes ago? 

A Yes, s i r .  

MR. GUYTON: Madam Chairman, I apparently have passed 

out two d i f f e r e n t  versions o f  t h i s  document, and I t h i n k  i t  i s  

important t o  i d e n t i f y  which one Mr. S i l va  i s  r e f e r r i n g  to .  

apol ogi ze . 
I 
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CHAIRMAN JABER: 

take a few minutes and get i t  r i g h t .  And you a l l  need t o  s i t  

down by a microphone so the court  repor ter  can capture what 

you ' re  saying. Mr. Twomey, hang on t o  your questions. Mr. 

Guyton, the document I ' m  holding says incremental cost t o  

customers i f  determination o f  need i s  not  granted f o r  the  

conversion o f  Martin Unit 8 compared t o  FPL plan. 

document I am supposed t o  have? 

I t h i n k  i t  i s  important t h a t  we j u s t  

I s  t h a t  the 

MR. GUYTON: Madam Chairman, there are two documents 

w i th  t h a t  same t i t l e ,  and as I r e c a l l  there are d i f f e r e n t  

en t r ies  on the  bottom o f  the  page. And I d o n ' t  know which one 

Mr. S i l va  was r e f e r r i n g  t o .  

CHAIRMAN JABER: Well, we can ask Mr. S i lva .  What i s  

the document you were using, Mr. S i lva ,  i n  responding t o  

Commi ss i  oners Deason and P a l  ecki  ' s questions? 

THE WITNESS: The document I was r e f e r r i n g  t o  

contains a l i n e  i n  the  lower than the  middle o f  t he  page t h a t  

reads subsequent years, and t h a t  i s  the  one t h a t  I am using. 

The other one t h a t  Mr. Guyton may have also handed out does not  

have t h a t  l i n e  and the  next two o r  three l i n e s .  

CHAIRMAN JABER: Mr. Guyton, the document t h a t  the 

vJitness i s  r e f e r r i n g  t o  i s  no t  the  document I have, so do you 

have a copy o f  what the  witness i s  using? And i f  you need 

approach your witness and compare, t h a t ' s  f i n e .  

MR. GUYTON: Yes, Commissioner, I do. I apologize 
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f o r  the  confusion. 

MR. TWOMEY: I ' v e  got some other questions i f  they 

want t o  take a l l  these up and make sure t h a t  everybody gets 

what he has. I t ' s  your pleasure, Madam Chairman. 

CHAIRMAN JABER: Thank you f o r  the  o f f e r ,  M r .  Twomey. 

That may be more e f f i c i e n t .  But then again he would want t o  be 

s i t t i n g  down t o  l i s t e n  t o  the  r e s t  o f  your questions. 

MR. TWOMEY: Okay, ce r ta in l y .  

CHAIRMAN JABER: Mr. S i l va ,  obviously I could t e l l  

t h a t  there was a d i f ference between the two documents b cause I 

had the  f i r s t  document, bu t  f o r  purposes o f  c lea r ing  the 

record, t e l l  me what the d i f fe rence was between the document 

you were looking a t  and the  document tha t  counsel passed out 

the f i r s t  t ime. 

THE WITNESS: The document tha t  counsel passed out 

the f i r s t  t ime d i d  not have the  l i n e s  t h a t  read subsequent 

years and under t h a t  as te r i sk  higher system fue l  costs o f f s e t  

by avoided cap i ta l  and O&M costs, and then subsequent t o  t h a t  

the word or .  Those were not  included i n  the  document t h a t  M r .  

Guyton handed out i n i t i a l l y  and they are included i n  my copy. 

CHAIRMAN JABER: Thank you, Mr. S i l va .  

Mr. Twomey, you had some questions on t h i s  document? 

MR. TWOMEY: Yes, ma'am. And some more a f t e r  t ha t ,  

but not  many. 

BY MR. TWOMEY: 
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Q Mr. Si lva,  i f  I understand t h i s  document, a t  l e a s t  i n  

D a r t  i t  explains numerically, does i t  not, some o f  the t e x t  on 

your Page 52, i s  t h a t  correct? 

A Are you r e f e r r i n g  t o  increased system fue l  costs? 

Q Yes, s i r .  

A Not exactly. Let me explain. My testimony spoke on 

'age 52, Line 5 and 6 re fe r red  t o  increased system costs - - o f  

fuel costs tha t  would r e s u l t  from delayed i n  service date o f  

20th - -  I was I was r e f e r r i n g  t o  both combined cycle un i ts ,  

qanatee and Martin. A t  t h a t  t ime when I was presenting my 

testimony, we were not considering t h i s  s i t u a t i o n  o f  what i f  

qar t in  i s  deferred because we had from the choices, from a l l  

the choices tha t  we had evaluated, we had the  combination o f  

the FPL plan i n  '05 as being the lowest cost. 

Mere asked the question, we l l ,  what are the economics o f  

cleferring Mart in t h a t  we looked i n  some d e t a i l  a t  i t  and said, 

Me11 , i t  doesn't meet the  20 percent reserve margin, so we 

zouldn't  have included i t  i n  the o f f i c i a l  RFP evaluation, but 

l e t ' s  take i t  look a t  i t  now. And t h i s  page t h a t  I have been 

re fe r r i ng  t o  summarizes the  resu l t s  o f  t h a t  analysis. 

It was when we 

Q Okay, s i r .  I f  I may ask - -  
MR. GUYTON: Excuse me, i f  I might ask t h a t  t h i s  

clocument be i d e n t i f i e d  so t h a t  we have a reference f o r  the 

record. 

CHAIRMAN JABER: Hearing Exh ib i t  9. And, Mr. Guyton, 
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dhy don ' t  you go ahead and g ive me a shor t  t i t l e  f o r  Hearing 

I x h i b i t  9, something t h a t  dist inguishes i t  from the document I 

assume you w i l l  pass out a t  r ed i rec t .  

MR. GUYTON: Incremental cost  t o  customers without 

Yar t in  Un i t  8. 

CHAIRMAN JABER: Thank you. Incremental cost t o  

customers wi thout Mar t in  Un i t  8 i s  i d e n t i f i e d  as Hearing 

Exh ib i t  9. 

MR. TWOMEY: Thank you, Madam Chairman. 

(Exh ib i t  9 marked f o r  i d e n t i f i c a t i o n . )  

BY MR. TWOMEY: 

Q M r .  S i l va ,  was t h i s  document prepared under your 

supervision and d i rec t i on?  

A Yes. 

Q And by t h a t  I mean t o  ask you, d i d  you ca lcu late 

these numbers yoursel f personal ly o r  get them from subordinates 

o r  others i n  the  company? 

A No, s i r ,  a l l  o f  them were ca lcu lated by somebody 

else. 

Q Okay. And i f  you know, a t  what po in t  were they 

calculated, what t ime, what date? 

A L e t ' s  take i t  from the bottom. The 16 m i l l i o n  was 

calculated sometime a t  the  end o f  June. Not f o r  t h i s  purpose, 

but i t  i s  included i n  the  b i d  evaluation t h a t  has been 

presented i n  testimony as the  added cost o f  bu i l d ing  only 
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qanatee un i t .  

zost was calculated, I believe, by Doctor S i m  i n  response t o  a 

l a t e - f i l e d  exh ib i t  requested by s t a f f  which was, I believe, on 

4ugust 30th. I don ' t  know exact ly when i t  was calculated, but 

it was shor t l y  a f t e r  t h a t .  The $24 m i l l i o n  transmission 

in tegrat ion cost was calculated by M r .  St i l lwagon and i t  was 

also included i n  the response t o  s t a f f ' s  l a t e - f i l e d  exh ib i t .  

The 20.1 m i l l i o n  has been calculated, I would say, w i th in  the 

l a s t  two weeks. 

the l a s t  ten day . And tha t  i s  one i tem tha t  i s  d i f f e r e n t  from 

dhat we used i n  response t o  the s t a f f ' s  l a t e - f i l e d  exh ib i t  when 

de applied the whole year worth o f  cap i ta l  and O&M cost 

savings, i f  you w i l l ,  f rom the de fer ra l .  And tha t  was as f a r  

as I know the l a s t  number t h a t  was calculated. And I might add 

i n  the case o f  s t a f f ,  we d i d  not include the 16 m i l l i o n  i n  t h a t  

calculat ion and tha t  was an omission on our par t .  A t  t h a t  t i m e  

we f a i l e d  t o  i d e n t i f y  t ha t .  

It i s  i n  the exh ib i ts .  The higher system fuel  

I don ' t  know the exact date, perhaps w i th in  

CHAIRMAN JABER: Mr. Si lva,  l e t  me t r y  t o  understand 

what you j u s t  said. Did s t a f f  ask you, has s t a f f  asked you f o r  

t h i s  type ca lcu lat ion through discovery, i s  t h a t  when the 

question came up? 

THE WITNESS: Yes, Madam Chairman. 

CHAIRMAN JABER: And i n  response t o  s t a f f ' s  discovery 

you d i d  not include the $16 m i l l i o n  amount as the added cost o f  

bu i ld ing  the Manatee u n i t ?  
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THE WITNESS: We d i d  not quant i fy  t h a t  amount. I 

bel ieve tha t  we refer red t o  it, i f  I remember cor rec t ly ,  as 

there being a loss o f  construction synergy, but we d i d  not 

include a number. That i s  my reco l lec t ion ,  I may be wrong i n  

t h a t  regard. 

MS. BROWN: Madam Chairman, may I i n t e r r u p t  f o r  a 

minute? We have an exh ib i t  ready f o r  Mr. S i m  t o  provide t o  the 

Commission. We have gotten k ind o f  backwards. We have much t o  

discuss about t h i s  and we are going t o  provide t h i s  f o r  the 

Commission, which i s  the basis f o r  t h i s  summary. 

i f  you want us t o  pass i t  out now t o  help you o r  w a i t  f o r  Mr. 

S i m .  

I don ' t  know 

CHAIRMAN JABER: No, I t h ink  you need t o  w a i t  f o r  the 

next witness. My question has nothing t o  do w i t h  the e x h i b i t  

i t s e l f ,  I am in terested i n  t r y i n g  t o  understand why i n  response 

t o  s t a f f ' s  discovery you d i d  not include the 16 m i l l i o n  as a 

calculat ion.  I ' m  t r y i n g  t o  understand what happened there. 

THE WITNESS: It was our e r ro r ,  our shortcoming i n  

not including it. For every combination t h a t  included one FPL 

u n i t ,  we had d e n t i f i e d  a cost due t o  a loss o f  synergy i n  the 

construction. I f  we b u i l t  Manatee only, i t  would be 16 

m i l l i o n .  

re f lec ted  i n  a l l  o f  the numbers t h a t  we have calculated. When 

we were responding t o  s t a f f ' s  request as t o  what happens i f  you 

defer the u n i t ,  we f a i l e d  t o  recognize t h a t  de fer r ing  the u n i t  

I f  we b u i l t  on ly  i t  would be 15 m i l l i o n .  And t h a t  i s  
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n to  play.  And so 

a t  t h e  numbers 

again t h a t  we said, we l l ,  there i s  a quan t i f i ca t i on  t h a t  we 

already have included, t h a t  i s  16 m i l l i o n .  The number could be 

higher loss o f  synergy, bu t  16 m i l l i o n  i s  what we have 

estimated and t h a t  i s  why we included i t  here. 

CHAIRMAN JABER: Thank you. 

BY MR. TWOMEY: 

Q M r .  S i lva,  when was t h i s  document i t s e l f  compiled and 

produced? 

A 

Q 

I put  t h i s  document together on Monday o f  t h i s  week. 

I want t o  go back and ask you t o  t u r n  t o  Page 49 o f  

your testimony. A t  the top, Line 1, you s ta te  t h a t  FPL has a 

h i  s to ry  t h a t  demonstrates i t s  w i  11 i ngness t o  purchase power i f 

that  i s  the  most economic a l te rna t i ve  t o  customers, i s  t h a t  

correct? 

A Yes. 

Q And then go back t o  your Exh ib i t  RS-2 i f  you would 

fo r  a moment. 

A Yes. 

Q It has been the p o s i t i o n  I have heard i n  any event o f  

Flor ida Power and L igh t  i n  a re la ted,  i f  you w i l l ,  proceeding 

i n  r e l a t i o n  t o  the Commission's b i d  r u l e  docket t h a t  FPL fee ls  

that i t  i s  important t o  se l f -generate t o  a c e r t a i n  degree t o  

t s  s ta tu to ry  ob l i ga t i on  t o  serve. weserve i t s  a b i l i t y  t o  meet 
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Are you f a m i l i a r  w i th  t h a t  theory? 

A I have not heard t h a t  statement. 

Q You haven't heard tha t?  

A No. 

Q So, would i t  be your testimony, then, t h a t  there i s  

no predisposi t ion o f  F lor ida Power and L ight  t o  minimize i t s  

purchased power contracts as i s  re f lec ted  a t  the  bottom h a l f  o f  

your Exh ib i t  RS-2? 

A Oh, absolutely not.  I n  fac t ,  my s ing le  admonition 

from Mr. Evanson when he h i red  me f o r  t h i s  r o l e  was what we are 

going t o  do i s  get the best p r i c e  f o r  our customer t h a t  we can 

r e l i a b l y  wherever i t  comes from. And I don ' t  l i n k  t h a t  t h a t  i s  

inconsistent w i t h  these numbers, because a l l  t h a t  we say here 

i s  these contracts are going t o  be expi r ing and i t  doesn't  mean 

t h a t  we are not necessari ly going t o  replace them. We are 

going t o  replace them w i t h  other contracts. We w i l l  replace 

them w i t h  other contracts t o  the  extent t h a t  they are economic. 

Q Okay. And s t i l l  on RS-2, i f  you would, i n  the  l a s t  

column t h a t  i s  on the r i g h t ,  t he  t o t a l ,  i f  we are i n  the year 

2002 current ly ,  and you have 1,367 megawatts o f  winter power 

current ly ,  r i g h t ,  purchased power t o t a l ?  

A You are saying i n  2002? 

Q Yes, s i r ,  the winter  column. 

A I n  RS-2 I see a number o f  1,910. I s  t h a t  what you 

are looking a t ?  
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COMMISSIONER DEASON: Mr. Twomey, I t h i n k  those 

lumbers have been corrected. 

MR. TWOMEY: I ' m  sorry, I d i d n ' t  do the  errata.  

3Y MR. TWOMEY: 

That i s  the  corrected number? 

1,910 f o r  the  winter .  

And what i s  your f i gu re  f o r  2005 winter? 

2,623. 

Okay. And my question, Mr. S i lva ,  i s  have you e i the r  

rson 1 l y  or  t o  your - - have you personally, are you 

ie rsona l ly  concerned w i t h  any degradation i n  your a b i l i t y  t o  

serve your customers by t h a t  increase i n  the  t o t a l  o f  purchased 

lower from the year 2002 t o  2005? 

A No, s i r .  

Q Thank you. Now, i f  you w i l l  t u r n  t o  RS-3 f o r  a 

minute, please. These are the  breakdown, i f  I understand i t  

co r rec t l y ,  o f  the contracts you have t h a t  appear i n  the other 

firm capacity purchases on RS-2, i s  t h a t  cor rec t ,  o r  do I have 

it r i g h t ?  

A These would be the  cogeneration, small power 

production. 

Q And those are included i n  the  other f i r m  capacity 

purchases on RS-2, i s  t h a t  correct? 

A I do not be l ieve  so. I bel ieve t h a t  they are 

addi t ive.  
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Q Well, le t  me ask you just the same, the Bioenergy 
project t h a t  i s  the f i r s t  line on RS-3? 

A Yes. 

Q I t ' s  from Broward County based on l a n d f i l l  gas, t h a t  
shows the megawatt capacity of 10 megawatts, correct? 

A Yes. 

Q I t  has been i n  service for roughly four years, 
correct? 

A Yes. 

Q 
A Yes. 

Q 

And the ending date i s  January 1st of the year 2005? 

Is there any possibi l i ty  t h a t  you are aware o f ,  i f  

you are aware, t h a t  t h a t  contract could be extended? 
A I d o n ' t  know any - -  I d o n ' t  have any information 

regarding t h a t  particular contract. 
Q B u t  would I be correct i n  assuming t h a t  i f  you could 

extend i t  for a year, t h a t  contract alone would make up 10 

megawatts of the 15 megawatt shortage? 
A Well, excuse me, I may not understand your question, 

b u t  i f  i t  expires i n  1/1/05 and we replace i t  i n  1/1/05, are 
you saying t h a t  - -  our calculation i s  based on the assumption 
t h a t  we are losing i t .  So, I'm sorry, I d i d n ' t  understand your 
question. 

Q And maybe I'm wrong. Tell me i f  I'm right or wrong 
I assume t h a t  your calculation i n  terms of the on this. 
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capacity tha t  you w i l l  have avai lable t o  you have factored i n  

the loss, the loss o f  t h i s  contract. When you look a t  June 

l s t ,  2005, t h i s  won't be there, i s n ' t  t h a t  correct? 

A That i s  correct .  And tha t  has been factored i n t o  our 

need determination, our need ca lcu lat ion.  

Q Yes, s i r  t , h a t  i s  what I thought. And I appreciate 

you explaining tha t .  So my question t o  you i s  i f  you could 

extend t h i s  contract f o r  a year, i s n ' t  i t  correct  t h a t  t h a t  

would obviously give you ten more megawatts o f  power f o r  the 

next year? 

A That i s  correct .  

Q 

s h o r t f a l l ?  

And t h a t  would be two- th i rds  o f  the 15-megawatt 

A That i s  correct .  What I don ' t  know i s  what the 

economics o f  i t  would be. 

Q Right. But j u s t  i n  terms o f  meeting the  capacity 

necessary t o  reach the 20 percent reserve margin versus the 

19.92 percent, t h i s  would help you get there, r i g h t ?  

A Yes. 

Q Now, go down t o  the - -  i f  you would, please, the l a s t  

l i n e  which i s  F lo r ida  Crushed Stone i n  Hernando County. Those 

contracts expire i n  October, r i g h t ?  

A That i s  correct .  

Q Are you aware whether o r  not  those would be avai lable 

f o r  renewal a t  some term? 
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A To my knowledge, there has been only prel iminary 
discussions about w h a t  happens a t  t h a t  time. Nothing t h a t  I 

can plan on a t  this stage. 
Q The fuel savings, i f  I heard your testimony correctly 

t h a t  you project t o  achieve by bringing i n  Manatee a t  the same 
time as Martin are based upon the improved heat rates of both 

units, is  t h a t  correct? 
A The very good heat rate of the units and the fact 

t h a t  they then improve the overall heat rate of the system 
because of their lower heat rate. 

Q Yes, s i r .  My question i s  is  t h a t  vintage of u n i t ,  
the combined cycle u n i t  t h a t  you are going t o  b u i l d ,  i s  i t  

tested yet i n  action? Are those heat rates t h a t  you can rely 
on, are they proven? 

A Yes, s i r .  In the f i r s t  place our units a t  the Fort 
Myers p l a n t  I am informed are achieving those heat rates. And, 

second, i n  the bids t h a t  we received from the RFP, the heat 
rates t h a t  we included for our units are i n  the ballpark w i t h  

everybody else 's .  Some are s l igh t ly  higher, some are s l i g h t l y  

lower or better t h a n  ours, but  they are i n  the same range. 
MR. TWOMEY: Thanks. That's a l l  I have. 
CHAIRMAN JABER: Thank you, Mr. Twomey. 
Mr. S i l v a ,  I have just a few questions for you. Mr. 

S i l v a ,  I would like t o  go ahead and go f i r s t  before s t a f f ,  

because they are real nice t o  me sometimes and can correct my 
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questions i f  I mess them up too much. 

On the equi ty  penalty, I r e a l l y  do want t o  understand 

what the  purpose o f  t ha t  i s .  And I want t o  spare you from 

these questions, though, i f  you r e a l l y  be l ieve another witness 

i s  the most appropriate witness t o  answer them. 

THE WITNESS: I r e a l l y  t h ink  t h a t  t h a t  would be the 

case, espec ia l l y  Doctor Avera and Mr. Dewhurst. 

CHAIRMAN JABER: Thank you. Something e lse you sa id 

I j u s t  d i d n ' t  understand. With respect t o  PG&E, you sa id i n  

response t o  Mr. Moyle's questions t h a t  bidder was not t ak  n out 

o f  the process because o f  a concern re la ted  t o  t h e i r  f inanc ia l  

v i a b i l i t y .  You dist inguished i t  by saying t h a t  bidder d i d  not 

go forward because o f  other concerns, and I need t o  understand 

how you determined which bidder should go forward on the  short  

l i s t  i f  you weren't  making f ind ings  about f i nanc ia l  v i a b i l i t y  

up or  down. I need t o  understand t h a t  thought process i n  

applying the  c r i t e r i a .  

THE WITNESS: Do you have a 

CHAIRMAN JABER: Yes. 

THE WITNESS: I f  you could 

CHAIRMAN JABER: Yes. 

copy o f  my testimony? 

ook a t  my Exh ib i t  RS-6. 

THE WITNESS: Let  me expla in  a l i t t l e  b i t  about those 

groupings. As I said there were 30 some combinations t h a t  the 

nodels picked as being the  most competit ive, c loser t o  FPL's 

Aan than $200 m i l l i on ;  and many o f  them had the  same bidders, 
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they were repeated because some b i d  f i v e  years, some b i d  - -  the 

same bidder b i d  ten years or a d i f f e r e n t  loca t ion ,  but they 

were mutual 1 y excl us i  ve. 

So f o r  the purpose o f  evaluation, I grouped them as 

they appear on t h i s  document i n t o  A, they always contained the 

same bidders, B, C ,  D, and E. The context i n  which we made the 

decis ion on PG&E i s  here on Line C where PG&E i s  Bidder Y ,  and 

t h i s  combination, the best combination t h a t  PG&E was i n  

consisted o f  FPL's Mart in Un i t  and PG&E 506 megawatts i n  2005, 

and then E l  Paso who had two d i f f e r e n t  locat ions.  And the 

groupings included e i t h e r  E l  Paso a t  Be l le  Glade or  E l  Paso a t  

Manatee f o r  708 megawatts. And what we looked a t  was the 

number on the r ight -hand side. 

And remember t h a t  these numbers were an i n t e r i m  

number. There were subsequent adjustments made t o  them, but we 

i n i t i a l l y  considered f o r  the short  l i s t  the f i r s t  two groups, 

which were A and B, which were w i t h i n  58 and 59 m i  11 i o n  

respect ive ly  o f  the FPL plan. And I explained already why 

d i d n ' t  choose Group B because o f  TECO and Bidder X and the 

r e l i a b i l i t y  r i s k  t h a t  they posed i n  our est imation. 

we 

And then we looked a t  the  other three t o  see wheLher 

we wanted t o  have more on the short  l i s t  and we thought since 

the gap between the 58 w i t h  F lo r i da  Power Corp and E l  Paso and 

the one w i t h  PG&E was almost 30 m i l l i o n  addi t ional  do l l a rs ,  

t h a t  i t  was going t o  be hard enough ge t t i ng  E l  Paso and Corp t o  
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reduce t h e i r  p r ice  s u f f i c i e n t l y  t o  be economic, l e t  alone t o  

have PG&E reduce t h e i r  p r i ce  t o  o f f s e t  $87 m i l l i o n .  So we k ind 

o f  drew the l i n e  a t  t h a t  po in t  and said l e t ' s  focus on Group A 

t h a t  consists o f  F lor ida Power Corp and E l  Paso. 

CHAIRMAN JABER: And t h a t  process, t h a t  appl icat ion 

o f  your judgment i n  t h a t  fashion, t h a t  i s  not s p e c i f i c a l l y  

a r t i cu la ted  i n  the RFP, so tha t  - -  t h a t  i s  not s p e c i f i c a l l y  

a r t i cu la ted  i n  the RFP. 

THE WITNESS: Not i n  t h a t  leve l  o f  d e t a i l  as t o  how 

I th ink  we simply said t h a t  we we would p ick the short  l i s t .  

would p ick  bidders f o r  a short l i s t  w i t h  whom we would 

negotiate and t h i s  i s  the process t h a t  we followed a t  the time. 

I n  a discussion w i th  FPL management and a l o t  o f  in teract ion,  

and I might add t h i s  i s  one o f  the sessions i n  which Commission 

s t a f f  came and witnessed the proceedings. 

CHAIRMAN JABER: Now, t o  the degree companies were 

w i l l i n g  t o  reduce t h e i r  pr ices substant ia l ly ,  they don ' t  know 

they have t h a t  opportuni ty unless you contact them and br ing  

them i n t o  the short l i s t  process, correct? 

THE WITNESS: Well, t h a t  i s  correct ,  Madam Chairman, 

but my view was f i r s t  we d i d  ask f o r  the  best b id ,  and i n  t h i s  

pa r t i cu la r  instance t h a t  we are t a l k i n g  about, E l  Paso i s  i n  

both o f  them, and as i t  turned out E l  Paso could not lower 

t h e i r  pr ice.  And absent lowering t h e i r  p r i c e  i n  the 

speculation tha t  we are fo l lowing i f  we had included PG&E they 
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would have had t o  reduce t h e i r  p r i ce  by the  f u l l  $87 m i l l i o n ,  

which would have been extremely un l i ke l y .  And, you know, i n  

re t rospect  I can ' t  second guess our decision. We thought t h a t  

we proceeded appropr iately.  

CHAIRMAN JABER: And I ' m  not  suggesting you 

second-guess your decision. I guess I ' m  t r y i n g  t o  f i gu re  out 

where tha t  leve l  o f  ce r ta in t y  comes from t h a t  they wouldn' t  

reduce t h e i r  p r i ce  by 87 m i l l i o n .  You don ' t  know f o r  a f a c t  

t ha t  they would not have reduced t h e i r  p r i c e  87 m i l l i o n ,  do 

you? 

THE WITNESS: No, I do not  know t h a t  f o r  a f ac t .  

CHAIRMAN JABER: With respect t o  - -  you j u s t  stated 

i n  your response t o  me t h a t  there was - -  one o f  the companies 

das el iminated because o f  what you thought would be a 

r e l i a b i l i t y  r i s k .  Walk me through t h a t  c r i t e r i a  and t h a t  

judgment. 

THE WITNESS: Again, s t a r t i n g  out  from the top 

contending groupings, and i n  t h i s  case i t  would be shown here 

under Group B which included Mar t  n, Bidder W,  who i s  TECO, 

Bidder X ,  and then E l  Paso a t  one loca t i on  o r  the  other. And 

as I ind icated e a r l i e r ,  we had two concerns w i t h  tha t  

pa r t i cu la r  grouping. One o f  them was the  issue o f  TECO not 

having enough capaci ty t o  both meet t h e i r  20 percent reserve 

nargin and de l i ve r  t o  us 200 megawatts o f  capaci ty as they 

proposed, and t h a t  causing based on our analysis the reserve 
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margin t o  d i p  below 15 percent. And the second i s  Bidder X ,  

t h e i r  bond r a t i n g  had been degraded s i g n i f i c a n t l y  and 

repeatedly since sometime i n  l a t e  2001 through the  spring and 

summer o f  2002. 

And we reviewed a t  some length, which I th ink  Mr. 

Dewhurst can discuss be t te r  than I can the impl icat ions o f  the 

declarations t h a t  they were making i n  t h e i r  f inanc ia l  

statements, the 10K repor t ,  e t  cetera. And they were c l e a r l y  

ind ica t ing  t h a t  they were i n  t rouble and t h a t  they d i d  not know 

whether they could even obtain f inancing a t  acceptable terms t o  

go forward w i th  t h e i r  projects.  And so when we took both o f  

those areas o f  concern together we said i t  would be impractical 

t o  pursue t h a t  pa r t i cu la r  combination, and t h a t  i s  what l e d  us 

t o  t h a t  decision. 

CHAIRMAN JABER: Now, a l l  o f  t ha t ,  everything I have 

j u s t  discussed w i t h  you - - 
THE WITNESS: Yes. 

CHAIRMAN JABER: - - what p a r t  o f  t h a t  evaluation and 

tha t  judgment, t h a t  decision d i d  Sedway contr ibute to? 

THE WITNESS: Mr. Sedway - -  I ' m  sorry,  Sedway 

Consulting, Mr. Taylor d i d  not pa r t i c i pa te  i n  any o f  t h i s  

discussion. Mr. Taylor performed an analysis i n  p a r a l l e l  t o  

t h i s  so t h a t  as you see the numbers t h a t  I have here, cost 

dif ference versus A l l  -FPL, he calculated a separate set  o f  

numbers as t o  what the d i f ference would be. And my 
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understanding i s  t h a t  a t  t h a t  p o i n t  i n  time his difference 
where he shows 58 - -  I believe i t  was 61 million and then for 

, but  each of the other numbers he had a different differentia 
I d o n ' t  have t h a t  i n  front of me. B u t  we received t h a t  
information from Mr. Taylor and we looked a t  i t  i n  the 
preparation of the meeting t h a t  took place on June 18th, and we 
portrayed i t  t o  our management as these are the f indings from 
Mr. Taylor and Sedway Consulting t h a t  confirmed these results. 
They are not exactly the same, b u t  they convey the same 
message. 

CHAIRMAN JABER: Just a couple more questions for 
you. Throughout your entire testimony i n  response t o  cross 
examination questions you talked about the least cost plans, 
the least cost proposals. A t  w h a t  po in t  i n  your evaluation 
process do you go from looking a t  the most cost-effective 
alternative as a whole t o  the least cost plan is the f i r s t  
question, and just t o  have you t h i n k  about the second one, as 
well, w h a t  i n  your mind i s  the difference? 

THE WITNESS: I would t h i n k  t h a t  the most 
cost-effective takes i n t o  consideration things t h a t  are not 
specifically tied t o  price. In other words, i f  you can 
quant i  f y  concerns t h a t  you have w i t h  re1 i abi 1 i t y ,  their abi 1 i t y  

t o  meet their time commitments, performance guarantees, e t  
cetera, t h a t  t h a t  would come in to  cost-effective. Because they 
could - - anybody, ourselves, they, somebody could say I am 
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going t o  b u i l d  something very cheaply and then i t  i s  not 

re1 iab l  e. 

So I th ink  t h a t  i n  terms o f  l eas t  cost ,  the  economic 

analys is  performed by FPL t o  which Doctor S i m  w i l l  t e s t i f y  and 

by Sedway t o  which Mr. Taylor w i l l  t e s t i f y  address the  l eas t  

cost  a1 te rna t ive  i n  terms o f  cumul a t i v e  present V a l  ue revenue 

requirement. To the extent t h a t  t h a t  was supplemented t o  

a r r i v e  a t  most cos t -e f fec t i ve ,  t h a t  was k ind  o f  a combined 

e f f o r t  by several i n  FPL management i n  finance, some experts 

outside the company and myself who looked a t  t he  b ids  and the 

bidders and said, okay, do these add any value t h a t  we haven't 

taken i n t o  consideration. And i f  so, w i l l  i t  change our 

deci s i  on. 

And the conclusion t o  t h a t  was no, and i n  some cases 

i t  was t h a t  we, i n  fac t ,  had some advantages. It wasn't a huge 

advantage, but there were some advantages i n  some areas. And 

some o f  them had advantages i n  other areas, but  on the  whole a t  

t h a t  po in t  having looked a t  t he  f i nanc ia l  standing, having 

looked a t  what was being o f fe red  t o  s e l l  t o  us and what we 

could do knowing our leve l  o f  performance, we concluded t h a t  i t  

was the most e f fec t i ve  a l te rna t i ve  t o  go w i t h  the  FPL plan. 

I ' m  sorry  about being so long-winded on tha t .  

CHAIRMAN JABER: That ' s  qu i te  a l l  r i g h t .  So as i t  

re la tes  t o  F lo r ida  Power Corp and the  E l  Paso conversations, 

were those b ids  el iminated i n  your honest assessment because 
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they d i d  not come i n  w i t h  the l eas t  p r i ce  or  was i t  because i n  

your opinion they weren't  the  most cos t -e f fec t i ve  a l te rna t ive?  

THE WITNESS: They were el iminated because they were 

not the most cos t -e f fec t i ve  a l te rna t ive .  One o f  the components 

was they were not the l eas t  p r iced  and, two, they d i d  not make 

up f o r  i t  i n  other ways, even though we d i d  look a t  it. 

CHAIRMAN JABER: Thank you, M r .  S i l va .  

Commissioners, i t ' s  your pleasure. Would you l i k e  t o  

ask questions now o r  do you want s t a f f  t o  go? 

S t a f f .  

MS. BROWN: We have no questions, Madam Chairman. 

CHAIRMAN JABER: Commissioners. 

COMMISSIONER DEASON: I have a question concerning 

the consideration o f  firm fue l  contracts. As I understand your 

testimony, and maybe you can confirm t h i s  i f  my understanding 

i s  correct ,  there were no bidders who were e l im  nated because 

they d i d  not have a f i r m  fue l  contract ,  i s  t h a t  correct? 

THE WITNESS: That i s correct  , Commissioner. 

COMMISSIONER DEASON: And there were no bidders who 

were adversely a f fec ted  i n  your evaluat ion because they d i d  not 

have a firm fuel  contract? 

THE WITNESS: No, although t o  c l a r i f y  on one po in t ,  

we evaluated everybody i n  terms o f  fue l  based on face value. 

What they said, i f  they sa id  our t ranspor ta t ion  f o r  gas i s  

going t o  come through t h i s  p ipe l i ne ,  we took t h a t  a t  t h e i r  
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word. And there was one instance which I al luded t o  i n  my 

summary where E l  Paso i n  the i n i t i a l  negot iat ions said, oh, we 

a c t u a l l y  meant f o r  you t o  do a t o t a l  agreement instead o f  us, 

E l  Paso, providing the gas. 

And t h a t  was the f i r s t  instance we had o f  t ha t ,  and 

so we inqui red about tha t .  And we had t o  make an adjustment 

f o r  t h a t  not because i t  would cost more f o r  the  gas i t s e l f ,  but  

now because the way o f  de l i ve r ing  gas t o  the  u n i t  was d i f f e r e n t  

than the  way t h a t  they had indicated, a d i f f e r e n t  p ipe l ine ,  i f  

you w i l l .  And i t  was t h e i r  numbers t h a t  we used. Again, t h e i r  

adjusted numbers t h a t  we used. But other than t h a t  adjustment 

which was based on t h e i r  revised informat ion we d i d  not second 

guess anybody who said t h i s  i s  how the  gas i s  going t o  come and 

t h i s  i s  essen t ia l l y  the cost o f  t h a t  gas. 

COMMISSIONER DEASON: 

been i d e n t i f i e d  as Exh ib i t  Number 9. This i s  the ca lcu la t ion  

o f  the $74.9 m i l l i o n  i n  incremental cost  i f  the  Mart in Un i t  8 

i s  not b u i l t .  Do you have tha t?  

I want you t o  look a t  what has 

THE WITNESS: Yes, I do. 

COMMISSIONER DEASON: I ' m  j u s t  t r y i n g  t o  understand 

what these numbers represent. The f i r s t  number, the 55 

m i l l i o n ,  t h a t  i s  higher system fue l  costs. That i s  system fue l  

costs f o r  one year, correct ,  and t h a t  i s  June 2005 t o  June 2006 

period, correct? 

THE WITNESS: That i s  cor rec t .  
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COMMISSIONER DEASON: And t h a t  i s  what your overa l l  

t o t a l  system fue l  costs would be e f fec ted  by t h a t  amount? 

THE WITNESS: That i s  r i g h t .  

COMMISSIONER DEASON: Now, the  next l i n e ,  higher 

transmission i n teg ra t i on  costs, I t h i n k  you explained t h a t  

e a r l i e r  t o  a question t h a t  I had. That 24 m i l l i o n ,  i s  t h a t  one 

time cap i ta l  cost? 

THE WITNESS: That i s  cor rec t ,  i n c l  udi  ng AFUDC. 

COMMISSIONER DEASON: I n c l  ud i  ng AFUDC . So t h a t  i s 

not one year 's  revenue requirements associated w i t h  tha t ,  t h i  s 

i s  up f r o n t  cap i ta l  costs, correct? 

THE WITNESS: This would be present value revenue 

requirement . 
COMMISSIONER DEASON: Oh, t h a t  i s  present value 

revenue requirement? 

THE WITNESS: Yes. 

COMMISSIONER DEASON: For one year? 

THE WITNESS: Yes. It occurs i n  the  f i r s t  year, so I 

don' t  t h i n k  there i s  much ne t  present value. I understand i t  

is t o  2001, because a l l  t he  numbers were done t o  2001, bu t  i t  

dould be presumably a one t ime investment and t h i s  i s  the  

present val ue. 

COMMISSIONER DEASON: So t h a t  i s  the  t o t a l  present 

value revenue requirements associated w i t h  the higher 

transmission cost? 
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THE WITNESS: That i s  r i g h t  

COMMISSIONER DEASON: So a1 o f  these numbers enter 

on a comparable basis, they a re  i n  terms o f  present value o f  

revenue requirements? 

THE WITNESS: Yes. 

CHAIRMAN JABER: Commissioner Deason, 1 e t  me make 

sure I understand tha t  response. Only f o r  a f ive-month period, 

though? 

THE WITNESS: I th ink  we were t a l k i n g  about a 

d i f f e r e n t  l i n e ,  i f  I understand co r rec t l y .  

COMMISSIONER DEASON: I ' m  t a l k i n g  about the 24 

m i l l i o n  o f  transmission i n teg ra t i on  costs. 

CHAIRMAN JABER: Thank you. 

THE WITNESS: And the answer t o  your question i s  a lso 

correct ,  the 20.1 m i l l i o n  i s  f o r  f i v e  years. 

COMMISSIONER DEASON: The l a s t  i tem, the  16 m i l l i o n  

associated w i t h  the added cost o f  bu i l d ing  Manatee Un i t  3, t h i s  

i s  the l o s t  synergies o f  having dual const ruct ion pro jec ts ,  I 

take it? 

THE WITNESS: That i s  cor rec t ,  Commissioner. 

COMMISSIONER DEASON: The 16 m i l l i o n ,  i s  t h a t  i n  

terms o f  present value o f  revenue requirements? 

THE WITNESS: Yes. 

COMMISSIONER DEASON: Okay. 

CHAIRMAN JABER: Commissioners, any other questions? 
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Redirect . 
MR. GUYTON: I have a few questions. Before I s t a r t ,  

I ' m  going t o  ask Mr. H i l l  t o  hand out two exh ib i t s  t h a t  I ' m  

going t o  ask Mr. S i lva  t o  address on red i rec t .  

MR. MOYLE: Can I make an objection, I believe. And 

I probably should have done i t  sooner, but  t h i s  has not been 

admitted i n t o  evidence. I mean, I th ink  we ta lked  e a r l i e r  

about the  no surprise ru le ,  and t h i s  document that a l o t  o f  

testimony has been e l i c i t e d  from, I th ink  Mr. S i l v a  said was 

prepared on Monday. So, not  on ly  t h i s  document, but  i f  we a r  

g e t t i n g  a whole host o f  other documents t h a t  we haven't seen 

before, I would object. 

CHAIRMAN JABER: Mr . Guyton, your response. 

MR. GUYTON: I haven't moved t o  admit i t  ye t ,  but  I 

th ink  i t  has been - -  we can defer. I f  you would l i k e  t o  go 

ahead and hear i t  now I w i l l  go ahead and address the object ion 

now, Madam Chai rman. 

CHAIRMAN JABER: Mr. Moyle, you are absolutely r i g h t  

you should have done i t  sooner. That i s  the f i r s t  observation. 

The second observation i s  we have i d e n t i f i e d  it, we have not 

ta lked about admitt ing i t  i n t o  the  record. And then the f i n a l  

observation i s  you know i n  the prehearing order i t  c l e a r l y  

states t h a t  exh ib i ts  can be i d e n t i f i e d  f o r  purposes o f  

cross-examination. Cer ta in ly  as a courtesy they should be 

i d e n t i f i e d  i f  they are known ahead o f  time, bu t  as I r e c a l l  the 
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discussion o f  t ha t  i n i t i a l  exh ib i t  was brought up because o f  

Commissioner questions. So we w i l l  leave i t  a t  t ha t ,  but 

c e r t a i n l y  we can r e v i s i t  i t  when i t  comes t o  admit t ing the 

e x h i b i t  i n t o  the record. 

MR. MOYLE: Okay. Given tha t  r u l i n g  I guess I w i l l  

look a t  what has been handed out here and i f  i t  i s  something I 

haven ' t seen before. 

CHAIRMAN JABER: Thank you, Mr. Moyle. 

Mr. Guyton, what are these? 

MR. GUYTON: There are two documents, ne i 

document tha t  - -  a two-page document t h a t  i s  e n t i t l e d  important 

not ice t o  bidders, which i s  a document t h a t  M r .  S i l va  re fer red 

t o  dur ing cross examination. The second document i s  a 

ca lcu la t ion  o f  TECO reserve margin tha t  Mr. S i l v a  also refer red 

t o  dur ing cross examination. 

MR. MOYLE: And I guess my question would be w i th  

respect t o  the TECO document, when was t h i s  prepared? 

CHAIRMAN JABER: Mr. Guyton, I understand t h a t  your 

witness refer red t o  these dur ing cross-examination, but you 

be t te r  have some real  r e d i r e c t  questions t h a t  would require 

t h i s  witness t o  look a t  these exh ib i ts .  Because I absolutely 

agree w i th  Mr. Moyle t o  preserve the i n t e g r i t y  o f  the process 

there should not be any surprise. 

I am going t o  al low the  questions re la ted  t o  these 

exhib i ts  , Mr . Moyl e. 
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Go ahead, Mr. Guyton. 

REDIRECT EXAM1 NATION 

3Y MR. GUYTON: 

Q M r .  S i lva,  dur ing cross-examination by  Mr. Moyle you 

lad occasion t o  answer a ser ies o f  questions about whether or  

l o t  the  supplemental RFP ind icated t h a t  f i nanc ia l  v i a b i l i t y  

vould be the primary nonprice c r i t e r i a .  Do you r e c a l l  those 

Juestions? 

A Yes, I do. 

Q And i n  response t o  t h a t  answer you ind icated t o  Mr. 

loy le  t h a t  the company had sent a l e t t e r  t o  a l l  bidders 

-egardi ng f i  nanci a1 v i  abi 1 i ty? 

A That i s  correct .  That was p a r t  o f  my response t o  

;how t h a t  f inanc ia l  v i a b i l i t y  was considered important by the 

:ompany and t h a t  i t  had been e f f e c t i v e l y  communicated t o  a l l  

:he bidders. And t h i s  n o t i f i c a t i o n  was sent out,  I believe, on 

lune l s t ,  2002, very s h o r t l y  a f t e r  we received the  bids and had 

1 f i r s t  i nd i ca t i on  o f  the c r e d i t  r a t i n g ,  i f  you w i l l ,  o f  some 

if the bidders. 

MR. GUYTON: Madam Chairman, we would ask t h a t  the 

important no t ice  t o  bidders be i d e n t i f i e d  as the  next exh ib i t .  

CHAIRMAN JABER: Hearing E x h i b i t  10 w i l l  be important 

io t i ce  t o  bidders. 

(Exh ib i t  10 marked f o r  i d e n t i f i c a t i o n . )  

IY MR. GUYTON: 
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Q Mr. Si lva ,  would you explain what Exh ib i t  10 i s ,  the 

document tha t  has been i d e n t i f i e d  as Exh ib i t  lo?  

A I s  t h a t  the other document t h a t  I received? 

Q No, s i r .  I ' m  sorry, the important no t ice  t o  bidders? 

A The not ice t o  bidders was a n o t i f i c a t i o n  t h a t  we sent 

t o  a l l  the bidders on June ls t ,  2002, t o  expla in  t o  them t h a t  

FPL considered the f inanc ia l  v i a b i l i t y  o f  a bidder very 

important, and t h a t  the f inanc ia l  guarantees of fered by bidders 

ylJould be c r i t i c a l  issues. And we wanted t o  do t h i s  because 

upon i n i t i a l  review o f  the b ids we not iced t h a t  a number o f  

them were showing c r e d i t  ra t ings  t h a t  were lower than 

investment grade, and t h a t  gave us a grave concern. So we 

danted t o  express as s t rongly  as we could t h a t  t h i s  was a very 

important consideration f o r  us and they needed as appropriate 

to  shore up t h e i r  b i d  i n  t h a t  regard. 

CHAIRMAN JABER: M r .  S i l va ,  t h i s  i s  a document t h a t  

dent t o  the bidders a f t e r  your RFP was issued and a f t e r  the  

Dids were submitted? 

THE WITNESS: Yes. 

CHAIRMAN JABER: And t h a t  makes i t  outside the  RFP 

process, then? 

THE WITNESS: Yes, i t  was outside the i n i t i a l  RFP and 

it was based on what we saw coming back. 

3Y MR. GUYTON: 

Q M r .  S i l va ,  you were asked by M r .  Moyle i f  experience 
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i n  the  labor market was a c r i t e r i a  t h a t  was considered i n  the 

nonprice evaluation, and whether t h a t  s p e c i f i c a l l y  had been 

i d e n t i f i e d  i n  the supplemental RFP. Was experience o f  the 

bidders o r  the t rack  record o f  the bidders a c r i t e r i a ,  a 

nonprice c r i t e r i a  t h a t  was set f o r t h  i n  the supplemental RFP? 

MR. MOYLE: I ' m  going t o  object  i n  t h a t  i t  i s  

1 eadi ng . 
CHAIRMAN JABER: Mr. Guyton. 

MR. GUYTON: I am merely t r y i n g  t o  pu t  the question 

i n  context. 

CHAIRMAN JABER: Rephrase the question, M r .  Guyton. 

BY MR. GUYTON: 

Q What were the nonprice c r i t e r i a  t h a t  were mentioned 

i n  the supplemental RFP? 

A I n  the supplemental RFP we discussed the  f inanc ia l  

v i a b i l i t y  and experience o f  the bidder. That i s  on Page 17, 

Section F. The p o l l u t i o n  control  equipment s t ra tegy which I 

have a1 1 uded t o ,  the cool i n g  method, d i  spatchabi 1 i t y  o f  the 

generating un i t s ,  d e l i v e r a b i l i t y  o f  the f i r m  capaci ty and 

energy, the amount o f  capacity o f fered,  heat ra tes ,  and the 

cost o f  firm capacity and energy p lus the t im ing  and s t ruc tu re  

o f  those costs. Those were l i s t e d  under we are seeking 

information about a number o f  a t t r i b u t e s  o f  each proposal 

including but  not l i m i t e d  t o  the fo l lowing,  and a lso on Page 18 

under other considerations we sa id the proposals which were 
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deemed the  best economic choices f o r  FPL's system w i l l  be 

evaluated f o r  various r i s k  factors  and other considerations i n  

order t o  determine which proposals would be the  best overal l  

choices. Factors which may be considered include but are not 

necessari ly l i m i t e d  t o  the fo l lowing, and the f i r s t  one i s  

experience and t rack record o f  the bidder. 

MR. GUYTON: The other document t h a t  I have asked be 

handed out, Madam Chairman, could we get the TECO forecast 

capacity document marked? 

CHAIRMAN JABER: Hearing Exh ib i t  11 i s  TECO forecast 

o f  capacity demand and schedul ed mai ntenance. 

(Exhib i t  11 marked f o r  i d e n t i f i c a t i o n .  1 

MR. MOYLE: Just so the  record i s  c lear ,  I believe I 

have objected t o  t h i s ,  correct? I have objected t o  t h i s  

document being used. 

CHAIRMAN JABER: I took your object ion t o  be f o r  both 

documents and t h a t  was the object ion I overruled. 

MR. MOYLE: Okay. Thank you. 

BY MR. GUYTON: 

Q 

been - -  i f  you can, t h a t  has been i d e n t i f i e d  as Exh ib i t  l l ?  

Mr. Si lva,  would you i d e n t i f y  the  document t h a t  has 

A Yes. As pa r t  o f  our evaluation f o r  the r e l i a b i l i t y  

o f  serv ce t h a t  we would contract  f o r ,  we conducted an 

evaluat on o f  what TECO's reserve margin would be without 

s e l l i n g  t o  FPL, and i f  they so ld the  proposed 200 megawatts t o  
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FPL between 2005 and 2011. And so we calculated the  reserve 

margin and concluded t h a t  as shown i n  the ten th  column i n  the 

lower sect ion tha t  the  reserve margin would be 18.2 i n  2005, 

dropping t o  14.4 i n  2006, and therea f te r  remaining wel l  below 

20 percent. 

CHAIRMAN JABER: Okay. Now, Mr. S i l va ,  on t h i s  

po in t ,  d i d  you ca lcu late reserve margin f o r  every bidder tha t  

was a regulated u t i l i t y  i n  the  State o f  F lor ida? 

THE WITNESS: Not i n  t h i s  leve l  o f  d e t a i l .  The only  

other regulated u t i l i t y  i n  the  State o f  F lo r i da  was F lo r ida  

Power Corporation t h a t  on ly  o f fe red  50 megawatts, and i t  was 

easy t o  see t h a t  50 megawatts would not  have a s im i la r  impact 

on t h e i r  reserve margin. 

CHAIRMAN JABER: I n  ca l cu la t i ng  what the  reserve 

margin was going t o  be f o r  2005 and again f o r  2006, d i d  you 

take i n t o  account what contracts TECO might extend o r  what new 

generation TECO was planning on obtaining t o  meet i t s  own 

requirements? 

THE WITNESS: Only those t h a t  were l i s t e d  i n  the  

ten-year s i t e  plan, the  most recent ten-year s i t e  plan, Madam 

Chai rman. 

CHAIRMAN JABER: A l l  r i g h t .  And my f i n a l  question on 

t h i s  po in t  i s  t h i s  determination o f  TECO's reserve margin, what 

pa r t  o f  most cos t -e f fec t i ve  a l te rna t i ve ,  t he  standard tha t  we 

have t o  apply i n  look ing a t  your need case, what p a r t  o f  t h a t  
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standard does the ca lcu la t ion  o f  TECO's reserve margin go to?  

THE WITNESS: We have a p rov is ion  the  l i ke l i hood  o f  

being able t o  de l i ve r  the proposed capaci ty t o  FPL's system. 

I ' m  sorry,  i n  my testimony I refer red  t o  de l i ve ry .  Let  me f i n d  

the reference. I bel ieve tha t  i t  would be appropriate t o  

consider under contractual commitment o f  a suppl i e r .  Our 

contention was t h a t  i f  they are caught between a s i t u a t i o n  

where they have t o  maintain 20 percent reserve margin t o  meet 

t h e i r  load and they are required t o  do t h a t  by the  Commission 

and by t h e i r  ob l i ga t i on  t o  serve, they w i l l  not  be i n  a 

pos i t i on  t o  commit t o  us cont rac tua l l y  i n  a rea l  sense a f i r m  

capaci ty i n  the  same amount. So from t h a t  perspective we 

thought tha t  t ha t  was a key consideration. 

CHAIRMAN JABER: I understand. Do you th ink  TECO 

when they were submit t ing the proposal i n  response t o  your RFP 

knew tha t  you would be ca l cu la t i ng  t h e i r  reserve margin f o r  the 

year 2005 and the year 2006? 

THE WITNESS: 

CHAIRMAN JABER: M r .  Guyton, I in te r rup ted  you again, 

I don ' t  know t h a t  they would. 

I ' m  sorry. 

BY MR. GUYTON: 

Q Mr. S i l va ,  you were asked a ser ies  o f  questions about 

a 15 megawatt s h o r t f a l l  as i t  has been ca l led ,  and I w i l l  

shorten t h i s ,  I ' m  not  going t o  ask why b u i l d  Mar t in  i n  2005 

rather  than '06. I t h i n k  you have answered tha t .  One o f  the 
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answers t h a t  you gave was t h a t  you d i d n ' t  t h i n k  i t  was 

appropriate t o  reduce the reserve margin f o r  FPL from 20 

percent down t o  19.92. Would you expla in  t h a t  answer t o  the  

Commission? 

A Reducing the reserve margin from 20 t o  19.9, i s  t h a t  

what you said? 

Q For FPL. 

A For FPL. The reserve margin, as I indicated e a r l i e r ,  

it was s t ipu la ted  by FPL and approved by the Commission and i t  

const i tuted the r u l e  under which we conducted the RFP and the  

evaluation. And among other th ings i t  would be un fa i r  t o  a l l  

the par t i c ipants  t o  now consider i n  retrospect a d i f f e r e n t  

reserve margin. 

Q And what reserve margin d i d  you use t o  evaluate both 

the FPL s e l f - b u i l d  and the RFP proposals? 

A We considered a 20.0 reserve margin. 

MR. GUYTON: Madam Chairman, t h a t ' s  a l l  I have. 

rhank you. 

CHAIRMAN JABER: Thank you, M r .  Guyton. 

MR. GUYTON: We would move Exh ib i ts  2 and 9 and 10 

and 11. 

CHAIRMAN JABER: 2, 9, 10, and 11. 

MR. MOYLE: And I w i l l  - -  
CHAIRMAN JABER: Hang on one second, Mr. Moyle. 

:xh ib i t  2, M r .  Guyton, t h a t  i s  R S - 1  through RS-8. Exh ib i t  2 
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shal l  be admitted i n t o  the record. But I have t h a t  Exh ib i ts  3, 

4, and 5 are yours, as wel l .  Exh ib i t  3, i s  t h a t  Exh ib i t  1 

through 16? 

MR. GUYTON: Madam Chairman, there are a number o f  

our witnesses t h a t  w i l l  be supporting t h a t  j o i n t l y ,  and I t h i n k  

i t  would be premature t o  move i t  a t  t h i s  time. 

CHAIRMAN JABER: Okay. And the same would be t r u e  

f o r  Exh ib i t  4? 

MR. GUYTON: Yes, Madam Chairman. 

CHAIRMAN JABER: And am I assuming you do not want 

Exhib i t  5 i n t o  the record, t h a t  chart? 

MR. GUYTON: I ' m  sorry,  I should have moved Exh ib i t  

5, as we l l .  

CHAIRMAN JABER: Okay. Seeing no object ion t o  - -  
MR. MOYLE: I would object .  

CHAIRMAN JABER: For Exh ib i t  5,  the summary? 

MR. MOYLE: Yes, ma'am. 

CHAIRMAN JABER: What i s  the  basis o f  the object ion,  

Mr. Moyle? 

MR. MOYLE: I ' m  not  sure the  document has ever been 

produced p r i o r  t o  today. 

c lear wi th  respect t o  evidence t h a t  the  par t ies  in tend t o  r e l y  

on t h a t  they be provided i n  advance. 

CHAIRMAN JABER: Your response, Mr . Guyton. 

MR. GUYTON: A l l  the numbers t h a t  are shown on t h i s  

I t h i n k  the  prehearing order was 
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chart are - -  I mean, t h i s  gentleman i s  an overview witness and 

a l l  the numbers t h a t  are shown on t h i s  char t  are e i t h e r  taken 

d i r e c t l y  out o f  h i s  testimony and exh ib i t s  or the  other 

Atnesses t h a t  he summarized, Madam Chairman. 

MR. MOYLE: And i f  i t  i s  simply demonstrative, then 

it has been used for t ha t ,  but  I t h i n k  i t  i s  inappropr iate i f  

it i s  already i n  the record somewhere e lse t o  admit it. 

CHAIRMAN JABER: Mr. Moyle, I w i l l  sustain the 

object ion and not al low t h i s  e x h i b i t .  

c l a r i f i c a t i o n ,  Mr. Moyle, pa r t i es  and s t a f f  do reserve the 

r i g h t ,  inc lud ing  yoursel f ,  t o  i d e n t i f y  addi t ional  exh ib i t s  f o r  

purposes o f  cross-examination, and t h a t  extends t o  red i rec t .  

But I absolutely agree w i t h  you, w i t h  respect t o  t h i s  e x h i b i t  

i t  was i d e n t i f i e d  as I r e c a l l ,  Mr. Guyton, dur ing the summary 

o f  the testimony and i t  has already been used. 

addresses Exh ib i t  5. Exh ib i ts  9, 10, and 11, M r .  Guyton, I 

have are yours, as we l l .  

But f o r  po in t  o f  

So, t h a t  

MR. GUYTON: Yes, Madam Chairman. 

CHAIRMAN JABER: Exh ib i t  9 i s  the incremental cost 

without the Martin Unit 8. 

MR. McGLOTHLIN: I have an object ion t o  t h a t ,  as 

wel l .  

CHAIRMAN JABER: Mr. McGlothlin, what i s  your 

object ion on Exh ib i t  9? 

MR. McGLOTHLIN: Well, i t  i s  i n  two par ts .  A moment 
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ago M r .  Guyton said t h a t  he was wa i t ing  on some exh ib i ts  

because they are being sponsored j o i n t l y .  With respect t o  what 

has been i d e n t i f i e d  as Number 9, as I understand i t  the 

witness, Mr. Si lva,  cannot vouch f o r  the numbers. And, i n  

fac t ,  i d e n t i f i e d  Doctor S i m  and Mr. Sti l lwagon as the source o f  

the numbers on here. So a t  a minimum i t  i s  premature t o  be 

moved because we haven't had a chance t o  t a l k  t o  the persons 

whose work product t h i s  i s .  

The second pa r t  o f  i t  i s  t h i s ,  I don ' t  bel ieve I 

heard anything asked by Mr. Twomey t o  which t h i s  i s  responsir 

and i f  i t  was ant ic ipatory  red i rec t ,  I don ' t  t h i n k  i t  was 

red i rec t  on anything t h a t  I asked and I c e r t a i n l y  don ' t  

remember t h a t  Mr. Twomey asked t h a t  would e l i c i t  t h i s  as a 

e, 

responsive answer. I asked a ser ies o f  questions about whether 

FPL had shopped f o r  a one-year contract. This c e r t a i n l y  i s n ' t  

i n  response t o  tha t ,  and I thought Mr. Twomey was fo l lowing up 

on the  same l i n e  a t  the t ime t h i s  document appeared, so t h a t  i s  

the second pa r t  o f  my object ion.  

CHAIRMAN JABER: Your response, Mr . Guyton. 

MR. MOYLE: Could I go ahead and s ta te  my object ion 

f o r  the record, as wel l?  

CHAIRMAN JABER: Yes. 

MR. MOYLE: I t h i n k  the w tness t e s t i f i e d ,  i f  I 

reca l l  cor rec t ly ,  t h a t  the document was prepared on Monday o f  

t h i s  week. Today i s  Wednesday. I th ink  i t  i s  un fa i r  t h a t  
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documents come into evidence t h a t  parties have not had an 
opportunity t o  review, t o  test through depositions, or through 
cross examination for t h a t  matter, because, again,  this 
document was brought out  sort of inadvertently when Mr. Twomey 
said w h a t  are you referring t o .  And as I understand the 
Commission's rule w i t h  respect t o  exhibits i t  i s  t h a t  parties 
have the right t o  use exhibits on cross examination. I d o n ' t  
understand i t  t h a t  parties are able t o  get i n  addi t iona l  

evidence on redirect, and so I d o n ' t  t h i n k  any of these 
documents are appropriately introduced as somehow coming i n  on 
cross examination. So for those reasons we would object. 

CHAIRMAN JABER: Mr . Guyton,  your response. 
MR. GUYTON: Madam Chairman, I would note several 

things. One, Exhibi t  9 has been addressed as t o  each and every 
aspect of i t .  Where the numbers came from, when they were 
developed, and they were a l l  developed prior t o  the last week 
to  ten days. I t  was just simply the compilation of this t h a t  
Mr. S i l v a  pu t  together. The rule on redirect i s  relatively 
straightforward, and t h a t  i s  i t  i s  fair  game i f  the door has 
been opened during cross examination. Clearly the door was 
opened by Mr. Twomey both as t o  his questions and then his 

follow-up question as t o  w h a t  document were you referring t o  
dhen you answered the question. I t  was also responsive t o  
questions t h a t  were posed by the bench. 
Mith in  the scope of redirect. There is  no surprise here i n  the 

I t h i n k  i t  i s  fairly 
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sense t h a t  a l l  these numbers have been t e s t i f i e d  t o  o r  w i l l  be 

t e s t i f i e d  t o  l a t e r  i n  the hearing as t o  the composition o f  the 

data. 

CHAIRMAN JABER: Here i s  what we are going t o  do, 

and, Mr. Guyton, t h i s  w i l l  be the l a s t  t ime I caution you about 

t h i s .  Here i s  what happened. Commissioners asked a question, 

Mr. Twomey says, witness, what document are you look ing a t .  

And before the witness gets t o  answer, you want t o  be he lp fu l  

t o  the  Commission and you o f f e r  t h a t  you have an e x h i b i t  t h a t  

you are going t o  b r i n g  up on red i rec t .  

o f  help. I want you t o  w a i t  u n t i l  r e d i r e c t .  

MR. GUYTON: Very we1 1 . 
CHAIRMAN JABER: Here i s  what we are going t o  do. 

I d o n ' t  want t h a t  k ind 

Mr. Moyle, w i th  respect t o  the f i r s t  p a r t  o f  your object ion,  I 

have already ru led  on it. With respect t o  the p a r t  o f  your 

object ion t h a t  you jo ined w i th  Mr. McGlothl in as t o  another 

witness being able t o  speak t o  the numbers, I am going t o  w a i t  

on admit t ing t h i s  e x h i b i t  i n t o  the record u n t i l  you have an 

opportunity t o  cross examination t h a t  witness on the same 

exh ib i t .  Okay. So we are not going t o  address the admission 

o f  Exh ib i t  9 f o r  now. Exhib i ts  10 and 11, Mr. Guyton. Did I 

hear t h a t  you wanted those admitted i n t o  the record? 

MR. GUYTON: Yes, Madam Chairman. These were both 

documents t h a t  were re fe r red  t o  by M r .  S i l v a  dur ing h i s  cross 

examination by Mr. Moyle. 
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MR. MOYLE: And I would j u s t  ob ject  along the same 

I mean, t o  the extent t h a t  l ines t h a t  we previously stated. 

:ounsel was aware t h a t  f inanc ia l  v i a b i l i t y  was an issue, i t  i s  

-eplete throughout the testimony t h a t  you have seen. It seems 

;o me t h a t  the f inanc ia l  v i a b i l i t y  informat ion t h a t  was sent 

>ut t o  the bidders could have e a s i l y  been attached t o  the 

i r e f i l e d  testimony i n  the case. And t o  a l l  o f  a sudden b r i n g  

i t  out a t  the 11th hour when I personal ly have never seen t h i s  

locument before, I th ink  i s  u n f a i r  and not consistent w i t h  the 

rehear ing  order, and we would ob ject  on those grounds as wel l  

1s the grounds t h a t  I have prev ious ly  a r t i cu la ted  w i t h  respect 

;o Number 9. 

:he g i s t  o f  the concern. 

I won't repeat them, bu t  I t h i n k  you understand 

CHAIRMAN JABER: And t h a t  i s  f o r  both Exh ib i ts  10 and 

11, Mr. Moyle? 

MR. MOYLE: Yes, ma'am. Number 11, I don ' t  even know 

vhen i t  was prepared. I mean, i f  i t  was prepared l a s t  n igh t  or  

two days ago, I t h i n k  t h a t  would be something t h a t  would be 

i e l p f u l  t o  know and whatnot, bu t  we j u s t  have no informat ion on 

the document. And I t h i n k  i t  i s  u n f a i r  t o  my c l i e n t  and my 

2 l i e n t ' s  case t o  accept i t  i n t o  evidence without being af forded 

the opportuni ty t o  inqu i re  about the  document. 

MR. GUYTON : Madam Chai rman. 

CHAIRMAN JABER: Mr . Guyton, your response. 

MR. GUYTON: I would note t h a t  both o f  these 
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documents have been provided during discovery i n  the course o f  

the broad discovery requests t h a t  were asked by CPV and other 

par t ies.  

CHAIRMAN JABER: With respect t o  Exh ib i ts  10 and 11 

your object ion i s  overruled, Mr. Moyle. I would also note i n  

the same vein you th ink  the company could have made you aware 

o f  these exh ib i ts ,  I would not you also have a respons ib i l i t y  

t o  do discovery and discover these exh ib i ts .  

and 11 w i l l  be admitted i n t o  the record. 

So Exhib i ts  10 

MR. MOYLE: Thank you. 

CHAIRMAN JABER: Thank you. 

(Exhib i ts  10 and 11 admitted i n t o  the record.) 

MR. McGLOTHLIN: Chairman Jaber, I move Exh ib i t  8, 

which was the excerpt from the  supplemental RFP. 

CHAIRMAN JABER: Mr. McGlothlin, wi thout object ion 

Exh ib i t  8 w i l l  be admitted i n t o  the record. 

(Exh ib i t  8 admitted i n t o  the record.) 

CHAIRMAN JABER: Mr. Moyle, you have Exh ib i ts  6 and 

7. Exh ib i t  8 was an excerpt from the supplemental RFP. 

MR. MOYLE: I would move those i n .  

CHAIRMAN JABER: Without objection, Exh ib i ts  6 and 7 

are admitted i n t o  the record. Thank you. I apologize f o r  the 

long day. I do bel ieve we are done w i th  you, though. 

THE WITNESS: Thank you very much, Madam Chairman, 

Commissioners. 
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(Exhibi ts 6 and 7 admitted i n t o  the record.) 

CHAIRMAN JABER: FPL, go ahead and c a l l  your second 

v i  tness. 

And, Commissioners, how about we take a ten-minute 

ireak? 

(Recess. 1 
CHAIRMAN JABER: L e t ' s  go back on the record. 

Mr. H i l l  , whose t u r n  i s  it? 

MR. GUYTON: I t ' s  s t i l l  my tu rn .  

CHAIRMAN JABER: M r .  Guyton, do you want t o  c a l l  your 

i e x t  witness? 

MR. GUYTON: We c a l l  Doctor Steven S i m .  I bel ieve 

Ioctor  S i m  has previously been sworn. 

rhereupon , 

THE WITNESS: That i s  correct .  

STEVEN ROBERT S I M  

rJas ca l l ed  as a witness on the behal f  o f  F lo r ida  Power and 

- ight ,  and having f i r s t  been du ly  sworn, was examined and 

t e s t i f i e d  as fol lows: 

DIRECT EXAM1 NATION 

3Y MR. GUYTON: 

Q 

A Steven Robert S i m .  

Q 
A 

Would you s ta te  your name, please, s i r ?  

And by whom are you employed and i n  what capacity? 

F lo r ida  Power and L igh t  as a supervisor i n  the 
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resource assessment and pl anni ng busi ness unit . 
Q Doctor Sim, did you have occasion to prefile direct 

testimony in this case consisting of 40 typewritten pages? 
A Yes, I did. 
Q And did you have occasion to have prefiled on your 

behalf an errata sheet correcting that testimony? 
A That is correct. 
Q And if I were to ask you the questions as are 

contained in your prefiled direct testimony today, would the 
questions be the same as corrected by your errata sheet? 

A Both the questions and the answers would be the same. 
MR. GUYTON: We would ask that Doctor Sim's prefiled 

direct testimony be inserted into the record as though read. 
CHAIRMAN JABER: The prefiled direct testimony of 

Steven R. Sim shall be inserted into the record as though read, 
and that will include the errata sheet for corrections to the 
test i mony . 

Q Doctor Sim, did you prefile exhibits with your direct 
testimony consisting of Document Numbers SRS-1 through SRS-8? 

A Yes. 
Q 

documents? 
And does your errata sheet make corrections to your 

A Yes, it does. 
Q And is the information in your documents true and 

correct as corrected by your errata sheet? 
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A Yes. 

MR. GUYTON: We would ask t h a t  Doc Sim's documents, 

SRS-1 through SRS-8 be i d e n t i f i e d  as the next e x h i b i t .  

CHAIRMAN JABER: S R S - 1  through SRS-8, inc lud ing  the 

e r r a t a  sheet t o  the  exh ib i t s ,  w i l l  be i d e n t i f i e d  as Composite 

Exh ib i t  12. 

(Composite Exh ib i t  12 marked f o r  i d e n t i f i c a t i o n .  1 
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IEPORTER'S NOTE: Page 287 reserved f o r  p r e f i l e d  testimony, b u t  

/as not needed. Transcr ip t  fo l lows i n  sequence on Page 288. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF STEVEN R. SIM 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Q. 

A. 

Please state your name and business address. 

My name is Steven R. Sim, and my business address is 9250 West Flagler 

Street, Miami, Florida 33174. 

Q. 

A. 

By whom are you employed and what position do you hold? 

I am employed by Florida Power & Light Company (FPL) as a Supervisor in 

the Resource Assessment & Planning Business Unit. 

Q. 

A. 

Please describe your duties and responsibilities in that position. 

I supervise a group that is responsible for determining the magnitude and 

timing of FPL’s resource needs and then developing the integrated resource 

plan with which FPL will meet those resource needs. 

Q. 

A. 

Please describe your education and professional experience. 

I graduated from the University of Miami (Florida) with a Bachelor’s degree 

in Mathematics in 1973. I subsequently eamed a Master’s degree in 

Mathematics from the University of Miami (Florida) in 1975 and a Doctorate 

1 
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at Los Angeles (UCLA) in 1979. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. Are you sponsoring an exhibit in this case? 

21 A. Yes. It consists of the following documents: 

22 
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While completing my degree program at UCLA, I was also employed full- 

time as a Research Associate at the Florida Solar Energy Center during 1977- 

1979. My responsibilities at the Florida Solar Energy Center included an 

evaluation of Florida consumers’ experiences with solar water heaters and an 

analysis of potential renewable resources including photovoltaics, biomass, 

wind power, etc., applicable in the Southeastern United States. 

In 1979 I joined FPL. From 1979 until 1991 I worked in various departments 

including Marketing, Energy Management Research, and Load Management 

where my responsibilities concerned the development, monitoring, and cost- 

effectiveness of demand side management (DSM) programs. In 1991 I joined 

my current department, then named the System Planning department, as a 

Supervisor whose responsibilities included the cost-effectiveness analyses of a 

variety of individual supply and DSM options. In 1993 I assumed my present 

position. 

SRS-1, Projection of FPL’s 2005 and 2006 Capacity Needs; 
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Q. 

A. 

Q* 

A. 

SRS-2, 

SRS-3, 

SRS-4, 

SRS-5, 

SRS-6, 

SRS-7, 

SRS-8, 

List of Organizations Submitting Outside Proposals; 

Summary of Eligible Outside Proposals; 

FPL (EGEAS) Rankings of Individual Outside Proposals 

(June 4,2002); 

Summary of Best Plans: with EGEAS and One FPL Unit Only 

Adjustment Costs (June 18,2002); 

Capacity Plans Selected for Transmission Integration Cost 

Calculation; 

Summary of Best Plans: with Total Costs (June 18, 2002) 

Summary of Best Plans: with Total Costs (Final) 

Are you sponsoring any part of the Need Study and Appendices in this 

proceeding? 

Yes. I am sponsoring Section IV in the Need Study. I cosponsor Section V of 

the Need Study with Mr. Silva, Dr. Green, and Mr. Yupp. I also sponsor 

Appendices C, D, E, F, J, and K, and cosponsor Appendices M and N, to the 

Need Study. 

What is the purpose of your testimony? 

My testimony has six main points. First, I discuss FPL’s resource planning 

process. Second, I identify FPL’s additional resource needs for the 2005 and 

2006 time frame and explain how these needs were determined. Third, I 

describe FPL’s Supplemental Request for Proposals (Supplemental RFP) for 
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meeting its resource needs in 2005 and 2006. Fourth, I discuss the outside 

proposals that FPL received in response to its Supplemental RFP. Fifth, I 

explain the process FPL used in analyzing the outside proposals and FPL 

construction options. Sixth, I present the results of these analyses. 

I. FPL’s Resource Planning Process 

Q. 

A. 

What is the objective of FPL’s resource planning process? 

FPL’s integrated resource planning (IRP) process was developed in the early 

1990’s and has been used since then to determine three things: 1) when new 

resources are needed, 2) what the magnitude ( M W )  of the needed resources 

are, and 3) what type of resources should be added. The determination of what 

type of resources should be added is based on which resources result in the 

lowest average electric rates for FPL’s customers. (Note that when only power 

plants or power purchases are the resources in question, the determination can 

be made on the basis of lowest total costs. The lowest total cost perspective in 

these cases is the same as the lowest average electric rate perspective since the 

number of lulowatt-hours over which the costs are distributed does not change 

as is the case when demand side management resources are being examined.) 

Q. 

A. 

Please provide an overview of this resource planning process. 

The IRP process has 4 main tasks. These 4 tasks are as follows: 
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Task 1: Determine the magnitude and timing of FPL’s new resource 

needs. 

- Task 2: Identify which resource options and resource plans are eligible 

to meet the determined magnitude and timing of FPL’s resourc,e needs 

(i.e., identify the eligible competing options and resource plans). 

Task 3: Determine the economics for the total utility system with each 

of the eligible competing options and resource plans. 

- Task 4: Select a resource plan and commit, as needed, to near-term 

options. 

As previously mentioned, FPL has used this basic resource planning approach 

for its major resource decisions since the early 1990’s. 

Q. Was this resource planning approach also used for the Supplemental 

FWP evaluation? 

Yes. FPL first determined the timing and magnitude of its resource needs. 

Then it determined which resource options were eligible to meet those needs 

and, using the eligible options, developed competing resource plans with 

which to address the resource needs. The economics of these competing 

resource needs were then determined, and a decision was made as to the best 

resource plan for FPL’s customers. 

A. 
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11. FPL’s Resource Needs for 2005 and 2006 

Q. How did FPL decide it needed additional resources for the 2005 - 2006 

time frame, and what were the magnitude of these resource needs? 

A. FTL uses two basic analytical approaches in its reliability analyses to 

determine the timing and magnitude of its future resource needs. The first 

approach is to project reserve margins for both winter and summer peak hours 

for future years. A minimum reserve margin criterion of 15% is used to judge 

the projected reserve margins through the winter of 2004. Then, starting with 

the projected reserve margin for the summer of 2004, and for all projected 

winter and summer reserve margins for subsequent years, the minimum 

criterion increases to 20%. This increase in the reserve margin criterion is due 

to a Commission approved stipulation by FPL, Florida Power Corporation, 

and Tampa Electric Company to adopt a 20% reserve margin standard. 

The second approach is a Loss-of-Load-Probability (LOLP) evaluation. 

Simply stated, LOLP is an index of how well a generating system may be able 

to meet its demand (i.e., a measure of how often load may exceed available 

resources). In contrast to the reserve margin approach, the LOLP approach 

looks at the daily peak demands for each year, while taking into consideration 

the probability of individual generators being out of service due to scheduled 

maintenance or forced outages. LOLP is typically expressed in units of 

“numbers of times per year” that the system demand could not be served. 

6 
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FPL’s LOLP criterion is a maximum of 0.1 days per year. This LOLP 

criterion is generally accepted throughout the electric utility industry. 

For a number of years now, FpL’s projected need for additional resources has 

been driven by the summer reserve margin criterion. In other words, the 

summer reserve margin criterion is projected to be violated before either the 

winter reserve margin or LOLP criterion are violated. This again was the case 

in FPL’s reliability analysis that was the basis for FPL’s projected 2005 and 

2006 capacity needs. The additional MW are needed to meet both the 2005 

and 2006 summer reserve margin criterion of 20%. The additional MW 

needed by the summer of 2005 are projected to be 1,122 MW. Another 600 

MW are projected to be needed by the summer of 2006. In total, an additional 

1,722 MW of new resources are needed for these two years. This projection is 

shown in Document SRS-1. This projection relies upon FPL’s load forecast 

that is addressed by Dr. Leo Green in his testimony. 

Q. Could FPL have met this 1,722 MW total need for 2005 and 2006 with 

additional demand side management (DSM)? 

No. Mr. Dennis Brandt addresses specific DSM information in his testimony. 

I will address the question from a planning perspective as well. 

A. 
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In regard to additional DSM, there is not enough additional cost-effective 

DSM to meet this large resource need in the time frame in question. There are 

several bases for this conclusion. 

First, the sheer size of the need (1,722 M W )  is more than double the size of 

the latest DSM Goals amount of 765 MW. Stated differently, the entire DSM 

Goals amount is only 44% of the total capacity needed. 

However, even if one were to consider the smaller of the two units FPL plans 

to add (the 789 MW of incremental capacity from the Martin Conversion 

project), and account for a 20% reserve margin requirement, 658 M W  of 

additional, cost-effective DSM would be needed to avoid this capacity 

addition. This amount of additional DSM equates to 86% of the entire 765 

M W  DSM Goals value. In other words, FPL would need to almost double its 

DSM implementation to avoid the need for the Martin Conversion project, 

even though the Commission has already found that FPL’s current DSM goals 

are all that can be achieved on a cost-effective basis. 

Second, this 765 MW DSM Goals value is to be achieved 0ver.a 10-year 

period, but there are only 3 years (mid-2002 to mid-2005) before the need 

must be filled. This time period is less than 1/3 of the DSM Goals 10-year 

period. Assume for a moment that somehow there was another 658 MW 

amount of reasonably achievable, cost-effective DSM out there. It is 
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completely unrealistic to believe that this amount of DSM could be 

implemented in 3 years. This becomes even more unlikely as one factors in 

the several months, at least, that would be needed to successfully petition the 

Commission for approval to offer new programs and/or increase incentives for 

existing programs before these changes could be implemented. This would 

likely shrink the 3 year period to 2% years at most. 

Third, it is unreasonable to assume that there even a significant amount of 

additional reasonably achievable, cost-effective DSM available to be captured. 

Recall that the DSM Goals are based on of the cost-effective DSM 

available to the utility at the time the Goals are set. There was no challenge to 

FPL’s DSM goals as being too low. Therefore, there is no basis to assume that 

suddenly there is another vast amount of cost-effective DSM to be obtained. 

Consequently, I do not believe that additional, cost-effective DSM could meet 

the need planned to be filled by either of the new FPL generating units 

discussed in these dockets. 

111. The Supplemental RFP 

Q. Please describe the objective of FPL’s Supplemental Request for 

Proposals. 
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A. FPL had one primary objective in issuing its Supplemental RFP. That was to 

solicit outside proposals for meeting FPL’s capacity needs for 2005 and 2006. 

The submitted proposals would be compared to FPL’s construction options to 

determine the best approach for meeting FPL’s 2005 and 2006 capacity needs. 

Q. How did the Supplemental RFP differ from the RFP FPL initially issued 

on August 13,2001? 

Aside from the changes in the key dates associated with the evaluation and 

decision steps that would subsequently take place, there were several key 

changes. 

A. 

First, the Supplemental RFP forms were changed to make it easier to 

distinguish between cost and performance data for the different operational 

modes (base operation, duct firing, etc.) of combined cycle generating units 

that were expected to be the bases for many of the proposals. (These different 

operational modes, when “activated,” typically allow a generating unit to 

produce more M W  while changing the overall heat rate of the unit.) 

Second, the fee structure was changed to allow bidders to the initial RFP to 

submit the same number of proposals for Supplemental RFP evaluation 

without having to incur any additional evaluation fees. These “repeat” bidders 

who wanted to submit a greater number of bids, or new bidders submitting a 

bid for the first time, were charged a one-time $10,000 Supplemental RFP 

10 
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evaluation fee rather than separate fees (that totaled to $10,000) for registering 

for the initial RFP, for submitting a Notice of Intent to Bid, and for evaluating 

the proposal. 

Third, FPL’s 5 “next planned generating units” that were published in the 

initial RFP were replaced in the Supplemental RFP with two FPL generating 

units: a new 4x1 combined cycle unit at Manatee (Manatee CC unit) and a 

conversion of two existing combustion turbine units at Martin into a similar 

4x1 combined cycle unit (Martin Conversion project). Since at the time of 

issuing the initial RFP (August 2001) FPL had not yet determined from its 

2001 planning studies what the most cost-effective capacity options were, it 

provided 5 capacity additions that had been identified in the 2000 planning 

studies as the most cost-effective choices for FPL’s 2005 and 2006 needs. 

The Manatee CC unit and the Martin Conversion project were subsequently 

identified as the most cost-effective options in the 2001 planning work and 

were used in the initial RFP evaluation work. Consequently, FPL included 

only these two units as the “next planned generating units” in the 

Supplemental RFP. 

Finally, several other changes were made in response to comments made by 

bidders to the initial RFP. Although none of these issues had been serious 

enough to prevent FPL from receiving 80 eligible bids in response to the 

11 
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initial RFP, FPL chose to change several potentially contentious items in the 

Supplemental RFP. These included: allowing natural gas “tolling” proposals 

(in which FPL would be responsible for securing gas for the project in 

question) that were previously disallowed, reducing the requirement to hold 

proposals (and their prices) firm from 390 days to 120 days, softening the 

“regulatory out” language from the possibility of terminating contracts to 

reducing payments to cost recoverable levels, and removing the “legislative 

out” language. 

Q. Please describe the Supplemental RFP process from the time of issuing 

the Supplemental RFP to the date the proposals were received. 

The Supplemental RFP document was announced on April 26, 2002, in an 

advertisement in the Wall Street Journal and in news releases to numerous 

newspapers throughout Florida. Additional Supplemental RFP advertisements 

subsequently appeared in Florida newspapers. (Copies of these advertisements 

and news releases appear as Appendix J in the Need Study.) On April 26, 

2002, FPL sent by overnight mail a copy of the Supplemental RFP to all of the 

parties who had submitted a bid to FPL’s initial RFP. FPL later received a 

number of requests for the Supplemental RFP from parties who had not 

submitted a bid to the initial RFP, and these parties were then sent a copy of 

the Supplemental RFP document by overnight mail. (A copy of the 

Supplemental RFP appears as Appendix F in the Need Study.) 

A. 
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FPL informed each Supplemental RFP document recipient that a special FPL 

website was set up to post questions from potential bidders that concerned 

how to submit a bid and the cost and performance specifications for FPL’s 

two “next planned generating units” that were included in the Supplemental 

RFF’. Answers to those questions were published on the website. This website, 

which was designed to be available only to parties who had received the 

Supplemental RFP, allowed questions to be posed until one week before bids 

were due. A copy of the questions and answers posted on FPL’s 

Supplemental RFP website are included as Appendix K to the Need Study. 

The due date for these proposals was May 24, 2002. On that date, FPL 

received proposals from 16 organizations that, in the aggregate, offered over 

12,500 M W  of capacity for the 2005 and 2006 time frame. 

IV. Overview of the Outside Proposals 

Q. Please provide a general description of the proposals that FPL received in 

response to the Supplemental RFP. 

As previously mentioned, FPL received proposals from 16 organizations 

(bidders). A listing of the bidders that submitted proposals is presented in 

Document SRS-2. This document also lists the type of proposal(s) submitted 

and the technology on which the proposal(s) was based. In summary, 

proposals were received from 13 non-utility bidders, 2 Florida utilities, and 1 

A. 
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non-Florida utility. The majority of the proposals were power purchase 

offerings rather than “turnkey” proposals. The vast majority of the proposals 

were based on combined cycle technology, while a few were based on 

existing utility system units or on combustion turbine technology. 

Q. 

A. 

How many proposals did FPL actually receive for its evaluation? 

These 16 bidders originally submitted 53 proposals. However, by the time the 

proposals were ready to be evaluated, the number of proposals found to be 

eligible for evaluation had been reduced to 3 1. 

Q. What led to the reduction in the number of proposals that FPL 

evaluated? 

There were several reasons for the reduction. First, one bidder who had 

submitted 12 proposals to FPL’s initial RFP submitted 16 proposals in 

response to the Supplemental RFP. The evaluation fees paid for the evaluation 

of 12 proposals in the initial RFP covered the evaluation of 12 proposals in the 

Supplemental RFP. When this bidder was contacted and it was explained that 

it could either pay an additional evaluation fee to cover the additional 4 

proposals or withdraw 4 of its 16 proposals, the bidder chose to withdraw 4 

specific proposals. Consequently, the number of proposals was reduced from 

53 to 49. 

A. 
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Second, there were three bidders who were determined to be ineligible to 

participate in the Supplemental RFP. Mr. Rene Silva addresses the reasons for 

FPL’s decisions in regard to these three bidders in his testimony. As a result 

of these decisions, all of the proposals from these three bidders, 18 proposals 

in total, were ineligible for evaluation. This further reduced the number of 

proposals eligible to be evaluated from 49 to 3 1. 

A summary of the eligible outside proposals is given in Document SRS-3. 

Q. Did the proposals clearly provide the information FPL requested for its 

evaluations so that FPL could immediately begin its evaluations? 

No. Although the quality of the responses to the Supplemental RFP in terms 

of completeness of information was decidedly better than that provided in 

response to FPL’s initial RFP, problems still existed. FPL reviewed all 

proposals that had been received on May 24, 2002. By May 26, FPL had 

marked up the “problem” pages from the proposals regarding basic technical 

andor price information and faxed them back to the respective bidders. The 

bidders then had several days in which to provide correctedcomplete data on 

revised pages. All of the bidders who received such a fax on May 26 complied 

with this request and provided revised basic technical/price information. 

A. 

V. Overview of the Economic Evaluation Process 

15 
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Q. 

A. 

What was the general approach used in the economic evaluation work? 

F’PL conducted its own evaluation of all of the outside proposals and the two 

FPL construction options. In addition, separate analyses of these options were 

performed by an independent consultant, Mr. Alan Taylor of Sedway 

Consulting, Inc. Since Mr. Taylor’s testimony addresses his analysis, I will 

focus on FPL’s evaluation. 

F’PL first ensured that its analyses of the outside proposals, and those 

performed by Mr. Taylor, were “blind.” In other words, the analyses of the 

outside proposals were conducted without organizational names or project 

locations attached to the proposals. FPL’s construction options could not be 

evaluated “blind’ because these two options, the Manatee CC unit and the 

Martin Conversion project, were unchanged from the initial RFP evaluation 

work and were, therefore, easily recognizable. 

FPL then used what I will describe as a 4-step evaluation approach to 

determine the economics of the proposals. This approach is based on creating 

capacity expansion plans that utilize either the outside proposals only, the FPL 

construction options only, or a combination of these two types of capacity 

options to meet FPL’s 2005 and 2006 capacity needs. For 2007 and beyond, 

greenfield “filler” units are added as needed to maintain FPL’s reserve 

margin. 

16 
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FPL uses the Electric Generation Expansion and Analysis System (EGEAS) 

model in its analyses. This model was designed by Stone & Webster for the 

Electric Power Research Institute (EPRI) some years ago, and FPL has used it 

since its development. 

The 4-step evaluation approach that uses the EGEAS model can be 

summarized as follows: 

Step 1: Individual Rankings of Outside Proposals: 

This involved economic analyses of each individual outside proposal and then 

a ranking of these results. One ranking was made for all outside proposals 

with a 2005 starting date and another separate ranking was made for all 

outside proposals with a 2006 starting date. 

Step 2: Creation of Two “Tiers” of Outside Proposals: 

Based on the results of the individual ranlungs of the 2005-start-date outside 

proposals and the 2006-start-date outside proposals, all of the outside 

proposals were then separated into two “tiers,” Tier 1 and Tier 2. 

Tier 1 included a number of outside proposals that were the highest ranked 

(i.e., had the lowest costs in the individual ranlungs) for each “start year” and 

Tier 2 contained the remaining outside proposals for each start year. In a 

number of cases, a bidder would submit several proposals that were identical 

17 
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except for the proposed length of service; 10 years, 15 years, etc. These 

similar proposals often would appear closely bunched in the individual 

rankings. In such cases, only the highest ranked proposal would be named to 

Tier 1 and the rest of the similar proposals would be placed in Tier 2. 

Step 3: Expansion Plan Analyses (Using Tier 1 Starting Points and Tier 2 

“Challenges”): 

The two FPL construction options, the Manatee CC unit and the Martin 

Conversion project, had emerged from the initial RFP analyses as the most 

cost-effective options. Therefore, these two FPL options were carried over 

into the Supplemental RFP analyses to compete with the new outside 

proposals. The individual outside proposals and two FPL construction options 

were then used to create 5 “types” of capacity plans designed to meet FPL’s 

2005 and 2006 capacity needs. 

The 5 types of capacity plans were designed to maximize each option’s 

opportunity to combine within a capacity plan that would be economically 

competitive. These 5 types of capacity plans were: 

1) All Outside Plan (outside proposals only for both the 2005 and 

2006 capacity needs); 

18 
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2) Combination Plan with Manatee Only (outside proposals 

combined with FPL’s Manatee unit that could start in either 

2005 or 2006); 

3)  Combination Plan with Martin Only (outside proposals 

combined with FPL’s Martin project that could start in either 

2005 or 2006); 

4) Combination Plan with Manatee and Martin Separated 

(Manatee and Martin starting in different years with one or 

more outside proposal completing the remaining capacity 

needs for 2005 since neither the Martin nor Manatee units 

alone are sufficient to meet FPL’s 2005 capacity needs); and, 

All FPL Plan (Martin Conversion project and Manatee CC unit 

both starting in 2005). 

5 )  

A large number of plans of each of these 5 types (except the All-FPL self 

build plan) were developed and analyzed. The most economic plans of each 

type were then carried forward for further analysis. This resulted in a number 

of the 3 combination plan types, plus several All Outside plans and the All 

FPL Plan, being carried forward to capture two types of additional costs in 

order to obtain a picture of the total costs of each of these plans. 

Step 4: Total Cost Analyses: After identifying the most economic plans from 

the Step 3 analyses, additional cost information not included in the Step 3 

19 
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analyses was incorporated. The two additional costs are transmission 

integration costs and the costs that would be incurred by FPL as a result of 

entering into additional power purchases (“equity penalty’’ costs). These two 

costs for each plan were calculated and added to each plan’s costs that were 

developed in Step 3. The sum of these costs was the total cost of each plan. 

The results of this total cost analysis of the plans were then compared to 

determine the most cost-effective plan. This most cost-effective plan, in turn, 

identified the most cost-effective individual options. 

Q. Please explain how the Tier 1 and Tier 2 groupings were used and the 

“challenges” concept in Step 2 of the analysis. 

The “tier” approach was suggested by Mr. Taylor and used by both FPL and 

Mr. Taylor in the Supplemental W P  evaluation. This approach is an 

alternative to completely dropping a number of outside proposals after the 

initial ranking evaluation work. It allowed all of these proposals to stay in the 

evaluation and ensured them a number of opportunities at being selected in a 

capacity plan. It is perhaps best explained by describing how the All Outside 

plan analysis was carried out. 

A. 

Once the Tier 1 outside proposals were named, FPL’s EGEAS model that had 

been used in FPL’s individual ranlung evaluation was again used to determine 

the best All Outside plan that used only Tier 1 proposals. The entire group of 

Tier 1 proposals was used as a starting point from which the most economical 
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subset of Tier 1 proposals to meet FPL’s 2005 and 2006 capacity needs was 

selected. Once that plan was determined, each of the Tier 2 proposals 

“challenged” this plan one at a time in a challenge “run.” In a challenge run, a 

specific Tier 2 proposal was “fixed” into the plan in its appropriate starting 

year by requiring EGEAS to select it in that year. Then EGEAS would 

optimize a new plan “around” the fixed proposal considering all of the Tier 1 

proposals that were not mutually exclusive to the “fixed” Tier 2 proposal. 

Once EGEAS had selected the best possible plan from this mix, this best All 

Outside plan and its costs were noted. 

At that point the specific Tier 2 proposal was removed and the next highest 

ranked Tier 2 proposal was “fixed’ into the plan and the process was repeated. 

This continued until all the Tier 2 proposals had participated in a challenge 

run. The best All Outside plans from each challenge run were then compared 

and the lowest cost plan from the original Tier 1 case and all the Tier 2 

challenge runs became the best All Outside plan. 

Q. The example given above described how the best All Outside plan was 

developed. Was a similar process used to determine other types of 

capacity plans? 

Yes. This process was followed with each Tier 2 proposal having an 

opportunity to compete for a spot in the All Outside plan, the Combination 

Plans with Manatee Only, and the Combination Plans with Martin Only. In 

A. 
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these two types of combination plans, the FPL unit in question was also 

“fixed” into the plan. First, a best plan was determined with this fixed FPL 

unit and the Tier 1 outside proposals. Second, one Tier 2 proposal at a time 

would also be fixed, along with the one FPL unit, and the plan would be 

optimized around these two fixed units using the Tier 1 proposals. Then this 

challenge run process would be repeated using each of the remaining Tier 2 

proposals. 

For the other two types of plans, the All-FPL self build plan and Combination 

Plans with Manatee and Martin Separated, this process was not followed for 

various reasons. For the All FPL Plan, there were no outside proposals 

included in this plan by definition so no challenges from Tier 2 proposals 

were possible. For Combination Plans with Manatee and Martin Separated, 

the fact that either Manatee or Martin would come in-service in 2006 meant 

that there was no need for additional capacity in 2006. Therefore, none of the 

2006 start date Tier 2 proposals challenged. As for the 2005 start date 

proposals, since FPL’s need in 2005 was relatively small (i.e., 15 MW if 

Manatee came in-service in 2005 or 333 MW if Martin came in-service in 

2005), only the best outside proposals were considered likely 2005 candidates. 

Therefore, only the Tier 1 proposals with a 2005 start date challenged for this 

type of combination plan. 
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Q. Why didn’t FPL simply optimize an expansion plan using all of the 

options at the same time? 

There were simply too many options for such a direct approach to be used. 

The number of outside proposals, even without the two FPL construction 

options, made this approach unworkable. Perhaps the best way to explain this 

is through an example of a more “typical” FPL analysis of generation options. 

A. 

FPL’s annual IRP work includes an economic evaluation of a number of FPL 

construction options in order to determine what type of unit(s) FPL should 

build to meet future needs. The evaluation is also conducted using the EGEAS 

model. In a more typical year, FPL evaluates a list of FPL construction 

options in its IRP work. In recent years, the number of construction options on 

this list has ranged from approximately 6 to 16. FPL “loads” all of these 

options into EGEAS at the same time, and, in one computer run, can 

determine the most economic expansion plan. Such a run typically can be 

made in a matter of hours using FPL’s main frame computer in a time-sharing 

mode. 

However, the EGEAS model has a direct limitation in the number of options it 

can evaluate in one run and an indirect limitation in regard to the time it takes 

to complete an evaluation. In other words, the more options there are to 

evaluate and/or the longer the time period addressed in the analysis, the longer 

the computing time. The absolute limitation on the number of options EGEAS 
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23 an expansion plan? 

Q. Why is it appropriate to perform these evaluations based on the costs of 

can evaluate in one run is 50. However, from a practical standpoint in a 30- 

year analysis, one must limit the number of options (or option “slots” in 

EGEAS) to less than half of 50 in order to get results in hours instead of a day 

or more. 

A major factor in deciding the size of these groups is EGEAS run time. The 

run time, in turn, is primarily dictated by the number of options being 

evaluated. In addition, many of the options, both outside proposals and the 

two FPL construction options, had a duct firing or power augmentation 

operational mode for the generating unit in question in addition to the units’ 

base operational mode. To be properly modeled, each of those operational 

modes is treated as a separate “unit” that is “linked” to the generating unit’s 

base operation mode (that is also modeled as a separate unit). In other words, 

if the EGEAS model selects the base operation “unit,” it must also select the 

associated duct firing or power augmentation “unit” as well if the generating 

unit in question has duct firing or power augmentation capability. This means 

that one generating unit proposal can take two option slots in an EGEAS run if 

it has two operational modes. Talung these considerations into account, FPL 

decided on a practical limitation of approximately 20 option slots that would 

be included in any one run. 
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A. It is not only appropriate to do this, but also necessary if one is to capture all 

of the impacts an option will have on FPL’s system, and on costs to be 

incurred by FPL’s customers, in a given year and over time. For example, 

assume we are comparing Option A and Option B. Option A has a heat,rate of 

7,000 Btu/kWh and is offered to FPL for 5 years while Option B has an 8,000 

Btu/kWh heat rate and is offered for 10 years. Evaluating these options from 

an expansion plan perspective allows one to capture the economic impacts of 

both the heat rate and term-of-service differences. The lower heat rate of 

Option A will allow it  to be dispatched more than Option B, thus reducing the 

run time of FPL’s existing units more than will Option B. This results in 

greater production cost savings for Option A. However, Option B’s longer 

term-of-service means that it defers the need for the future generation that will 

be needed when its term-of-service ends longer than will Option A. Therefore, 

Option B will get capacity avoidance benefits for more years. Only by taking 

a multi-year, expansion plan approach to the evaluation will factors such as 

these be captured. 

Q. 

A. 

Why are the “filler” units needed in the evaluation? 

The “filler” units are needed in an expansion plan analysis to meet FPL’s 

capacity needs for 2007 and beyond. In this way one can ensure that the 

expansion plans being compared all meet FPL’s reliability criteria for each 

year in the analysis period. By using these filler units, the expansion plans 
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Q. 

A. 

What type of “filler” units were assumed in the evaluation? 

Two types of filler units were used: a 4x1 combined cycle (CC) unit and a 

combustion turbine (CT). The CC option was used to meet FPL’s capacity 

needs for the 2007 - 2018 time frame, while the CT was used from 2019 - 

I1 

12 

13 

14 

15 

16 

17 

18 

being compared are valid (i.e,, they meet the reliability criteria), and the 

results of the comparison are meaningful. 

Based on results of the initial RFP analyses and the expedited time frame of 

the Supplemental RFP process, only one unit (either the CC unit or the CT 

unit) was the available filler unit option in EGEAS for each year in the 2007 - 

2030 time frame. Although a CC unit  is generally a more economic choice for 

FPL’s system than a CT, if the CC unit is added in the later years of an 

analysis time period, there are not enough remaining years in the analysis 

period over which the fuel savings of the CC unit can overcome its higher 

capital costs. Therefore, the CT unit becomes the economic unit addition in 

the later years (2019 - 2030) to meet FPL’s reserve margin. 

19 

20 VI. The Results of the Analyses 

21 

22 Q. What were the results of the individual rankings of the outside proposal 

23 analyses carried out in the Step 1 analysis? 

26 



I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

3 1  3 

A. Using the EGEAS results, FPL developed an individual ranking of the outside 

proposals that had a 2005 start date and an individual ranking of the outside 

proposals that had a 2006 start date. Document SRS-4 presents the results of 

FPL’s individual rankings as of June 4,2002 when the Tier 1 and Tier 2 group 

selections were made. 

Q. In Step 2 of the analysis, which of the 31 individual proposals were placed 

in Tier 1 and which were placed in Tier 2? 

Based on the individual ranlungs that had been performed by June 4,2002 by 

FPL and Mr. Taylor, 11 of the 3 1 proposals were placed in Tier 1. Of these, 7 

had a 2005 start date and 4 had a 2006 start date. 

A. 

A greater number of 2005 start date proposals ( 7 )  than 2006 start date 

proposals (4) were selected for Tier 1 because FPL’s 2005 capacity need 

(1,122 M W )  is greater than its 2006 capacity need (600 M W ) .  These Tier 1 

propos a1 s were: 

With a 2005 start date: With a 2006 start date: 

P32 

P5 

P26 

P20 

P3 

P50 

PI  

27 

P42 

P44 

P33 

P28 
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All of the remaining 20 outside proposals were placed in the Tier 2 grouping. 

(See Document SRS-3 for a listing and description of all proposals.) 

Continued refinement of the outside proposals carried out after these June 4, 

2002 selections were made altered these individual rankings somewhat. 

However, the Tier 2 “challenge” aspect of the approach ensured that all 

outside proposals, regardless of whether the proposals were in the Tier 1 or 

Tier 2 groups, were repeatedly analyzed for inclusion in the All Outside and 

combination plans as previously discussed. Therefore, this subsequent change 

in the individual ranlungs did not affect the results of these analyses. 

Q. In Step 3 of the analysis, what was the most economic All Outside plan 

and what were its costs? 

The most economic All Outside plan as determined in Step 3 of FPL’s 

analyses was as follows: 

For 2005: P5, P20, and P32 

For2006: P42 

A. 

The EGEAS cost in cumulative present value of revenue requirements 

(CPVRR) of this best All Outside plan is $41,975 million. (All costs, described 

throughout the remainder of this testimony are given in terms of 2001 - 2030 

costs in 2001 dollars.) 
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The EGEAS cost of this plan, and of all of the plans that will be discussed in 

the remainder of this testimony, includes the proposed total payments to each 

of these outside proposals (including startup costs), the costs of the necessary 

filler units from 2007-on, and the costs of fuel for the entire FPL system over 

the time period. The proposed startup costs for each outside proposal were 

included in the EGEAS optimization evaluations for the Supplemental RFP. 

The startup cost calculations utilized the proposed “cold” startup costs and an 

assumed number of annual startups of 6 per CC unit and 100 per CT unit. 

(This is the same calculation that was performed in the initial RFP evaluation 

work, but i t  is being calculated as part of the EGEAS optimization for the 

Supplemental RFP analysis instead of separately from the EGEAS work, then 

added to the EGEAS results, as was the case in the initial RFP analysis.) 

Q. How does the cost of the most economic All Outside plan compare to the 

costs of the most economic plans of the other 4 types of capacity plans 

evaluated? 

A comparison of a number of the most economic plans of each of the 5 types 

of capacity plans is shown in Document SRS-5. Results as of June 18, 2002 

for 36 capacity plans are shown in this document. These results include the 

EGEAS results plus a cost adjustment to the FPL construction option if only 

one of the two FPL construction options is built. (The costs presented in the 

Supplemental RFP document for FPL’s “next planned generating units” 

accurately portray the total costs if both projects are built with these total costs 

A. 
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23 Q. What conclusion can be drawn from these Step 3 analysis results? 

apportioned to each project. However, because both projects are very similar 

- a 4x1 CC unit is the end result of both projects - the two projects will share 

certain items such as engineering design, spare parts, etc. and will be able to 

take advantage of bulk material purchase discounts. This results in cost 

savings that benefit both projects. However, if only one of the two projects is 

built, these cost savings disappear and greater costs will be bome by the one 

project to be built. Consequently, a cost adjustment is needed to combination 

plans in which only one FPL project is built. At this stage of the work, the 

assumption was that a “Manatee only” plan would incur $14 million 

(CPVRR) of extra costs while a “Martin only” plan would incur no such extra 

costs.) 

The Document SRS-5 results show that a combination plan with only one 

FPL unit  (Martin) has the lowest total of the EGEAS cost plus the “one FPL 

unit only” adjustment cost: $41,603 million (CPVRR). This plan is then 

followed by numerous other combination plans and the All-FPL self build 

plan. Finally, the two best All Outside plans are presented and are shown to be 

significantly more expensive than any of the other plans since the lowest cost 

All Outside plan has a cost of $41,975 million (CPVRR), which is more than 

$370 million more expensive than the lowest cost combination plan at this 

point. 
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3 1  7 

A. It is clear from these results that even the most economic capacity plans made 

up solely of outside proposals (i.e., the All Outside plans) are not competitive 

with either combination plans made up of at least one FPL construction option 

or with the All-FPL self build plan. 

The decision as to whether a combination plan or the All-FPL self build plan 

is most economical would be made only after the remaining costs not included 

in the Step 3 calculations were incorporated in Step 4 of the analysis. 

Q. 

A. 

What remaining costs were incorporated in the Step 4 analysis? 

Step 4 incorporates two types of costs: transmission integration costs and the 

costs that would be incurred by FPL as a result of entering into additional 

power purchases (equity penalty costs). These two types of costs were 

calculated and added to the costs previously developed in Step 3. 

Q. How would you describe these two type of costs and how was each type of 

cost calculated? 

I will give a description of each type of cost and an explanation of how these 

costs were calculated. 

A. 

1) Transmission integration costs: All of the outside proposals and the 

two FPL construction options included a cost for interconnecting the 

unit with the FPL system. The interconnection cost can be thought of 

as the transmission capital cost needed to simply interconnect that unit 
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with the electrical grid. However, the Supplemental RFP directions 

called for no inclusion of proposedprojected transmission integration 

costs. If one thinks of the interconnection costs as being the 

transmission capital expenditures necessary to get a unit’s power the 

grid, the integration costs can be thought of as the transmission capital 

costs necessary to deliver that unit’s power output throughout the grid 

to the customers. 

A transmission assessment for 28 capacity plans was performed under 

the direction of Mr. Donald Stillwagon. Document SRS-6 presents 

these 28 plans that had been selected for further analysis. The 

selection of these 28 plans was designed to develop transmission 

integration costs that would be representative for all 36 plans 

previously presented in Document SRS-5. 

Estimates of the transmission integration direct construction costs for 

the 28 plans were provided by Mr. Stillwagon. These direct 

construction cost values were given in monthly cash flows in 2002 

dollars. These values were escalated as appropriate for the years in 

which they were to be incurred, then these values had AFUDC 

(Allowance for Funds Used During Construction) costs added to them 

(except for the All Outside Plan). Next, this new subtotal of integration 

costs with AFUDC were converted into annual revenue requirements. 
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Finally, the cumulative present value of revenue requirements 

(CPVRR) of these transmission integration costs, discounted to 2001 

dollars, was then added to the previously calculated costs from Step 3 

for each of the 36 capacity plans. Appendix M to the Need Study 

document provides detail on the transmission integration cost 

calculations. 

2) Equity Penalty Costs: Equity penalty costs are applicable only to 

outside power purchase proposals, not to FPL construction or outside 

turnkey project options. The cost of the equity needed to support 

FPL’s own construction projects or turnkey projects is already 

reflected in the CPVRR values for these options. 

Equity penalty cost calculations for each of the outside power purchase 

proposals that appeared in the 36 plans carried forward were reviewed 

by FPL’s Finance Department and Dr. William Avera. The testimonies 

of Dr. Avera and Mr. Moray Dewhurst address the appropriateness 

and methodology of these calculations. The cumulative present value 

of these annual equity penalty costs for each of these outside proposals 

was then calculated and summed for the groups of outside proposals 

making up each of these 36 plans. This total net present value of the 

equity penalty costs for each group was then added to the other costs 

described above to derive a total cost estimate for each of the 36 plans. 
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The total CPVRR costs for the 36 plans were then compared at the end 

of the Step 4 analyses. 

Q. What were the economic results after incorporating the costs described 

above? 

The total cost results as of June 18, 2002 are presented in Document SRS-7. 

The format for this document is identical to that of Document SRS-5 with the 

addition of the transmission integration and equity penalty costs. 

A. 

Q. 

A. 

What conclusions can be drawn from these results? 

Four main conclusions can be drawn. First, the relative rankings of a number 

of the plans changed. Second, the changes did not improve the relative 

economics of the best All Outside plan. In fact, when total costs are accounted 

for, the best All Outside plan is $471 million (CPVRR) more expensive than 

the most economical plan. Third, the second best plan includes both FPL’s 

Manatee and Martin projects, coming in-service one year apart, with a small, 

short-term purchase also added in 2005. This second best plan is $21 million 

(CPVRR) more expensive than the most economical plan. The fourth, and 

most important, conclusion is that the All FPL Plan is the most economical 

capacity plan. Consequently, the Manatee CC unit and the Martin Conversion 

project are the two most cost-effective options with which to meet FPL’s 2005 

and 2006 capacity needs. 

34 



3 2  1 t 
1 
I 
I 
I 
I 
t 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Were the results of the total cost analyses used as a basis for selecting 

bidders for the Short List? 

Yes. Mr. Silva addresses this in his testimony. 

Did FPL make any changes to the values shown in Document SRS -7 

after the Short List was announced? 

Yes. Four changes were subsequently made to these values. Two of these 

changes were to the “one FPL unit only” cost adjustment that had been made. 

When combination plans with only one FPL unit were introduced to the 

analysis, the previously stated assumption was that “Manatee Only” 

combination plans would need their cost adjusted upwards by approximately 

$14 million (CPVRR) while no adjustment would be needed for “Martin 

Only” combination plans. Further analysis showed that the “Manatee Only” 

plans should be adjusted by $16 million (instead of by $14 million) (CPVRR) 

and the “Martin Only” plans should be adjusted by $15 million (CPVRR) 

instead of no adjustment being needed. 

A third change was to the cash flows of four of the transmission integration 

cases. These revised cash flows were developed by Mr. Stillwagon after his 

review of the integration calculations was completed. New AFUDC and 

revenue requirements calculations were then performed for these four cases. 

The net effect of the changes to these transmission integration cases was 
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relatively small; a change of less than $1 million for three of the four cases 

and a change (an increase) of approximately $3 million for the fourth case. 

A fourth change was to the equity penalty calculations for two outside 

proposals, P4 and P25. The original calculations for these two proposals had 

inadvertently been carried out for more years than their proposals called for. 

Correcting these calculations reduced the equity penalties for two plans that 

included the P4 proposal by $5 million and for another two plans that included 

the P25 proposal by $2 million. 

The impact of all four of these changes on the total costs of the 36 plans is 

presented in Document SRS-8. 

Q. 

A. 

Did these changes significantly affect the results of the analyses? 

No. The All-FPL self build plan was the most economical plan before these 

changes were made by $21 million (CPVRR) and by $58 million (CPVRR) 

over the 2"d best and 3rd best plans, respectively. After the changes were made 

the ranking of these 3 plans stayed the same. The All-FPL self build plan 

remained the most economical plan with no change in its economic advantage 

over the 2"d best plan and with an increase of $1 million (CPVRR) in its 

economic advantage over the 3rd best plan (i.e., the $58 million advantage had 

increased to $59 million). 

36 



3 2 3  I. 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

In addition, the two bidders named to the Short List based on their proposals 

being included in the 2"d and 3'd best plans before these changes were made 

were still the top bidders after the changes were made (i.e., their proposals 

were still included in the 2"d and 3'd best plans). 

Q. Did the negotiations result in either of the short-listed bidders lowering 

their price? 

No. Mr. Silva addresses the negotiations in some detail in his testimony. As 

he testifies, the prices increased as a result of the negotiations. 

A. 

Q. What was the magnitude of this increased cost on your economic 

analysis? 

A look at the 3'd best plan in Document SRS-8 (Manatee and P5 in 2005, and 

P42 in 2006) showed that it was $59 million (CPVRR) more expensive than 

the All-FPL self build plan before FPL was informed of the increased cost 

factprs by the bidder. These factors increased the cost of this plan by $24 

million (CPVRR) so that this plan was now $83 million (CPVRR) more 

expensive than the All-F'PL self build plan. 

A. 

Q. Please summarize your testimony. 

A. FPL's 2001 resource planning work determined that FPL had a need for 

additional resources in 2005 and 2006. In order to meet FPL's summer reserve 
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margin criterion of 20% for those years, FPL needed 1,122 MW by mid-2005 

and another 600 MW by mid-2006. 

Because the types of new power plants that FPL would build (CC units) to 

meet these needs are those that would require a determination of need, in mid- 

August of 2001 FPL issued a Request for Proposals for new capacity to meet 

these 2005 and 2006 needs. The evaluation of the proposals received in 

response to this initial RFP ended with the decision that FPL’s Manatee CC 

unit and the Martin Conversion project were the most economic choices. 

Subsequently, FPL issued a Supplemental RFP on April 26, 2002. Sixteen 

organizations, including both utilities and non-utilities, submitted 53 separate 

proposals for meeting FPL’s 2005 and 2006 capacity needs. Thirty-one of 

these proposals were found to be eligible for evaluation versus FPL’s two 

construction options, the Manatee CC unit and the Martin Conversion project. 

Step 1 of the evaluation of the 31 eligible outside proposals initially 

established a ranking of the most economic individual outside proposals with 

a 2005 start date and a ranking of the most economic individual outside 

proposals with a 2006 start date. Using these rankings, Step 2 of the 

evaluation grouped all of the 31 outside proposals into two “tiers.” Tier 1 

contained 11 of the most economic outside proposals. All remaining outside 

proposals were placed in Tier 2. 
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In Step 3 of the evaluation, 5 types of capacity plans to meet FPL’s 2005 and 

2006 capacity needs were developed and analyzed. These analyses initially 

used the Tier 1 group of outside proposals followed by “challenge” runs in 

which Tier 2 proposals were “fixed” into the plan one at a time and a new 

capacity plan was optimized. In this way, all of the outside proposals had a 

chance to combine with other outside proposals, and with one or both of 

FPL’s two construction options, to create a competitive capacity plan. All of 

the work described to this point was carried out with FPL’s EGEAS model. 

Thirty-six competing plans emerged from Step 3 of the analysis and were 

carried forward for further analysis. 

Once work was completed in Step 3, two additional costs that had not been 

included in the Step 3 work were applied in Step 4 to these 36 plans. These 

additional costs were transmission integration costs and equity penalty costs. 

These costs were added in order to develop a total cost picture of these 

capacity plans. 

The final total cost picture that resulted from Step 4 showed that an All-FPL 

self build plan consisting of the Manatee CC unit and the Martin Conversion 

project both being added in 2005 was the most economical plan by $21 

million (CPVRR) over the 2nd best plan. This 2nd best plan consisted of both 

FPL’s Manatee and Martin projects plus a small, short-term purchase. All 

other plans were at least $59 million (CPVRR) more expensive than the All- 
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12 Q. Does this conclude your testimony? 

13 A. Yes. 

FPL self build plan. Subsequent negotiations with the bidder whose proposals 

were the most competitive, P42 and P44 (See Document SRS-3), resulted in 

costs for these proposals increasing so that the 3‘d best plan was now $83 

million rather than $59 million (CPVRR) more expensive than the All-FPL 

self build plan. 

Therefore, the results of FPL’s analyses show that FPL’s Martin Conversion 

project and new 4x1 CC unit at Manatee are the most cost-effective 

altematives and the best choices for meeting FPL’s 2005 and 2006 capacity 

needs. 
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Errata Sheet 
Direct Testimony of Steven R. Sim 
Docket Nos. 020262-E1 and 020263-E1 

Page, Line Correction 

Document No. SRS-5 (no line number) - For Plan Ranking number 15: 
Change “4 1,642” for “EGEAS Costs”, 
“Subtotal Costs”, and “Total Costs” 
and“39” for “Total Cost Differential” to 
“41,687” for “EGEAS Costs”, “Subtotal 
Costs”, and “Total Costs” and to “84” for 
“Total Cost Differential”. (Note that “Plan 
Ranking” for this plan drops from “1 5” to 
“28” and all plans previously ranked 16 to 
28 move up one spot in the rankings. 

- For Plan Ranking number 18: 
Change “Manatee, P26” (2005),“P4, P44” 
(2006) to “Manatee, P5” (2005), “P4, P44” 
(2006) 

Document No. SRS-7 (no line number) - For Plan Ranking number 10: 
Change “41,642” for “EGEAS Costs”, 
“41,772” for “Subtotal Costs” and “Total 
Costs” and “85” for “Total Cost 
Differential” to “41,687” for “EGEAS 
Costs”, and to “4 1,s 1 7” for “Subtotal Costs” 
and “Total Costs”, and to “1 30” for 
“Total Cost Differential”. (Note that “Plan 

Ranking” for this plan drops from “1 0” to 
“20” and all plans previously ranked 11 to 

20 move up one spot in the rankings. 

- For Plan Ranking number 28: 
Change “Manatee, P26” (2005),“P4, P44” 
(2006) to “Manatee, P5” (2005), “P4, P44” 
(2006) 



3’28 

Document No. SRS-8 (no line number) - For Plan Ranking number 8: 
Change “4 1,642” for “EGEAS Costs”, 
“41,772” for “Subtotal Costs” and “Total 
Costs”, and “85” for “Total Cost 
Differential” to “41,687” for “EGEAS 
Costs”, and to “41,s 17” for “Subtotal Costs” 
and “Total Costs”, and to “1 30” for 
“Total Cost Differential”. (Note that “Plan 

Ranking” for this plan drops from “8” to 
“20” and all plans previously ranked 9 to 
20 move up one spot in the rankings. 

- For Plan Ranking number 27: 
Change “Manatee, P26” (2005),“P4, P44” 
(2006) to “Manatee, P5”(2005), “P4, P44” 
(2006) 
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3Y MR. GUYTON: 

Q Doctor S i m ,  do you sponsor por t ions o f  the need study 

and need study appendices? 

A Yes, I do. 

Q And which port ions do you sponsor, s i r ?  

A I sponsor Section 4 o f  the  need study, I co-sponsor 

Section 5 o f  the  need study w i t h  Mr. S i l va ,  Doctor Green, and 

Yr. Yupp, I co-sponsor Appendix C y  M, and N, and sponsor D,  E, 

F, J ,  and K, p lus the  conf ident ia l  appendices. 

Q And i s  the  informat ion contained i n  the need study 

and appendices which you sponsor t r u e  and cor rec t  t o  the best 

o f  your knowledge and b e l i e f ?  

A Yes. 

Q 

mony? 

A Yes. Good afternoon, Commi ss i  oners , Madam Chai rman. 

1 begin the  summary o f  my d i r e c t  testimony by b r i e f l y  

Doctor S i m ,  would you please summarize your d i r e c t  

ready been discussed 

i d e n t i f i e d  a 

and a need f o r  an 

know, we conducted 

what I w i l l  c a l l  the  i n i t i a l  RFP i n  2001, which resul ted i n  the  

f i nd ing  t h a t  the Martin and Manatee u n i t s  were the most 

c o s t - e f f e c t i v e  options f o r  meeting those capaci ty needs. And 

we then fol lowed t h a t  up w i t h  a supplemental RFP i n  the spr ing  

going over FPL's capaci ty need which has a 

a t  some length. But j u s t  t o  summarize, we 

capacity need i n  2005 f o r  1,122 megawatts, 

addi t ional  600 megawatts f o r  2006. As you 
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o f  t h i s  year. 

Now, i n  regard t o  the  i n i t i a l  RFP documents, and 

there were a number o f  changes t h a t  were made t o  the 

supplemental RFP document , inc lud ing  simp1 i f i e d  forms f o r  

bidders t o  f i l l  out, no fees f o r  repeat bidders who had b id  

i n t o  the i n i t i a l  RFP. We l i s t e d  the  Manatee and Martin u n i t s  

as the next planned generating u n i t s ,  and i n  add i t ion  there 

were a number o f  changes t h a t  were made d i r e c t l y  i n  response t o  

comments we had received from bidders i n  the  i n i t i a l  RFP. And 

these included the  f a c t  t h a t  we would now al low gas t o l l i n g  

bids i n  the  supplemental RFP. We reduced the requirement t o  

hold b ids firm from 390 t o  120 days. We s i g n i f i c a n t l y  softened 

the regulatory-out  1 anguage, and we completely removed the  

1 egi  s l  a t i ve -ou t  1 anguage. 

As f a r  as the  s o l i c i t a t i o n  i t s e l f ,  we considered i t  

t o  be a very successful one. It generated 53 outside proposals 

t h a t  were received from 16 d i f f e r e n t  bidders. And a f t e r  tak ing  

approximately a week t o  c ear up some missing or  confusing 

information, we were l e f t  w i t h  3 1  e l i g i b l e  proposals from 13 

d i f f e r e n t  bidders t h a t  we went forward w i t h  i n t o  the 

evaluation. 

Now, as f a r  as the  economic evaluation, there were 

ac tua l l y  two economic evaluations, both o f  them very 

comprehensive. One o f  them was c a r r i e d  out by FPL, the  other 

was ca r r i ed  out by the  independent evaluator, Sedway 
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Consulting. FPL and Sedway used different computer model s and 
different approaches t o  their eva lua t ion ,  and I will  address 
the FPL approach b r i e f l y  here i n  my summary. 

Our approach was e s s e n t i a l l y  a fou r - s t ep  approach i n  

which the f i r s t  three s teps  used the EGEAS computer model. In 

the f i r s t  s t e p  we went through an individual ranking of every 
one of the 31 outs ide  proposa ' s .  In the second s t e p ,  we took 
those individual rankings and we crea ted  two different t iers  of 
the 31 outs ide  proposals.  
expansion plan analyses using the Tier-1 proposals a s  s t a r t i n g  
points  and then using the Tier-2 proposals a s  cha l lengers ,  we 
allowed each of the 31 outs ide  proposals numerous turns a t  b a t ,  

so t o  speak, t o  allow them the opportunity t o  earn a spot  i n t o  
one of four  types of expansion plans w h i c h  would then compete 
w i t h  the A1 1 -FPL plan t h a t  cons is ted  of Martin and Manatee 
coming i n  i n  2005. 

In the third s t e p ,  wh ich  involved 

Now, those four types of expansion plans t h a t  they 

could compete f o r  a spot  i n  included the All-Outside plan,  
w h i c h  cons is ted  o f  only outs ide  proposals;  a combination plan 
of ou ts ide  proposals and the Martin u n i t ;  a combination plan of 
outs ide proposals and the Manatee u n i t ;  and then f i n a l l y  a 
combination plan t h a t  included both Martin and Manatee, bu t  

s p l i t  by a year w i t h  ou ts ide  proposals making up the capac i ty  
difference i n  2005. 

Now, once a l l  of t h a t  work had been done using the 
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EGEAS model, we went t o  the fourth and f i n a l  step i n  our 
economic evaluation, which was a t o t a l  cost analysis. We took 
the results coming out  of EGEAS and we added t o  t h a t  the costs 
from transmission integration calculations and the equity 
penalty cost calculations. As far as the evaluation results, 
well, there was one significant answer t h a t  came out  early out  
of the EGEAS analyses, and t h a t  was t h a t  the All-Outside plan. 
In other words, the plan consisting only of outside proposals, 
was significantly more costly t h a n  either the combination plans 

or the All -FPL p lan .  The best of the All -Outside plans was a t  
1 east $300 mi 11 ion cumul ative present Val ue of revenue 
requirements more expensive t h a n  any plan t h a t  included one or 
two FPL units. 

The significance of t h a t  result was i t  was clear a t  
t h a t  p o i n t  t h a t  the best solution after the t o t a l  cost analysis 
had been done would contain a t  least one of the two FPL units. 
And a t  t h a t  po in t  we took every expansion p lan  t h a t  was w i t h i n  

$100 million of the best plan t o  t h a t  point  and we calculated 
transmission integration costs and equity penalties and rolled 
them i n t o  the EGEAS costs. Wi th  the t o t a l  cost result being 
after a l l  of these costs had been captured t h a t  the All -FPL 

plan consisting of Martin and Manatee i n  2005 was a t  least $83 

million less expensive t h a n  any plan t h a t  included just one FPL 

u n i t ,  and approximately $500 million more expensive - -  or less 
expensive i n  this case t h a n  any plan t h a t  included no outside 
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proposals. 

The conclusion we drew and the  conclusion t h a t  was 

backed up by the independent evaluator 's  r e s u l t s ,  as we l l ,  was 

t h a t  t he  Mart in  and Manatee u n i t s  i n  2005 represent the best 

and the  most cos t -e f fec t i ve  so lu t ion  f o r  meeting our customers' 

capaci ty needs i n  2005 and 2006. 

And t h a t  concludes my summary. 

CHAIRMAN JABER: Thank you. 

MR. GUYTON: We tender Doctor S i m .  

CHAIRMAN JABER: Mr. Moyle. 

MR. MOYLE: Thank you. 

CROSS EXAMINATION 

BY MR. MOYLE: 

Q Good afternoon, Doctor S i m .  I ' m  Jon Moyle on behal f  

o f  CPV, and I have a few questions f o r  you on cross 

examination. 

A Good afternoon. 

Q I s n ' t  i t  t r u e  i n  your view t h a t  t h i s  evaluation 

process shoul d be an appl es - t o -  appl es compari son? 

A Yes, w i t h i n  reason. 

Q And I don ' t  want t o  go back over a l o t  o f  ground we 

have already plowed, bu t  I understand you are the  person who 

was r e a l l y  i n  charge o f  the economic analysis f o r  F lo r ida  Power 

and L ight ,  correct? 

A Yes, I supervised the  economic analysis f o r  FPL. 
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MR. MOYLE: As a prel iminary ma t te r ,  Madam Chair, Mr. 

Guyton and I have ta lked about t h i s ,  I want t o  ask the same 

question w i th  respect t o  t h a t  settlement agreement o f  a l l  the  

witnesses. To the extent Mr. Guyton can s t i pu la te  t h a t  none o f  

the witnesses know, i t  w i l l  save t h i s  l i n e  o f  questioning, but 

I t h i n k  I w i l l  probably j u s t  go ahead and need t o  ask the 

question o f  every witness w i t h  respect t o  the settlement 

agreement t h a t  we ta lked about e a r l i e r .  

CHAIRMAN JABER: Well , hang on, l e t ' s  see i f  we can 

get a s t ipu la t ion .  

MR. GUYTON: Madam Chairman, I simply don ' t  know the 

answer t o  t h a t  as t o  a l l  the FPL witnesses, i f  they have any 

knowledge as t o  why Calpine withdrew. 

CHAIRMAN JABER: Well, Mr. Moyle, I don ' t  t h ink  you 

have any object ion t o  asking t h i s  witness, and then a f t e r  t h i s  

witness give Mr. Guyton an opportuni ty t o  t a l k  t o  the r e s t  o f  

h i s  witnesses and perhaps a s t i p u l a t i o n  i s  obtainable. 

MR. GUYTON: We w i l l  endeavor t o  inqui re ,  Madam 

Chai rman. 

CHAIRMAN JABER: Thank you, Mr. Moyle. Go ahead. 

BY MR. MOYLE: 

Q Doctor S i m ,  you were i n  the room e a r l i e r  when we had 

some discussion about some testimony t h a t  was found i n  your 

rebut ta l  testimony. Do you r e c a l l  t h a t  w i t h  respect t o  a 

ce r ta in  bidder who withdrew h i s  proposals and since i t  withdrew 
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there was no remaining p lan t h a t  has a lower t o t a l  revenue 

requirement than the A1 1 -FPL plan even without an equ i ty  

penalty? Do you r e c a l l  t h a t  l i n e  o f  questioning? 

Yes. This  was the bidder we are not  supposed t o  

mention, I remember tha t .  

A 

Q And without mentioning t h a t  bidder, do you know the 

bidder who i s  referenced i n  your rebut ta l  testimony a t  Page 16, 

Line 2, whether a settlement agreement between FPL and t h a t  

bidder has been reached? 

MR. GUYTON: Objection t o  the question. The same 

continuing object ion.  I don ' t  want t o  reargue it, I j u s t  want 

t o  preserve it. 

CHAIRMAN JABER: Mr. Moyle, do you want t o  put a 

response on the record? 

MR. MOYLE: I can j u s t  incorporate the previous 

arguments I made as t o  why I bel ieve the  question i s  per t inent  

and relevant t o  the  case, i f  t h a t  i s  acceptable t o  the cha i r .  

I don ' t  want t o  burden the record. 

CHAIRMAN JABER: That 's f i ne .  And f o r  purposes o f  

the record, I have allowed those two s p e c i f i c  questions. 

BY MR. GUYTON: 

Q I t h i n k  you are f ree  t o  answer, s i r .  

A I bel ieve your question was am I aware o f  any 

settlement agreement t h a t  may have been reached, the answer i s  

no, I do not know i f  such an agreement was reached. 
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Q 

A That i s  correct .  

Q 

A I don ' t  know. 

Q Okay. There has been discussion about t h i s  

And you don ' t  know one way o r  the  other,  correct? 

Who w i t h i n  your organization might know? 

15-megawatt issue. You would agree t h a t  the  15 megawatt, Mr. 

Twomey d id  a ca lcu lat ion,  represents l ess  than l / l O t h  o f  one 

percent o f  FPL's t o t a l  system? 

A 

Q 

Yes, t h a t  i s  approximately correct .  

And i f  you had t h i s  15 megawatts you could defer t h  

construct ion o f  the Martin 8 u n i t ,  could you not,  f o r  a year? 

A The answer would be yes, i f  we had it. However, I 

don ' t  be l ieve i t  i s  appropriate t o  t r y  t o  go outside o f  the RFP 

and t r y  t o  f ind  15 megawatts e i t h e r  through DSM o r  purchases t o  

f i l l  t h a t  need. 

Q 
A 

But you don ' t  have t o  go outside the RFP, do you? 

We d id  not  get 15 megawatts from any b i d  t h a t  was 

submitted i n  response t o  the RFP, so i n  order t o  get 15 

megawatts you would have t o  go outside it. 

Q 

proposal s? 

A 

But i n  the  i n i t i a l  RFP d i d n ' t  you ask f o r  renewable 

We asked f o r  renewable proposals f o r  megawatt hours, 

f o r  nonfirm energy only.  

Q Did you get any renewable proposals t h a t  i n  your 

review o f  them were i n  the  15 megawatt range? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

337 

Hard t o  say because we never got megawatt values. We A 

only  got megawatt hour values, annual megawatt hour production 

values. 

Q Did you ever t a l k  t o  any o f  these b 

t r y i n g  t o  do a deal where they would give you 

2005, these were people who responded t o  your 

o f  your i n i t i a l  RFP? 

dders about maybe 

15 megawatts i n  

renewable por t ion  

A No. Short ly a f t e r  we received the renewable b ids i n ,  

those were segregated out and handed o f f  t o  another ind iv idual  

i n  another department f o r  them t o  deal w i th  t h a t  aspect o f  the 

RFP. 

Q So i s  i t  your testimony t h a t  you never d i d  pursue 

t a l k i n g  t o  any o f  the renewable fo l ks  about a 15-megawatt firm 

deal, correct? 

A To my knowledge we never pursued i t  because t h a t  was 

not the i n t e n t  o f  t ha t  po r t i on  o f  the RFP. We were seeking 

energy only  and not capacity. We allowed n the i n i t i a l  RFP 

f o r  those bidders who wished t o  b i d  i n t o  the renewable por t ion  

t o  also b i d  firm capacity i n  the  other aspect o f  the  RFP, the 

aspect we are t a l k i n g  about here today. None o f  them d i d  so. 

They b i d  energy only. 

Q 

A E i ther  four or  f i v e .  

Q 

represented? 

How many renewable proposals d i d  you receive? 

And can you t rans la te  f o r  me how many megawatts tha t  
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A No, I can ' t ,  because I never t r i e d  t o  ca lcu late 

negawatts because the values they gave us were megawatt hours, 

i n  some cases annual, i n  some cases seasonal. 

Q P a r t  o f  t h i s  i s  probably my f a u l t ,  because I ' m  not 

sure I understand how t o  t rans la te  megawatt hours i n t o  

negawatts, but l e t  me ask you t h i s .  Did you receive a b i d  from 

an e n t i t y  t h a t  had a biomass f a c i l i t y  o f  approximately 80 

negawatts i n  the renewable port ion? 

A My reco l lec t ion  i s  there was a b i d  from a biomass 

f a c i l i t y ,  but I don ' t  r e c a l l  e i t he r  the megawatts hours or  

Ahether there was any reference as t o  megawatts. 

Q Do you know i f  t h i s  bidder, t h a t  you previously had 

t h i s  bidder under a f i r m  contract  f o r  megawatts? 

A 

Q Right. 

A I simply don ' t  r e c a l l .  

Q 

A Yes. 

Q And t h a t  i s  a biomass f a c i l i t y ,  r i g h t ?  

A 

The bidder tha t  b i d  the biomass? 

Are you aware o f  the  Okeelanta f a c i l i t y ?  

That i s  not what I was r e f e r r i n g  t o .  I would c a l l  

t ha t  more o f  a waste t o  energy type f a c i l i t y  than biomass. 

Q L e t ' s  t a l k  about the  Okeelanta f a c i l i t y  j u s t  f o r  one 

quick second. What k ind o f  f a c i l i t y  i s  tha t?  

A I f  you are r e f e r r i n g  t o  what was b i d  i n  by Okeelanta 

t o  the renewable por t ion  o f  our pro ject ,  i t  has been too long 
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since I looked a t  that  b i d  f o r  me t o  r e c a l l  p rec ise ly  what i t  

i s  they were proposing. 

Q And you previously had a firm contract  w i th  t h a t  

f a c i l i t y ,  d i d  you not,  you being FPL? 

A I bel ieve t h a t  i s  the case. 

Q There was a e x h i b i t  t h a t  was used w i t h  the previous 

witness, and i t  has been admitted i n t o  evidence as Number 9. 

Do you have any fami l iar i ty  w i t h  t h a t  document? 

CHAIRMAN JABER: No, I d i d  not admit t ha t .  It i s  

i d e n t i f i e d  as Exh ib i t  Number 9, i t  was not admitted yet .  

BY MR. MOYLE: 

Q Do you have any famil iar i ty w i t h  the  document t h a t  

has not been admitted, bu t  i s  i d e n t i f i e d  as Number 9, and i s  

e n t i t l e d  incremental cost t o  customers i f  determination o f  need 

i s  not  granted f o r  the conversion o f  Martin Uni t  Number 8 

compared t o  the FPL plan? 

A I don ' t  have a copy o f  t h a t  document. I f  I ( 

take a look a t  it, please. 

Q Sure. I only have one mysel f . 

A A l l  r i g h t .  I have reviewed it. 

iul  d 

Q 

A No, I have not  seen i t  p r i o r  t o  today. 

Q 

Have you reviewed i t  p r i o r  t o  coming here tohdy? 

So i f  I asked you questions about how FPL bel ieves i t  

i s  going t o  save 15 o r  $16 m i l l i o n  by b u i l d i n g  Manatee and 

Martin a t  the same time, I t h i n k  i t  a c t u a l l y  may be 31 i f  you 
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add the  16 and the 15, would you be able t o  answer those 

questions? 

A I can probably take you a good b i t  o f  the  way there, 

yes. 

Q Okay. Well, I w i l l  get i n t o  t h a t  i n  a second here. 

Let me ask you a question about technology r i s k .  That was a 

c r i t e r i a  t h a t  you a l l  used i n  evaluat ing bids,  i s n ' t  t h a t  

correct? 

A That would be a nonprice aspect o f  evaluat ing b ids 

t h a t  I d i d  not have a par t  i n .  Mr. S i l v a  would have been the  

appropriate witness t o  discuss t h a t  wi th .  

economics. 

I dea l t  w i t h  the  

Q Okay. Are you f a m i l i a r  w i t h  the four-on-one 

conf igurat ion t h a t  i s  being used i n  these proposed power 

plants? 

A Only i n  the most general terms. 

Q I s n ' t  i t  t r u e  t h a t  the  FPL system on ly  has one 

four-on-one u n i t  i n  operation today? 

A I bel ieve t h a t  i s  correct .  

Q And t h a t  i s  Sanford, correct? 

A Yes. 

Q And you have had problems w i t h  Sanford, correct ,  i n  

terms o f  i t s  coming on- 1 ine? 

The answer i t  yes. My understanding i s  one o f  the  A 

four combustion turb ines had problems w i t h  it. Mr. Yeager, I ' m  
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sure, could provide whatever d e t a i l  leve l  you would l i k e  on 

that .  

Q 

Si lva.  Do you know how tha t  f a c t  t h a t  t h i s  four-on-one, the 

only place i n  F lor ida Power and L i g h t ' s  system t h a t  i t  

cur ren t ly  ex i s t s  i s  having problems was factored i n t o  w i th  

respect t o  analyzing technological r i s k ?  

Okay. And I maybe should have asked t h i s  o f  Mr. 

A Again, Mr. S i lva  was the appropriate witness t o  ask 

nonprice fac to r  evaluations. I don ' t  know how the 

technological r i s k  evaluation was prepared o r  was developed. 

CHAIRMAN JABER: Doctor S i m ,  the unspoken r u l e  i s  you 

get t o  pass the  b a l l  forward, you don ' t  get t o  push i t  back. 

BY MR. MOYLE: 

Q When we ta lked during your deposit ion, I t h i n k  we 

were t a l k i n g  about t h i s  15-megawatt issue, and I asked you 

whether pushing back the Mart in u n i t  one year would be more 

expensive o r  less expensive. And I bel ieve you answered i t  

would be more expensive i f  they were constructed a t  the same 

time. Do you r e c a l l  tha t?  

A Can you po in t  me t o  the page i n  my deposition, 

please? 

Q 
A 

Q 

Yes. 

Could you restate the question, please. 

Let me get you your deposit ion i n  f r o n t  o f  

I t h i n k  i t  i s  Page 104 o f  your depos 

th ink  t h a t ' s  f a i r .  
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A 

Q Page 104, Line 10. I asked you d i d  I understand you 
I have i t .  I have Page 104 i n  f r o n t  of me. 

when you testified e a r l i e r  t h a t  s p l i t t i n g  the p l a n t  a c t u a l l y  
results i n  some savings a s  compared t o  doing them a t  the same 
time. Could you read your answer, please? 

A Yes, I wil l  read the answer t o  the ques t ion .  I s a i d  
a l l  else equal .  And I c a n ' t  comment on what i t  would do t o  the 
transmission i n t e g r a t i o n  c o s t s  because we d i d n ' t  do t h a t  
c a l c u l a t i o n .  B u t  i n  terms of you t a k e  the same p l a n t ,  you move 
i t  back a yea r ,  you have got  some e s c a l a t i o n  going forward, bu t  

you have got  g r e a t e r  discount ing going back, so the c o s t s  of 
p l an t  you move back is  going t o  be lower. And t h a t  referred t o  
the c a p i t a l  c o s t  por t ion  o f  the p l a n t .  So i n  regard t o  c a p i t a l  
t h a t  answer i s  c o r r e c t ,  there would be some savings .  B u t  a s  I 

mentioned here, i t  d o e s n ' t  account f o r  the t o t a l  c o s t  picture 
of t ransmission i n t e g r a t i o n  c o s t s ,  nor does i t  account f o r  any 
fuel savings t h a t  you might en joy  i f  you had b u i l t  t h a t  p l a n t  
on schedule i n  2005. 

Q Okay. B u t  you d o n ' t  have any d e t a i l e d  information 
about fuel c o s t  savings and th ings  l ike t h a t  a s  reflected i n  

this Exhibit  9, do you? 
A Well, i t  shows a higher system fuel c o s t  of $55 

mil l ion  i f  you do not b u i l d  Martin i n  2005 and ins t ead  de lay  a 
year and b u i l d  i t  i n  2006. 

Q Yes, I am aware of what i t  says.  I'm asking you 
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don ' t  have any independent knowledge o f  i t  other than what the 

document says, i s  t h a t  correct? 

A No, tha t  i s  not correct .  That ca lcu lat ion,  t ha t  

piece o f  t h i s  ca lcu lat ion was pul led,  I believe, from the 

l a t e - f i l e d  exh ib i t  t h a t  s t a f f  had requested a t  my deposit ion 

and which we subsequently supplied. 

Q 
A 

Q 

And d i d  you do t h a t  calculat ion? 

It was done a t  my d i rec t ion .  

Are you f a m i l i a r  w i t h  the arrangement t h a t  FPL Group 

has re la ted  t o  turbines t h a t  i t  has agreed t o  receive? 

A No. 

Q 
A 

Who would be f a m i l i a r  w i th  that? 

O f  our witnesses, Mr. Yeager would be the appropriate 

one t o  t a l k  t o  about tha t .  

MR. MOYLE: May I approach? 

BY MR. MOYLE: 

Q I am handing you a document t h a t  a t  t he  bottom i s  

i d e n t i f i e d  as FPL Document 00102057ND. Are you f a m i l i a r  w i th  

t h i s  document? 

Yes. It looks l i k e  a piece o f  a longer set  o f  A 

e-mails. 

Q Not r e l a t i n g  t o  t h i s  case, but i n  general terms, 

could you describe t o  me what i c i n g  on the cake means t o  you? 

A I would say the term i c i n g  on the cake means t h a t  

l i t t l e  b i t  ext ra  t h a t  i s  added t o  sweeten the dish,  so t o  
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;peak, th ink ing  o f  the cake as the whole dish. 

Q So, f o r  example, i f  somebody got i n t o  Harvard 

Jn ivers i ty  and they got i n  w i th  a scholarship, the  scholarship 

i n  common usage could be known as the i c i n g  on the cake. Would 

you agree w i th  that? 

A Assuming they were wealthy enough t o  go there 

itherwise, yes, t ha t  would be the i c i n g  on the cake. 

Q Now, when used i n  t h i s  e-mail  you are ind ica t ing  tha t  

-PL's s e l f - b u i l d  options won the RFP even without the use o f  

the equi ty  penalty, correct? 

A The answer i s  yes, but you have t o  put  t h i s  i n  

:ontext as t o  when t h i s  appeared. 

lame there, i t  was January 10th o f  t h i s  year. We were i n  the 

i n i t i a l  RFP evaluation. A t  t h a t  po in t  we had asked our finance 

jepartment t o  do a check o f  the equi ty  penalty ca lcu lat ion t h a t  

rJe had performed. 

I f  you see the  date under my 

They d i d  the check. My reco l l ec t i on  i s  I got a 

voicemail message back from the ind iv idua l  i n  the  finance 

department, and because t h a t  was the on ly  piece o f  the overal l  

evaluation they saw, the question was posed t o  me i n  the 

voicemail message, we have checked the numbers, they are 

correct, i s  t h i s  the e n t i r e  cake o r  words t o  t h a t  e f fec t .  And 

I am responding back. 

Now, a t  t h a t  po in t  the c losest plan we had t o  the 

Al l-FPL plan was approximately 59 o r  $60 m i l l i o n  more expensive 
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than the  A l l  -FPL plan before the equi ty  penalty was added in .  

rherefore, there was a c lear  decision a t  t h a t  po in t  without 

adding i n  the equi ty  penalty. The equ i ty  penalty would have 

approximately doubled t h a t  d i f f e r e n t i a l ,  but  i t  was immaterial 

a t  t h a t  po int .  And, therefore, i n  response back t o  tha t  

Joicemail i n  corresponding back t o  Lisa, who worked f o r  t h a t  

ind iv idual  i n  finance, I have stated i n  the e-mail  t h a t  the  

2quity penalty i t  i s  not  on ly  the cake, meaning i t  i s  not the 

jec id ing factor ,  i t  i s  not even the i c ing ,  i t  i s  more l i k e  the 

2andle because i t  i s  immaterial t o  the  decision a t  t h a t  po in t .  

Q And t h a t  re la ted  t o  the i n i t i a l  RFP, correct? 

A That i s  correct .  

Q Now, you also used the equi ty  penalty i n  the 

Suppl emental RFP, correct? 

A Yes. It i s  a rea l  cost, so therefore we d i d  include 

it i n  both RFP evaluations. 

Q I want t o  show you an e x h i b i t  t h a t  was appended t o  

the testimony o f  Mr. S i lva ,  and I w i l l  j u s t  come over there i f  

it was okay w i th  the Chair and show him t h a t  and ask him a few 

questions about it. But, f o r  the record, I am going t o  ask him 

questions about RS-7 t h a t  was appended t o  Mr. S i l v a ' s  d i r e c t  

testimony . 
CHAIRMAN JABER: Thank you, M r  . Moyle. 

BY MR. MOYLE: 

Q M r .  S i m ,  I am showing you what i s  an e x h i b i t  t o  
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Mr. S i l v a ' s  testimony, and ask i f  you have seen t h a t  e x h i b i t  

before? 

A Yes, I have seen it. 

Q Okay. And j u s t  so I understand what t h a t  i s ,  there 

i s  an equi ty penalty cost, i s  t h a t  r i g h t ?  

A 

Q 

Yes, there i s  a column e n t i t l e d  equ i ty  penalty cost. 

Okay. So i f  I ' m  reading i t  r i g h t ,  under Group B 

there i s  an equi ty  penalty tha t  has been applied or  imposed o f  

$105 m i l l i o n ,  i s  t h a t  r i g h t ?  

A 

Q Yes. 

A That i s  correct .  The equ i ty  penalty cost t ha t  was 

You're looking a t  Group B? 

calculated i s  105 m i l l i o n  f o r  t h a t  group o f  proposals. 

Q And then i f  you look over t o  the r i g h t ,  the cost 

dif ference versus the  A1 1 - FPL i s  87 m i  11 ion,  correct? 

A That i s  correct .  

Q So would I be ca lcu la t ing  t h a t  r i g h t  i f  the equi ty  

penalty were not imposed t h a t  there would be a di f ference, 

dhatever 87 minus 105 i s ,  t h a t  t h a t  would be the  d i f ference 

between the Group B proposal and the  A1 1 -FPL plan? 

MR. GUYTON: I object  t o  the term imposed. I th ink  

Doctor S i m  has previously characterized t h a t  as i t  was applied. 

I t ' s  j u s t  a mischaracterization o f  h i s  testimony, i t ' s  

pre jud i  c i  a1 . 
CHAIRMAN JABER: Thank you, Mr. Guyton. Mr. Moyle, 
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your response, o r  rephrase the question. 

MR. MOYLE: We can use applied, the e q u i t y  penalty 

being appl i ed. 

BY MR. MOYLE: 

Q I t h i n k  the pending question was w i t h  respect t o  t h a t  

Group B there,  i f  you d i d n ' t  apply the  equ i ty  penalty, Group B 

would have had a lower cost than the  A l l  -FPL p lan,  correct? 

A The answer would be yes w i t h  two caveats. Number 

one, i f  we had removed a rea l  cost ,  i n  t h i s  case the  equ i ty  

penal ty cost ,  and the second i f  i s  i f  Bidder X ,  which has s inc 

withdrawn from the  case and withdrawn a l l  o f  t h e i r  proposals 

were s t i l l  around, which they are not.  So, therefore,  t h i s  

plan i s  no longer a feas ib le  o r  v iab le  contender. 

Q And Bidder X i s  the one I asked you about the  

settlement agreement wi th ,  r i g h t ?  

A Yes. 

Q The same question w i t h  respect t o  Group C. I f  you 

don ' t  apply the  equ i ty  penal ty i n  Group C, Group C beats FPL's 

a l l  cost proposal by $11 m i l l i o n ,  i s  tha t  correct? 

A No, I read i t  exac t ly  t h e  opposite. The cost 

d i f ference versus FPL i s  122 m i l l i o n .  I f  you were t o  remove 

the rea l  equ i ty  penal ty cost  o f  111 m i l l i o n ,  you would s t i l l  be 

$11 m i l l i o n  more expensive than t h e  A l l -FPL plan. 

Q Okay. So out o f  t h a t  group which ones are be t te r  

than the Al l -FPL plan i f  you d o n ' t  apply the  equ i ty  penalty? 
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A Currently today, none. 

Q And t h a t  is because of what happened w i t h  respec t  t o  
Group B t h a t  you just testified t o ?  

A With  Group B and w i t h  Group D .  Bidder X has 
withdrawn a l l  proposals and has withdrawn from the case.  

Q Okay. Thank you. To move the t h i n g  a long ,  I will  

le t  you hold onto t h a t  e x h i b i t ,  but  I will  need t o  grab i t  back 
from you. There has been some testimony from Mr. S i l v a  about 
the grouping of the bids .  You d i d n ' t  te l l  the bidders t h a t  
their b ids  would be grouped t o g e t h e r ,  d i d  you? 

A The supplemental RFP document d i d  i n d i c a t e  t h a t  we 
would eva lua te  them ind iv idua l ly  and/or i n  combination, so they 

were aware of t h a t .  
Q Did you te l l  them definitive 

evaluated i n  groups o r  d i d  you say  you 
groups? 

A I f  you will give me a moment 
supplemental RFP, I will get the exac t  

y t h a t  they would be 

may e v a l u a t e  them i n  

t o  check the 
language. On Page 18, 

and I will quote ,  "A proposal may be evaluated by i tself  o r  i n  

combination w i t h  o the r  proposa ls . "  So t h a t  was the language, 
Commissioners, t h a t  we put  i n t o  the supplemental RFP. However , 
we fe l t  i t  should have been obvious t o  the s o p h i s t i c a t e d  
organiza t ions  t h a t  would b id  i n t o  the RFP t h a t  w i t h  a capac i ty  
need of 1,122 megawatts i n  one year  and an add i t iona l  600 

megawatts i n  the o t h e r ,  t h a t  unless they chose a companion t o  
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JO i n  wi th ,  o r  i f  they proposed a f u l l  - -  a l a r g e  enough b i d  

from one or  more u n i t s  t o  f i l l  e i the r  one years f u l l  capacity 

ieeds or the e n t i r e  1,722-megawatt capacity needs, FPL would 

lave t o  combine them e i the r  w i t h  an FPL u n i t  o r  w i t h  other 

iu ts ide proposals. Otherwise there i s  no way we could meet our 

:apacities needs. So we d i d n ' t  fee l  l i k e  we needed t o  explain 

:hat they d e f i n i t e l y  would be included i n  w i t h  other proposals 

Ir w i t h  FPL un i t s .  We f e l t  i t  should have been obvious. 

CHAIRMAN JABER: Excuse me. Hang on one second. 

loctor  S i m ,  could you read me the language one more time, 

11 ease. 

THE WITNESS: Yes, Madam Chairman. The language 

-cads, "A proposal may be evaluated by i t s e l f  and/or i n  

:ombination w i t h  other proposals.' ' 

CHAIRMAN JABER: Thank you. 

3Y MR. MOYLE: 

Q 

A 

So you don ' t  read may t o  say t h a t  i t  w i l l  be, do you? 

No but  then again we d i d n ' t  know what type o f  

woposals we were get t ing.  I n  the i n i t i a l  RFP we had a t  leas t  

one bidder t i a t  t r i e d  t o  f i l l  the e n t i r e  1,722 megawatts by 

themselves. I n  t h a t  case they would not  have been combined 

wi th  another proposal, but  we f e l t  i t  was obvious t h a t  anybody 

who came i n  a t  a r e l a t i v e l y  small amount o f  megawatts would 

have t o  be combined w i t h  somebody otherwise there  i s  no way we 

could create a plan t o  meet the  f u l l  need. 
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Q An and/or i n  t h a t  sentence t h a t  you read, those have 

d i f f e r e n t  meanings, do they not? 

A 

Q 

And or  do mean d i f f e r e n t  things, yes. 

You're a doctor, so I ' m  going t o  ask you t h i s  

question. One i s  conjunctive and the other i s  d is junct ive,  

would t h a t  be a f a i r  statement? 

A I ' m  not t ha t  k ind o f  doctor. 

Q The dependent consultant t ha t  you used, you re fe r  t o  

him as independent because he i s  not employed by FPL, correct? 

He i s  r e a l l y  an outside consultant? 

A He i s  an outside consultant and conducted an 

independent evaluation. 

Q 

A Yes, those were h i s  inst ruct ions.  

Q 

And you bel ieve t h a t  h i s  evaluation was independent? 

Now, were you aware t h a t  - - o r  do you know d i d  your 

consultant ever t a l k  t o  you and say words t o  the  e f f e c t  o f  why 

are you guys going w i t h  the 1,722, you would get more 

proposals, more combinations o f  proposals f you only went out 

and asked f o r  the megawatts represented by the Manatee u n i t .  

Did you ever t h a t  conversation o r  words t o  t h a t  e f fec t?  

A As long as you termed i t  words t o  t h a t  e f fec t ,  yes. 

I n  the  i n i t i a l  RFP, Mr. Taylor, the  president o f  Sedway 

Consulting, asked us would you consider an expansion plan t h a t  

f e l l  15 megawatts short  i n  the year 2005. And a f t e r  th ink ing  

about i t  we answered no. The impression we th ink  we gave and 
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the one we intended t o  g ive i n  the RFP i s  we would go out and 

meet a 20.0 percent reserve margin, and t h a t  i s  what we want t o  

be held t o  here. And there were a v a r i e t y  o f  reasons f o r  t h a t .  

I ' m  not  an expert on computer modeling, but  i s n ' t  i t  

t rue  t h a t  i f  you ran the  model j u s t  f o r  the Manatee u n i t  alone 

t h a t  you would have gotten more options than when you ran i t  

f o r  both u n i t s  combined? 

Q 

A Do you mean by t h a t  question i f  we had run it - - i f  

we had run the computer model t o  se lect  expansion plans f o r  

1,107-megawatt need? 

Q Yes. 

A Okay. Mathematically I t h i n k  the  answer i s  yes. I 

mean, given a set  number o f  options t h a t  you have, the lower 

the threshold you have t o  h i t ,  the more theo re t i ca l  

combinations could meet tha t .  But, again, t h a t  would ignore 

the f a c t  t h a t  we had agreed w i t h  the  Commission t o  plan t o  a 

20.0 percent reserve margin. That was the  impression we gave 

i n  the  RFP and t h a t  was the  path t h a t  we decided t o  take and 

not deviate from i n  the  evaluation. 

We are ge t t i ng ,  as we can see today a number o f  

questions as t o  why we d i d  no t  do what we sa id we would do, bu t  

I would much pre fer  f o r  the  company t o  be i n  t h a t  stance and be 

t ry ing t o  answer questions as t o  why d i d  you no t  play the  game 

the way you sa id you would p lay  i t  ra ther  than having made 

changes, come i n  a t  a smaller amount o f  megawatts, and be 
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iccused o f  changing the rules o f  the game a f t e r  the bids had 

:ome i n .  

Q I am going t o  - - I th ink ,  I guess, you are answering 

yes o r  no. Your counsel w i l l  have a chance t o  ask you a l o t  o f  

questions on red i rec t .  I have a few more questions. 

MR. GUYTON: I move t o  s t r i k e  t h a t  l as t  remark. It 

i s  not pa r t  o f  a question. 

CHAIRMAN JABER: NO. 

3Y MR. MOYLE: 

Q You t e s t i f i e d  i n  rebut ta l  - -  i n  general term , I ' m  

going t o  t r y  t o  speed i t  along and not  r e f e r  you t o  i t  unless 

you fee l  you need t o  f i n d  it. But t h a t  a l o t  o f  proposals were 

-eceived - -  because a l o t  o f  proposals were received t h a t  t h a t  

to your way of. th ink ing  indicated t h a t  the  terms o f  the RFP 

vere f a i r ,  i s  t h a t  correct? 

A 

test i mony? 

Can you po in t  t h a t  passage out i n  my rebut ta l  

Q You don ' t  reca l l  it? 

A 

Q I t h i n k  i t  i s  on Page 2, Line 17. 

A 

Q To your way o f  th ink ing,  because a number o f  

I would simply l i k e  t o  re f resh  my memory. 

And your question again was, please? 

x-oposals were received, you bel ieve t h a t  t h a t  indicates t h a t  

the terms o f  the  RFP were f a i r ,  i s  t h a t  correct? 

A I bel ieve what i t  ind icates i s  t h a t  w i t h  the number 
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o f  b ids  we got, there was not widespread viewing o f  t h i s  RFP as 

being fundamentally un fa i r .  Otherwise why would these 

sophist icated organizations have b i d  i n t o  it. 

Q Are you aware o f  the present legal  l i m i t a t i o n s  w i th  

respect t o  the a b i l i t y  t o  construct power p lants  i n  the State 

o f  F lor ida? 

A I have general knowledge o f  some o f  that, but I am 

c e r t a i n l y  no legal expert on tha t .  

Q Are you aware o f  the Duke decision t h a t  the F lor ida 

Supreme Court handed down? 

A 

Q 

Only i n  the broadest terms. 

No bidder ever t o l d  you t h a t  they thought the terms 

o f  the RFP were f a i r ,  d i d  they? 

A I don ' t  reca l l  asking them t h a t  question, but  t o  

answer your question d i r e c t l y ,  no, I don ' t  r e c a l l  any o f  them 

saying t h i s  i s  f a i r .  I don ' t  r e c a l l  any o f  them u n t i l  the  

testimony saying i t  was un fa i r ,  e i t he r .  

Do you have any knowledge as t o  whether Duke decided Q 
not t o  b i d  because they thought the  terms o f  the RFP were 

unfair? 

A No. Duke indicated they were going t o  b i d  t o  the 

i n i t i a l  RFP. They d i d  not meet the  deadline. They were 

Eontacted i n  regard t o  d i d  they s t i l l  intend t o  b id ,  and they 

never did.  And we never heard from them i n  the supplemental 

IFP . 
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Q The bidders were allowed t o  take exceptions t o  the 

terms i n  the RFP, correct? 

A Yes t o  v i r t u a l l y  any term or  condi t ion other than the 

minimum requirements t o  the RFP. 

Q Did you view the RFP document as g i v i n g  you the 

a b i l i t y  t o  not consider a b i d  fur ther  i f  i t  had stated 

exceptions? 

A 

Q 

Can you repeat the question, please? 

Sure. Did you consider the RFP t o  g ive  you the 

a b i l i t y  t o  not consider a b i d  fu r ther  because exceptions w r e  

stated t o  the terms o f  your supplemental RFP? 

A Yes, but on ly  t o  the extent t ha t  the  exception would 

be t o  one o f  the minimum requirements. Otherwise, no. 

Q You d i d n ' t  ind ica te  anywhere i n  the RFP t h a t  you 

could take exception t o  terms not w i t h i n  the minimum 

requirements and not run the r i s k  o f  being d i squa l i f i ed ,  d i d  

you? 

A The RFP contains no language t h a t  says i f  you take 

exception you may be d i  squal i f i ed. 

Q A l l  i t  gives bidders w i t h  respect t o  d i r e c t i o n  i s  

an 

tha t  you prefer  responses w i t h  fewer exceptions as compared Lo 

more, correct? 

Yes, which i s  a reasonable stance t o  take we f e l t .  

And i t  was your understanding, was i t  not,  t ha t  i f  a 

bidder d i d n ' t  take any exceptions t o  the RFP, t h a t  indicated 

A 

Q 
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t h a t  they agreed t o  the terms of the RFP? 

A Yes, we fel t  i t  was the ob l iga t ion  of the bidder t h a t  
i f  they had a problem w i t h  any of the nonminimum requirements, 
terms, and conditions, t o  bring i t  up and as instructed t o  
propose a1 ternative 1 anguage for us t o  consider. 

Q So would you take t h a t  then as a starting poin t  w i t h  

negotiations t o  go i n  and indicate t h a t  everything t h a t  you set 
forth i n  the RFP was presumed t o  be agreed to? 

A Yes, I t h i n k  i t  would be a reasonable starting po in t  

t o  go i n t o  negotiations with. 

Q And do you t h i n k  t h a t  i s  a fair  way t o  proceed, t o  
basically a t  this poin t  i n  the process when bidders are working 
t o  p u t  together d a t a  t o  require them, i n  effect, t o  commit t o  
every provision i n  your RFP unless they take exception t o  i t ?  

A I'm sorry, I lost the train of your question. Could 

you repeat, please. 
Q Sure. Do you t h i n k  t h a t  t h a t  is  fa i r  a t  this po in t  

i n  the process when bidders are under a time constraint t o  
prepare their response t o  the b i d ,  t o  a lso ask them t o  go and 

identify every term and condition i n  the RFP t h a t  they may not 
necessarily agree t o  i n  subsequent negotiations? 

A Yes, I t h i n k  i t  i s  fair  for a couple of reasons. 
Everybody was operating under the same rules and the same time 
constraints and the time constraints for the schedule had 

generally been agreed upon by the IPPs when we agreed 
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J o l u n t a r i l y  t o  issue a supplemental RFP. And i f  they had a 

3roblem w i t h  i t  and d i d n ' t  feel i t  was f a i r ,  they d i d n ' t  have 

to b i d .  

Q Did you consider  the response t o  the RFP t o  be the 
s t a r t  of negot ia t ions? 

A No, I personal ly  d i d  not .  
Q And, aga in ,  I t h i n k  you answered this,  b u t  the 

bidders weren't t o l d  what would happen t o  them i f  they took a 
number of exceptions o t h e r  than t h a t  their bid would be viewed 
d i t h  less favor than those  t h a t  took fewer except ions ,  c o r r e c t ?  

A No, we d i d n ' t  t e l l  them what would happen because we 
d i d n ' t  know, because we d i d n ' t  know how many except ions they 

ifJould t a k e ,  what they would t ake  exception t o ,  o r  what 
a l t e r n a t i v e  language they would propose. Some we might have 

found innocuous, o t h e r s  we might have found something t h a t  we 
r e a l l y  would have a tough time l i v i n g  live. So u n t i l  the b ids  

came i n  we had no idea how we would r e a c t  o r  could r e a c t  t o  i t .  

Q Are you f a m i l i a r  w i t h  the l e g i s l a t i v e - o u t  provis ion 

t h a t  was contained i n  the i n i t i a l  RFP? 

A Yes, I r e c a l l  i t .  

Q In general terms, I'm not going t o  hold you t o  the 
language, bu t  just desc r ibe  f o r  me w h a t  you understood t h a t  
provision t o  provide? 

A E s s e n t i a l l y  t h a t  i f  the regula ted  market changed t o  
an unregulated market, FPL could on a f a i r l y  s h o r t  per iod of 
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t ime terminate the contract o r  shorten i t  considerably. 

Q And a t  the time d i d  you bel ieve t h a t  was a f a i r  

requirement t o  place on the bidders? 

A Those ind iv idual  s - - the answer i s  yes. Those 

ind iv idua ls  a t  FPL who craf ted tha t  language f e l t  t ha t  t ha t  was 

a reasonable approach t o  take. 

Q Do you as you s i t  here today, have a concern tha t  

t h a t  might be an arrangement tha t  would be d i f f i c u l t  t o  have 

f i nanced? 

A No, I don ' t  have any concern about i t  whatsoever, 

because we took i t  out o f  the supplemental RFP. 

Q But w i t h  respect t o  the i n i t i a l  RFP, i f  i t  had 

remained i n  do you th ink  tha t  would be a term t h a t  would prove 

problematic i n  f inancing a deal? 

A I don ' t  bel ieve we saw evidence o f  t h a t  i n  the bids 

t o  the i n i t i a l  RFP. I can only r e c a l l  genera l ly  a couple o f  

exceptions t h a t  even discussed the l e g i s l a t i v e - o u t  language. 

I f  i t  had been a severe problem, I would have thought every b i d  

would have contained t h a t  on the exception page. 

Q Okay. I ' m  going t o  show you a document and I ask you 

a couple o f  questions about it. 

tha t  has been i d e n t i f i e d  as FPL Document 00104856ND and 857ND 

and ask i f  you would i d e n t i f y  t ha t  document. 

I am showing you a document 

A I t ' s  a ser ies o f  three e-mai ls from Sam Waters and t o  

Sam Waters t o  and from Armando Ol ivera,  Paul Evanson, B i l l  
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Walker and others. 

Q And are you carbon copied on a t  least a portion of 

Sam Waters? 
I was 

t h a t  e-mail, the one dated 4/18/02, 6:07 p.m. from 
A Yes. What appears t o  be the f i r s t  e-mai 

copied on. 
Q And t h a t  references some changes you a l l  made t o  the 

supplemental RFP as compared t o  the i n i t i a l  RFP, correct? 
A I t  discusses changes t h a t  were being contemplated t o  

the supplemental RFP document. 
Q Okay. The legislative-out provision t h a t  I just 

discussed, you dropped t h a t  provi si on, correct? 
A T h a t  i s  correct. 

Q Let me direct your attention t o  the reg-out provision 
and ask you i f  you would t o  read the two paragraphs under the 
reg-out provision? 

A On the second page? 
Q Yes. 
A The RFP specified t h a t  FPL would have the right t o  

terminate a contract i f  any regulatory agency, specifically the 
PSC or FERC, disallowed any portion of the contract costs for 
cost - recovery. This i s  beyond the regul atory-out  provision 
t h a t  the Commission has approved i n  the past. Suggested 
remedy: Return t o  the o ld  form o f  the regulatory-out provision 
t h a t  states t h a t  FPL will  simply not  pay t h a t  portion of the 
contract costs not a1 lowed for cost - recovery. The bidders w i  11 
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s t i l l  complain, but i t  i s  less onerous and c e r t a i n l y  f a r  less 

r i s k  than our r i g h t  t o  cancel the contract. It i s  e n t i r e l y  

possible t h a t  the Commission would throw t h i s  out i f  they have 

any say i n  the contract design. They have re jected i t  i n  

recent standard o f f e r  contracts. 

Q Do you know what i s  being refer red t o  when the e-mail 

says, "They have rejected i t  i n  recent standard o f f e r  

contracts, I' what i s i t  re fer red  to?  

A It appears t o  be r e f e r r i n g  t o  some form o f  a 

regul a tory-  out provi  s i  on design. 

Q Do you know i f  the regulatory-out prov is ion t h a t  i s  

contained i n  the supplemental RFP i s  s im i la r  t o  ones t h a t  have 

been rejected i n  recent standard o f f e r  Contracts? 

A No, I have no knowledge o f  regulatory-outs i n  

standard o f f e r  contracts. 

Q 
A That i s  correct .  

Q Page 8 o f  your rebut ta l  testimony. You t a l k  about 

So you don ' t  know one way o r  the other, correct? 

weights being assigned and ind icate,  I believe, t h a t  

pre-assigning weights simply does not work and i s  very 

d i f f i c u l t  t o  implement. Do you r e c a l l  t ha t  statement? 

A Yes, I have i t  i n  f r o n t  o f  me. 

Q Are you aware o f  RFP processes i n  which weights have 

been assigned? 

A I par t ic ipa ted  i n  one t h a t  FPL issued i n  the  e a r l y  
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'90s. 

Q Are you aware o f  the s tate procurement process, how 

the State o f  F lor ida usual ly obtains products, goods, and 

Zommodities? 

A No. 

Q So you wouldn't know whether weights a re  used i n  tha t  

irocess one way or  the other, would you? 

A No. 

Q You would agree t h a t  not having weights causes more 

subjective judgments about proposals than i f  weights were 

iss i  gned t o  c r i  t e r i  a,  woul dn ' t you? 

A Yes, i t  increases, I th ink ,  the s u b j e c t i v i t y  and also 

increases the f l e x i b i l i t y ,  which I th ink  i s  more t o  the point .  

C t h i nk  i t  i s  good t o  have f l e x i b i l i t y  because when b ids come 

in and you are looking a t  nonprice factors,  unless you know 

2xactly what type o f  b ids you have, you don ' t  know what you are 

?valuating ahead o f  time. So i t  i s  simply not possible t o  

nathematically design weights t o  f i t  a set  o f  proposals tha t  

i r e  unknown t o  you beforehand. 

Q Okay. You're saying i t ' s  very d i f f i c u l t  t o  do. The 

) i d  r u l e  doesn't preclude you from t r y i n g  t o  do it, does it? 

A I ' m  sorry, the b i d  r u l e  - -  
Q The b i d  r u l e  doesn't preclude you from t r y i n g  t o  

issign some weights o r  a t  l eas t  some range o f  p a r t i c u l a r  

/eights when you put out an RFP? 
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A I don' t  bel ieve the b i d  r u l e  gives d i r e c t i o n  one way 

o r  another i n  regard t o  weights. 

Q Okay. I n  your rebut ta l  testimony you have some 

discussion about a l e t t e r  from a Mr. Caldwel 1 , correct? 

A Yes. 

Q And you are responding t o  a l e t t e r  t h a t  Mr. Caldwell 

sent t o  the Public Service Commission, i s  t h a t  r i g h t ?  

A Well, I am responding t o  i t  i n  the context t h a t  your 

c l  i e n t  ' s representative, M r .  Egan, attached i t  and included i t  

as p a r t  o f  h i s  p r e f i l e d  testimony. 

Q Are you aware t h a t  Mr. Caldwell worked f o r  FPL f o r  

over 20 years? 

A U n t i l  you j u s t  said it, I had no idea o f  the length 

o f  t ime he had worked f o r  FPL, so subject t o  check. 

Q Okay. I t ' s  set  f o r t h  i n  h i s  l e t t e r .  You were 

commenting on h i s  l e t t e r ,  so I was asking you i f  you had any 

independent knowledge as t o  what he said i n  h i s  l e t t e r  t h a t  he 

rJorked f o r  FPL fo r  over 20 years? 

A That piece o f  informat ion i n  the l e t t e r  was o f  l i t t l e  

importance i n  the context I was reading i t  i n ,  so - - 
Q Do you know i f  Mr. Caldwell s t i l l  has re la t ionships 

o r  contacts w i t h i n  F lo r ida  Power and L ight? 

A No, I do not know M r .  Caldwell , so I don ' t  know who 

he might s t i l l  have as a f r i e n d  o r  a contact a t  FPL. 

MR. MOYLE: I ' m  going t o  pass out t h a t  l e t t e r ,  i f  I 
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:an. Madam Chair, I j u s t  have a few more questions, but I 

noticed I think I have omitted t o  have these exhib i ts  tha t  I 

have been handed out marked f o r  i d e n t i f i c a t i o n  purposes. I f  

you would maybe ass is t  me i f  you could i n  tha t  regard. 

CHAIRMAN JABER: Sure. Since they are a l l  e-mails, 

do you have any objection t o  grouping the e-mails together as a 

composite exhib i t?  

MR. MOYLE: NO. 

CHAIRMAN JABER: We w i l l  i d e n t i f y  the two documents 

you passed containing e-mails as Composite Exhib i t  13. Those 

are e-mails from and t o  FPL employees. And then are you asking 

that the l e t t e r  from M r .  Caldwell be i d e n t i f i e d  as an exhib i t?  

MR. MOYLE: Please. 

CHAIRMAN JABER: That w i l l  be Exhib i t  14. And tha t  

i s  a February l l t h ,  2002 l e t t e r  from Michael T. Caldwell t o  me. 

(Exhibits 13 and 14 marked f o r  i den t i f i ca t i on . )  

BY MR. MOYLE: 

Q Let me s h i f t  gears. Page 29 o f  your testimony, o f  

your rebuttal testimony. There has been a discussion about 

bids and whether the bids are binding. Let me re fe r  you t o  

Page 29, Line 8. You state, "So a suggestion tha t  bids are not 

binding without a contract, or even a f t e r  they are committed t o  

contract i s  not accurate." You're not t e s t i f y i n g  tha t  

contracts are not binding, are you? 

A I guess i t  depends upon the d e f i n i t i o n  you apply t o  
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binding. I f  you mean i t  never changes, then I would say, no, a 

contract i s  not binding, because some contracts are contested 

and are changed. 

Q Do you know o f  a bet ter way t o  obl igate part ies t o  

perform cer ta in  things than a contract? 

A No, I don' t  know o f  a bet ter  way, but once a contract 

i s  signed doesn't mean i t  i s  never changed or contested, 

e i ther .  

Q With respect t o  the supplemental RFP, i s n ' t  i t  t rue  

tha t  the supplemental RFP was done i n  large p a r t  because o f  

FPL's f a i l u r e  t o  i d e n t i f y  the Manatee u n i t  i n  the i n i t i a l  RFP? 

MR. GUYTON: Objection t o  the characterization as t o  

the f a i l u r e  t o  i d e n t i f y  Manatee i n  the or ig ina l  RFP. 

stated without the pre jud ic ia l  phrasing. 

It can be 

CHAIRMAN JABER: Mr. Moyle, would you l i k e  t o  

rephrase your question or do you want - -  
MR. MOYLE: I w i l l  rephrase. 

BY MR. MOYLE: 

Q Did FPL i d e n t i f y  the Manatee u n i t  

RFP? 

A 

Q Yes. 

A No, we d i d  not. 

As the next planned generating un' 

i n  i t s  or ig ina l  

t? 

Q And because i t  d i d n ' t  i d e n t i f y  Manatee as the next 

planned generating u n i t ,  wasn't t h a t  i n  pa r t  the reason why FPL 
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conducted a supplemental RFP? 

A My answer would be no, not d i rec t l y .  

Q That's f ine.  I don' t  want t o  hear the reason. 

A My understanding o f  why we issued a supplemental RFP 

was t h a t  there was concern expressed tha t  i f  the RFP process 

were dragged on wi th  lengthy appeals we might miss the time 

window by which we or a number o f  the other bidders could br ing 

capacity on- l ine  t o  meet the 2005 need. A quick look said t h a t  

i f  we were t o  go back and open up the bidding process w i th  a 

supplemental RFP and d id  i t  on an expedited basis we could 

perhaps clear a number o f  these items o f f  the tab le  up f ron t ,  

get the process done and s t i l l  have time f o r  both FPL and fo r  

most o f  the bidders t o  s t i l l  get t h e i r  capacity on - l i ne  f o r  

2005. And we thought tha t  was a prudent course t o  take, so we 

did. 

Q One more document, Mr. S i m ,  and I th ink  we are done. 

CHAIRMAN JABER: M r .  Moyle, i f  you want t h i s  

ident i f ied ,  could you please give me a short t i t l e ?  

MR. MOYLE: Sure. This i s  an e-mail w i th  attachment 

from Sam Waters t o  Kathy Scott w i th  Mr. S i m  being carbon 

copied. That w i l l  be Number 15? 

CHAIRMAN JABER: Yes. Hearing Exhib i t  15 w i l l  be an 

e-mail w i th  attachment from Sam Waters t o  Kathy Scott. 

(Exhibi t  15 marked f o r  i den t i f i ca t i on . )  

BY MR. MOYLE: 
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Q I am showing what you has been marked f o r  

i d e n t i f i c a t i o n  as Exhib i t  15. Could you please i d e n t i f y  t h i s  

document and t e l l  me whether you have seen i t  before? 

A Yes, I have seen i t  before. It appears t o  be a d r a f t  

o f  a newspaper or  magazine advertisement t h a t  FPL was about t o  

put out t o  pub l i c ize  the i n i t i a l  RFP issuance. That i s  on the 

f i r s t  page, and the second and t h i r d  pages are a d r a f t  o f  key 

messages f o r  FPL's media re la t i ons  fo lks  t o  use i n  responding 

t o  i nqu i r i es  from the media. 

Q Who draf ted the key messages, do you know, found on 

Page 3 o f  the document? 

A My reco l lec t ion  i s  t h a t  the i n i t i a l  d r a f t  o f  t h i s  was 

done by one o f  our corporate communications fo l ks ,  Kathy Scott. 

Q Okay. On the bottom o f  the f i r s t  page, there i s  an 

underlined sentence tha t  says FPL reserves the r i g h t  t o  r e j e c t  

any and a l l  b ids per Paul Evanson. Do you know why M r .  Evanson 

was wanting t o  s p e c i f i c a l l y  reserve the r i g h t  t o  r e j e c t  a l l  

bids? 

A No, I don ' t  know tha t ,  but  I do know t h a t  t h a t  does 

appear i n  the RFP documents. 

Q Okay. With respect t o  the key messages, the  next 

page, the f i r s t  b u l l e t  po in t ,  there are some words t h a t  are 

omitted. And i t  says, "FPL re i te ra ted  a t  a PSC workshop t h a t  

the company has a need f o r  new generating capacity and plans t o  

meet tha t  need by construction." That was the  language t h a t  
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was inserted. The or ig ina l  language said plans t o  b u i l d  2,150 

megawatts. Do you know was tha t  Mr. Evanson's language tha t  

was i n  t h a t  o r ig ina l  one o r  Kathy Scot t ' s ,  or  do you know? 

A 

Q Yes. 

A 

The crossed out passage, plans t o  b u i l d  2,150? 

I believe t h a t  was Kathy Sco t t ' s  language which was a 

carryover from a s i m i l a r  communication t h a t  was used t o  

announce the ten-year s i t e  plan t h a t  had come out some months 

before i n  which we d i d  announce t h a t  we were going t o  b u i l d  

2,150 megawatts. 

MR. MOYLE: Okay. Could I j u s t  have one quick 

second? I have no fur ther  questions. 

CHAIRMAN JABER: Thank you, Mr. Moyle. Mr. 

McGl o t h l  i n .  

CROSS EXAMINATION 

BY MR. McGLOTHLIN: 

Q Doctor S im,  Joe McGlothlin w i t h  F lo r ida  PACE. 

A Yes, s i r .  

Q I n  response t o  one o f  

you said t h a t  you f e l t  i t  would 

anyLhing t h a t  was not received 

statement ? 

the questions from Mr. Moyle, 

be inappropr iate t o  consider 

n the RFP. Do you reca l l  t h a t  

A Yes, I made a statement general ly along those l i nes .  

Q And the reference was t o  the  p o s s i b i l i t y  o f  a one 

year 15-megawatt purchase. I f  I understand the  response 
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co r rec t l y ,  your answer was t h a t  you or FPL d i d  n o t  consider a 

one year 15-megawatt purchase because you d idn ' t  want t o  go 

outside the confines o f  the  RFP, i s  t h a t  r i g h t ?  

A Yes. 

Q But a t  the same time, i s n ' t  i t  t r u e  that i n  issu ing 

the  RFP you inst ructed bidders no t  t o  o f f e r  

15 -megawatt purchase? 

A That i s  correct .  

Q I s  t h a t  what we c a l l  a Catch-22? 

A No, I don ' t  t h i n k  so. I mean, wh 

a one year 

r e  basi t we a l l ?  

r e f e r r i n g  t o  i s  a s h o r t f a l l  o f  capacity i n  2005 i f  the Manatee 

u n i t  was going t o  be b u i l t .  The bidders could have b i d  the 

minimum amount, as was done, a three year 50-megawatt purchase, 

which would e a s i l y  f i l l  t h a t  need and provide a l i t t l e  b i t  o f  

cushion which might have been nice.  Maybe no t  necessary, bu t  

would have been nice. 

Q But you sa id the  reason you d idn ' t  consider a one 

year 15-megawatt purchase i s  because nothing was o f fe red  i n  the  

RFP, r i g h t ?  

A Nothing was o f fe red  i n  response t o  the  RFP, t h a t  i s  

correct .  

Q And the RFP precluded anyone from o f f e r i n g  a one year 

15-megawatt purchase, i s  t h a t  r ght? 

A That i s  correct .  But i t  d id  no t  prevent someone from 

bidding a three year 50-megawatt purchase o r  a f i v e  year 
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200-megawatt purchase and saying, oh, by the  way, we are 

b idd ing  exact ly  according t o  the l i n e s  o f  the  RFP, but  i f  you 

want t h i s  f o r  fewer years than three o r  f o r  a smaller amount o f  

megawatts, we are w i l l i n g  t o  discuss t h a t  w i t h  you. 

Q Really. Would t h a t  have complied with the minimum 

terms o f  the RFP? 

A Yes, because they would have submitted a b i d  t h a t  was 

three years and 50 megawatts, t h a t  complies and they also would 

have been ind i ca t i ng  t o  us t h a t  i f  we wished t o  discuss 

something out o f  t h a t  they were w i l l i n g  t o  discuss i t  w i t h  us. 

A l l  r i g h t .  E a r l i e r  you sa id you d i d  no t  want t o  go Q 
outside the confines o f  the RFP, now you ' re  saying t h a t  a 

bidder can enlarge the RFP by simply o f fe r i ng?  

I ' m  saying they can o f f e r ,  I ' m  no t  saying whether o r  A 

not  we would take it. 

Q In te res t ing .  You sa id e a r l i e r  t h a t  you thought i t  

would be inappropr iate t o  change the  r u l e s  o f  t h e  game. Do you 

remember tha t?  

SUPP 

mode 

A 

Q 
emei 

A 

Q 
i ng 

Yes. 

Do you regard the  minimum terms and condi t ions o f  the  

t a l  RFP t o  be par t  o f  the  r u l e s  o f  t he  game? 

Yes. 

I have a ser ies o f  questions t h a t  r e l a t e  t o  the 

t h a t  was done i n  conjunction w i th  the  evaluat ion o f  

the s e l f - b u i l d  options and the proposals t h a t  were submitted. 
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And would you agree t h a t  a t  least one objective of the modeling 
exercise i s  t o  quant i fy  and then compare the production costs 
associated w i t h  fo ld ing  any of the proposals including the 
self-build opt ion i n t o  the FPL system? 

A Production cost is  certainly a component t h a t  one 
considers i n  evaluating options. 

Q Would you a l so  agree t h a t  i n  this exercise of 

quantifying and estimating production costs, a modeler attempts 
t o  replicate and express mathematically the way the system 
actually operates and incurs costs i n  operating? 

A 

Q 
A 

What was the last part of your question, please? 
And incurs costs when operating? 
I would agree t o  the extent feasible w i t h  the 

constraints of the modeling exercise you are i n ,  yes. 

Q Would you agree t h a t  the closer the modeler comes t o  
being able t o  f a i t h f u l l y  replicate the way the system incurs 
costs while operating the more precise or the more accurate the 
estimate of costs will  be? 

A I would agree t h a t  - -  i f  I understand your question 
correctly, the more precise you are the more accurate the 
modeling results are, b u t  t h a t  does not  necessarily translate 
i n t o  a more meaningful analysis i f  w h a t  you are becoming more 
accurate w i t h  i s  a relatively small differential between 
options. 

Q Well, my question goes t o  the objective of accuracy 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

370 

and precision. 
precision, do you agree w i t h  me t h a t  the way t o  get greater 
accuracy and precision is  t o  conform the modeling as closely as 
possible t o  the way the real system actually operates and 

incurs costs? 

I f  one has the objective of accuracy and 

A A1 1 else equal, yes, I would agree. B u t  I also would 

state t h a t  i f  you are trying t o  chase greater accuracy for 
something t h a t  has relatively l i t t l e  value i n  making a 
decision, i t  is  basically wasted motion. 

In performing the comparisons and i n  

impact of the proposals on the system, you emp 
computer program, is t h a t  correct? 

A Yes, t h a t  is  correct. 

Q model i ng t h  

oyed the EGEAS 

Q Would you agree w i t h  me t h a t  considering the actual 
physical system and the way i t  operates, t h a t  the generating 
unit's output  f uctuates up or down w i t h i n  the operable range 
i n  an effort t o  maintain economic dispatch? 

A W i t h i n  certain constraints, yes. 

Q 
A Perhaps environmental constraints, engineering 

What constraints do you have i n  mind? 

constraints on particular types of units, e t  cetera. 

Q Now, when you employed EGEAS t o  model the impact of 

the proposals on the system, is  i t  true t h a t  you modeled the 
FPL units as either being completely - -  their capacity being 
completely i n  the system or completely ou t ,  sort of a l l  or 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

371 

lone? 

A Yes. The same wi th  the outside proposals. 

Q Okay. I s  tha t  described as single segment modeling? 

A I ' m  not f a m i l i a r  w i th  tha t  term. 

Q Okay. May we use t h i s  s ingle segment descript ion t o  

i den t i f y  the pract ice o f  including a l l  or  none o f  the u n i t  i n  

the model f o r  purposes o f  our conversation? 

A Again, I ' m  not f a m i l i a r  w i th  tha t  term. 

Q I s  i t  t rue  tha t  EGEAS i s  capable o f  t rea t i ng  those 

i n i t s  i n  mul t ip le  segments rather than a s ingle segment? 

A Yes, I do believe i t  has tha t  capab i l i t y .  

Q Would you agree tha t  t rea t i ng  un i ts  as avai lable i n  

several segments rather than one segment i s  closer t o  the r e a l  

system than the choice o f  using a l l  or none? 

A Well, again, I ' m  not f a m i l i a r  w i th  the d e f i n i t i o n  you 

lave i n  mind o f  segments, but we asked i n  the outside proposal 

l i d s  and f o r  the FPL un i ts  t o  have the un i ts  broken out i n t o  

what I c a l l  operational modes, a base operational mode, a duct 

f i r i n g  mode, and a peak f i r i n g  mode. Some o f  the bids went 

fur ther and had power augmentation operational modes thrown i n .  

And t o  the extent tha t  the bids and the FPL un i t s  provided heat 

rates and capacities f o r  those operational modes, we modeled 

those 1 inked together but as separate un i ts .  

Q I am speaking now o f  the FPL ex i s t i ng  uni ts ,  which as 

I understand i t  you chose t o  model a l l  or  none, i s  tha t  
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cor rec t?  

A Yes. 

Q EGEAS has the capabi 1 i t y  o f  enabl i n g  you t o  model 

those i n  several segments ra ther  than a l l  o r  none t o  represent 

p a r t i a l  capacity as opposed t o  f u l l  capacity, correct? 

A I ' m  not sure. It has been a number o f  years since I 

ran t h e  EGEAS model, so I c a n ' t  answer t h a t  question 

d e f i n i t i v e l y .  

Q Assume f o r  the moment t h a t  EGEAS has t h a t  capab i l i t y .  

Would you agree t h a t  modeling the un i t s  as ava i lab le  i n  e i t h e r  

p a r t i a l  or  f u l l  capacity i s  c loser t o  the way the  rea l  system 

works than modeling them as a l l  or  none? 

A It may be. 

Q 

A 

I s  there any doubt i n  your mind? 

Depending upon how you would break them out you might 

not match exact ly how the u n i t s  were dispatched, bu t  i n  general 

I would agree w i th  you. 

Q Would you agree the  actual physical system commits 

and decommits generating u n i t s  based on economic c r i t e r i a ?  

A 

Q 

A t  l eas t  i n  pa r t ,  yes. 

Do you have i n  mind the constraints tha t  you 

mentioned e a r l i e r ?  

A Constraint such as environment constraints,  

transmission constraints,  e t  cetera. 

Q I s  i t  t r u e  t h a t  EGEAS has no c a p a b i l i t y  o f  
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i d e n t i f y i n g  which u n i t s  w i l l  be committed o r  decommitted 

because t h a t  type o f  l o g i c  i s  not incorporated i n  the  model? 

A Again, i t  has been too long since I r a n  the model t o  

be able t o  answer t h a t  w i t h  confidence. 

Q Would you agree that  one would more c l o s e l y  rep1 i c a t e  

r e a l i t y ,  physical r e a l i t y  i f  one used a model that had the 

a b i l i t y  t o  commit and decommit u n i t s  mathematically i n  the same 

way they are committed i n  the rea l  system? 

A I would agree i t  would be t te r  approximate r e a l i t y ,  

whether i t  would provide more meaningful r e s u l t s  i s  another 

issue. 

Q Do you agree w i t h  me t h a t  look ing a t ,  again, the rea l  

physical system, u n i t s  s t a r t  and stop based upon economic 

c r i t e r i a ?  That the operator o f  the system s t a r t s  and stops 

u n i t s  based upon economic c r i t e r i a ?  

Yes, a t  l e a s t  i n  p a r t  on economic c r i t e r i a .  

And i f  you know, i s  i t  t r u e  t h a t  EGEAS has no s t a r t  

ogic b u i l t  i n t o  the  program? 

Let me answer your question - -  I t h i n k  a two-par t  

I bel ieve the  version o f  the model t h a t  we have does 

not  have that  capab i l i t y ,  whether more recent versions o f  the  

model have t h a t  c a p a b i l i t y ,  I d o n ' t  know. You seem t o  be 

asking the question o f  t h e  EGEAS model o f  which there are many 

versions, and I am a b i t  hes i tan t  t o  t r y  t o  answer a question 

f o r  a l l  o f  the versions o f  t he  model t h a t  e i t h e r  have ex is ted 
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or exist today. 

Q Well, l e t  me clarify, a l l  of these questions go t o  
the EGEAS model t h a t  you employed i n  these comparisons. 

A Thank you, t h a t  helps. 

Q And i f  I understand your answer correctly, t h a t  
version of the EGEAS does not have the s ta r th top  logic? 

A I believe t h a t  is  correct. 
Q Would you agree t h a t  aga in ,  i n  the real physical 

dorld, seasonal variations have an impact on the ou tpu t  of 

units? 
A 

Q 

Some units more t h a n  others, yes. 
I f  one had the objective of as much prec sion as 

possible, would you agree t h a t  i t  would be appropr ate t o  
incorporate those impacts of seasonal variations w i t h i n  the 
node1 i ng t h a t  i s done? 

A I f  t h a t  was your sole objective, yes. I f  you had a 
number of objectives such as w h a t  you are trading off t o  get 
nore precision i n  something t h a t  may not have a great deal of 

value i n  differentiating between two options and a trade-off i n  

the amount of time i t  would take you t o  calculate, my answer 
dou ld  be different. 

Q When employing your version of EGEAS, d i d  you model 
the impact of seasonal variations on the output  of the units? 

A 

Q 

What was the last part o f  the question, please? 
When you used EGEAS t o  model the impact of these 
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proposals, d i d  you model the impact o f  seasonal var ia t ions on 

u n i t  output? 

A No. We thought t h a t  i t  was o f  r e l a t i v e l y  l i t t l e  

importance, given the f a c t  t ha t  v i r t u a l l y  a l l  o f  the bids we 

had and the FPL s e l f - b u i l d  un i t s  were essent ia l l y  the same type 

o f  u n i t  w i th  essent ia l l y  iden t ica l  heat rates. 

Q Most o f  the u n i t s  were combined cycle un i ts ,  i s  t h a t  

correct? 

A Meaning the outside proposals? 

Q Yes. 

A Yes, t h a t  i s  correct .  

Q And I th ink  you mentioned e a r l i e r  t h a t  there were 

var ia t ions among the bidders w i t h  respect t o  whether they d i d  

o r  d i d  not include such things as duct f i r i n g ,  am I correct? 

A Yes. 

Q Would the impact o f  seasonal var ia t ions be d i f f e r e n t  

w i th  respect t o  a combined cycle u n i t  t h a t  has duct f i r i n g  and 

has employed t h a t  mode as opposed t o  one t h a t  has no duct 

f i r i n g ?  

A It probably would. 

Q I have some questions on the  subject o f  the treatment 

o f  var iable O&M w i t h i n  the modeling t h a t  was done. Again, 

looking a t  the rea l  physical system, i s  i t  t rue  t h a t  u n i t s  are 

dispatched based upon the var iab le operating costs p r imar i l y?  

A Yes, absent any constraints,  transmission, 
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environmental or otherwi se, you dispatch on economics, the 
variable cost. 

Q And the variable operating costs are the principle 
component of what is  called the dispatch price, i s  t h a t  
correct? 

A Can you repeat, please. 
Q Yes. The variable operating costs comprise w h a t  is  

termed the dispatch price, which is  the criterion t h a t  the 
operator employs i n  determining which units t o  dispatch t o  meet 
the load? 

A I f  you are saying the dispatch cost is  the variable 
cost, yes, I would agree. 

Q 
A 

And t h a t  would include variable O&M, would i t  not? 
Fuel and variable O&M would generally make up your 

variable cost or your dispatch cost. 

Q What components o f  operation or maintenance expense 
vary w i t h  d i  fferent 1 eve1 s of output?  

A I t h i n k  t h a t  is  a question t h a t  would be better asked 
of Mr. Yeager. 

Q One aspect of the comparison of proposals, self-build 
and others, i s  t o  identify the impact on overall system cost, 
is i t  not? 

A Yes. 

Q And i n  t h a t  regard, t o  the extent a particular 
proposal is  dispatched more frequently t h a n  another, t h a t  more 
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frequent dispatch would show up i n  overall lower revenue 
requirements, would t h a t  be correct? 

A All else equal and they were dispatched solely on 
economics , yes. 

Q So i n  t h a t  regard, a low dispatch cost relative t o  
other proposals i s  an advantage, is  i t  not? 

A All else equal, the lower the unit's dispatch cost, 
the more frequently i t  will  be dispatched, yes. 

Q And i n  the same vein, since variable O&M is  a portion 
of the dispatch price, a lower O&M, a lower variable O&M 

relative t o  other proposals would be an advantage? 
A Not necessarily. What we saw, Commissioners, i n  the 

outside proposals was a very wide range of variable O&M costs 
ranging from anything from approximately 22 cents per megawatt 
hour t o  $6.50 per megawatt hour. And while we did not go back 
and ask the bidders why they structured their proposal the way 

t h a t  they d i d ,  i t  certainly seemed t o  us t h a t  they had 

different objectives. Some wanted their payments t o  be made 
more on a fixed cost stream i n  the fixed payments, others 
wanted i t  more on an variable stream. So i f  someone wanted 
their payments i n  a particular category of fixed or variable, 
we t h i n k  they would have structured their variable O&M cost 
accordi ngl y. 

Q My question relates t o  the impact of a particular 
proposal on overall system costs resulting from the place t h a t  
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a proposal would occupy i n  the hierarchy o f  dispatch, economic 

dispatch by v i r t u e  o f  i t s  dispatch cost. 

t rue  t h a t  the lower var iab le O&M would be an advantage i n  tha t  

i t  would contr ibute t o  a dispatch cost t h a t  may be lower  than 

others? 

I n  t h a t  regard, i s  i t  

A I would agree i f  you are w i l l i n g  t o  throw out the 

fac t  t h a t  obviously a number o f  the outside bidders wanted a 

high var iable O&M cost and had an object ive f o r  whatever reason 

t o  have tha t  i n  there. They viewed t h a t  as an advantage 

c l e a r l y  because they structured t h e i r  b i d  t h a t  way. 

Q You mentioned t h a t  the bidders' var iab le O&M ranged 

from about - -  I thought i t  was 24 cents e a r l i e r ,  but  you have 

used the f igure  o f  22 cents today. Do you know which i s  

correct? 

A 22 cents. I t h i n k  i n  my rebut ta l  testimony I said 

less than or  about 25 cents per megawatt hour. 

Q 

A 

Ranking up t o  several do l la rs  per megawatt hour? 

Ranking up t o  j us t  under, I th ink  i t  was $6.47 per 

megawatt hour. 

Q What value f o r  var iab le O&M d i d  FPL assign t o  i t s  

sel f - bui  1 d un i ts? 

A Approximately four cents per megawatt hour. And we 

published tha t  i n  the supplemental RFP i n  Table 6, and i t  was 

revealed extensively i n  our i n i t i a  RFP f i l i n g  and discussed a t  

leas t  once i n  the supplemental Q and A website i n  response t o  
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questions t h a t  were asked. So t h a t  number was c e r t a i n l y  

revealed t o  a l l  o f  the  bidders wel l  ahead o f  t he  time the b ids 

were due. 

Q A l l  other th ings being equal, would the four cents 

per megawatt hour contr ibute t o  a lower dispatch p r i ce  than 

would the values used by the  bidders? 

A 

Q 

A l l  e lse equal, c e r t a i n l y  i t  would. 

A l l  other th ings being equal, would t h a t  t rans la te  

i n t o  a lower revenue requirement? 

A A l l  e lse  equal, yes, i t  would. 

Q 

employed it. F lor ida  Power and L igh t  Company uses other 

computer programs f o r  various purposes, does i t  not? 

We ta lked about the EGEAS model and the way you 

A That i s  correct .  

Q And i n  p a r t i c u l a r ,  F lor ida Power and L igh t  uses a 

program c a l l e d  PROSYM, i s  t h a t  correct? 

A POWERSYM. 

Q I s  PROSYM a more near ly  pure production cost ing 

simulat ion model than i s  EGEAS? 

A I said POWERSYM. 

Q Thank you, I d i d n ' t  catch t h a t .  The same question 

f o r  POWERSYM? 

A I ' m  sorry,  would you repeat the  end o f  the  question, 

please? 

Q Yes. Relat ive t o  EGEAS, would you agree t h a t  
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POWERSYM i s  a more pure form o f  production costing simulation 

model ? 

A I don' t  know tha t  I would use the word pure. 

A l l  r i g h t .  

It i s  
more detai led, tha t  I would agree with. 

Q I f  one were t o  approach a comparison w i th  

the objective o f  as much precision and accuracy as possible i n  

quanti fying production costs, would one use POWERSYM or EGEAS? 

A I f  a l l  I was interested i n  was production costs and 

a l l  else equal , I would probably go w i th  POWERSYM. But t h a t  

das not the case i n  the RFP. 

Q For what purposes does the company use POWERSYM 

i t s  business? 

A 

Q 

A I don ' t  know. I don' t  run POWERSYM. 

It uses i t  fo r  fuel cost clause f i l i n g s .  

Does POWERSYM have the u n i t  commit log ic? 

n 

Q 
1 ogi c? 

I see. Do you know whether i t  has the s t a r t h t o p  

A No, I don' t .  Again, I don' t  run the model. 

Q 

l i m y  f o r  FPL t o  have used EGEAS as a f i r s t  cut, i d e n t i f i e d  the 

top s i x  or eight proposals resu l t i ng  from EGEAS, and then 

running those through the hourly production costing model , 

IOWERSYM, t o  re f i ne  the resul ts? 

It would have been possible, would i t  not, Doctor 

A I would answer yes, i t  would be possible, but I would 

mswer i n  our opinion i t  was unnecessary. 
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Q I w i l l  give you a chance t o  t e l l  me why you th ink  i t  

was unnecessary? 

A I w i l l  be glad to .  Commissioners, l e t  me use an 

example, the A1 1 -FPL plan and the plan number three tha t  was 

$83 m i l l i o n  more expensive. That plan consisted o f  the Manatee 

u n i t  i n  2005, the 50 megawatt Power Corp purchase i n  2005, and 

one o f  the E l  Paso un i ts  i n  2006. Now, i n  regard t o  the 

question I was asked, would i t  have been possible t o  run 

POWERSYM fo r  those two cases, t ha t  plan and the A l l  -FPL plan 

and see i f  the answer changed, wel l ,  l e t ' s  see where we s t a r t .  

de s t a r t  wi th  a net present value d i f f e r e n t i a l  o f  $83 m i l l i o n ,  

and tha t  equates t o  approximately $250 m i l l i o n  nominal. Now 

l e t ' s  consider what a production costing model does. It won't 

Zhange your capacity cost, i t  won't change your transmission 

integration cost, i t  won't change your f i r m  gas transportat ion 

Zost, i t  won't change your f i xed  O&M. The only th ing  i t  w i l l  

:hange i s  your fuel cost. 

Now, i f  you look a t  those two plans spread out as an 

2xpansion plan across the gamut and f igure what i s  going t o  be 

i f fected by it, i n  both cases you are going have the ex is t ing  

'PL system i n  both, so the changes you are going t o  see are 

joing t o  wash out between the two i f  you go from EGEAS t o  a 

iroduction costing model and run them through. 

Likewise, i n  both cases you have got the Manatee u n i t  

in both plans. It i s  going t o  wash out when you switch from 
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one production costing model t o  the other. Those two plans had 

ident ica l  f i l l e r  u n i t  plans, seven combined cycles fol lowing 

and the exact same years between them. Those are going t o  wash 

out. What you are l e f t  w i th  i s  a 50-megawatt purchase i n  2005, 

and i n  2006 an E l  Paso u n i t  i n  the more expensive plan versus 

the Mart in u n i t  i n  2005. 

Those are the only two variables t h a t  are going t o  

change. Your fuel forecast hasn't  changed, you are not 

changing the heat rates o f  the u n i t .  And bear i n  mind tha t  you 

have got a $250 m i  11 ion nominal cost dif ference. 

a t  the Mart in u n i t  and you look a t  the E l  Paso u n i t ,  the E l  

Paso u n i t  i s  s ta r t i ng  wi th  a worse heat ra te  than i s  the Martin 

un i t .  How you are going t o  make the answer change and get a 

$250 m i l l i o n  reversal i n  cost by going t o  a d i f f e r e n t  

production costing model when you have got one heat ra te  worse 

than the other kind o f  defies descript ion t o  me. 

I f  you 1 ook 

We looked a t  it, we d i d  not th ink  it was a reasonable 

approach t o  take. The gap between the plans was j u s t  too b ig .  

A l l  o f  the un i ts  we were looking a t  were combined cycle un i ts .  

The heat rates were a l l  s i t t i n g  v i r t u a l l y  on top o f  each other. 

And i n  looking a t  the bids i t  wasn't the heat ra te  d i f f e r e n t i a l  

i n  the proposals tha t  made the dif ference, i t  was the capacity 

costs. Where we saw heat ra te  changes from one proposal t o  

another o f  a t  most a couple o f  percentage points, we saw the 

capacity cost range on a factor o f  over three i n  some cases. 
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T h a t  i s  w h a t  drove the difference i n  the p lans ,  not the heat 
rates and not the production costs. 

So would i t  have been possible t o  do i t ?  Yes. Would 

i t  have provided an answer t h a t  would have changed a $250 

million nominal differential? In my opinion, no. 
Q For clarification, the $250 million increment, is  

t h a t  based on EGEAS alone or i s  t h a t  including such th ings  as 
the equity penalty? 

A The $83 million is  based on t o t a l  costs, which 
include the equity penalty, and I translated t h a t  i n t o  a $250 

million nominal. 

Q 
A 

Q 81 mil l ion of the t o t a l  o f  w h a t ?  
A 81 out  of 83. 

Q 

And how much o f  t h a t  was the equity penalty? 
In t h a t  p l an ,  81 mill ion.  

You understand i n  this case t h a t  the appropriateness 

Not i n  FPL ' s  i t ' s  not. 
Df the equity penalty is  very much i n  dispute, do you not? 

A 

Q I understand. B u t  you understand t h a t  there i s  more 
than FPL involved here and i t  is  very much i n  dispute? 

A I understand t h a t  some people are d isput ing  i t ,  yes. 
CHAIRMAN JABER: Commissioner Palecki , you had a 

question? 
COMMISSIONER PALECKI: Yes, I had a question. Just 

i f  you could clarify for me, you mentioned i n  the scenario you 
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j u s t  out1 ined a 50-megawatt F lo r ida  Power Corporation purchase. 

Could you explain t h a t ,  and was t h a t  necessary because the E l  

Paso u n i t  would go o n - l i n e  a year l a t e r ?  

THE WITNESS: I t h i n k  the answer i s  yes i n d i r e c t l y ,  

bu t  l e t  me t r y  t o  c l a r i f y .  

COMMISSIONER PALECKI : Thank you. 

THE WITNESS: F lo r ida  Power Corp submitted a couple 

o f  proposals f o r  50 megawatts s t a r t i n g  i n  2005, one f o r  three 

years and one f o r  f i v e  years, I bel ieve. The E l  Paso purchases 

were presented t o  us w i t h  a s t a r t  date o f  2006. So, one o f  the 

plans t h a t  the computer model put  together was a FPL Manatee 

u n i t  o f  1,107 megawatts i n  2005. It combined the  50-megawatt 

purchase from Power Corp i n  2005 t o  get us over the  

1,122-megawatt reserve margin requirement and then tacked on 

the end o f  i t  i n  2006 the  E l  Paso b id ,  thereby creat ing an 

expansion plan t h a t  met our reserve margin requirements f o r  

both years. 

COMMISSIONER PALECKI: 

15-megawatts, why a 50-megawatt purchase? 

THE WITNESS: The d e f i c i t  i s  15, b u t  t he  b i d  was f o r  

I thought t h e  d e f i c i t  was 

50, so the computer can on ly  work w i t h  the  d isc ree t  amounts 

tha t  were b id .  And i t  found one o f  the  most cos t -e f fec t j ve  

solut ions was t o  combine the  50-megawatt F lo r i da  Power Corp b i d  

wi th  the Manatee u n i t  t o  meet the  2005 need, and then sought 

other proposals t o  meet the  2006 need. 
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COMMISSIONER PALECKI: I guess t h e  question I have i s  

i s n ' t  a 50-megawatt purchase when you on ly  need 15 megawatts, 

dould t h a t  i n  and o f  i t s e l f  make the scenario no t  

cos t -e f fec t i ve?  Would i t  take i t  out o f  the  range o f  being one 

o f  t he  more c o s t - e f f e c t i v e  a l ternat ives? 

THE WITNESS: My answer i s  kind o f  yes and no. I 

mean, i f  i t  had been exac t ly  15 megawatts would i t  have been 

lower cost w i t h  nothing e lse changed, I t h i n k  the  answer i s  

yes. But, r e l a t i v e l y  speaking a three year 50-megawatt 

purchase i s  not a l o t  o f  money r e l a t i v e  t o  other options we s 

out there.  

COMMISSIONER PALECKI : Thank you. 

BY MR. McGLOTHLIN: 

Q Doctor S i m ,  I want t o  r e t u r n  t o  the example t h a t  you 

used i n  your explanation o f  why you weren' t  in terested i n  us ing 

a POWERSYM refinement. You sa id i n  tha t  example t h a t  the t o t a l  

d i f ference was $83 m i l l i o n ,  bu t  you a lso  sa id t h a t  the equ i t y  

penal ty was 81 m i l l i o n  o f  that .  Do I understand c o r r e c t l y  t h a t  

w i th  respect t o  the  production cost component the t o t a l  

d i f fe rence i n  the  two proposals was $2 m i l l i o n ?  

A No. 

Q 
A 

Why i s  t h a t  not  the  case? 

Because you are assuming t h a t  t he  remaining 

d i f ference i s  made up so le l y  o f  production cost.  You are 

forget  t h a t  there are capacity costs, there are f i x e d  O&M 
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zosts , there are transmi ssi on integration costs. 
Q All right. Looking a t  those groups of costs, the 

total  difference was $2 mi 11 i o n ,  correct? 
A T h a t  i s  correct. 

Q 
A Yes. 

Q 

And is  this a 30-year analysis? 

So on the one hand - -  l e t  me ask another question. 
1s i t  true t h a t  the EGEAS model looks a t  production costs on an 
m n u a l  basis? 

A Yes. 

Q 

A Yes. 

Q 

So i t  looks once a year for 30 years, correct? 

On the other hand, i s  i t  true t h a t  POWERSYM examines 
xonomic criteria on an hourly basis? 

A Again, I d o n ' t  run POWERSYM, I can't answer your 
question. 

Q Are you familiar w i t h  the fact t h a t  there exists 
x-oduction cost simulation models t h a t  examine criteria on an 
hourly basis, an hourly production cost simulation model? 

A I believe t h a t  would be the case, yes. 

Q And by definition such a model would examine criteria 
nore detailed t h a n  EGEAS on an hourly basis for the same 
30-year period, correct? 

A I t  would examine i t  i n  more detail over 30 years, 
yes. I t  would also take a significant amount more computing 
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time I would imagine i f  you are doing 30 years hourly 
calculations. 

Q Okay. Well, l e t ' s  leave the computing time aside for 
the purpose of this question. Don't you t h i n k  there is  a 
likelihood or a t  least a possibility t h a t  on an 30-year 
comparison i n  which one program lacks detail and takes an 
annual look on the one hand and the other has the detailed 
logic and takes an hourly look on the other, you could f ind  

possibly $2 mill ion of swing? 
A I would agree t h a t  you could probably f i n d  $2 milli 

of swing, b u t  I'm not sure how much value I would put  i n  i t .  

Q Because of the equity penalty? 

n 

A No. Let me finish my statement, please. Anytime you 

are dealing w i t h  a 30-year analysis, you are dealing w i t h  

long-range forecasts. I t h i n k  you have some degree of 

uncertainty w i t h  a 30-year fuel forecast. 
going t o  have a greater degree uncertainty i f  you have a 
30-year hourly calculation based on those fuel forecasts. 
Therefore, you may t h i n k  you are getting greater precision, but  

I t h i n k  t h a t  precision i s  a false perception. 
Don't you use the same fuel forecast i n  either event? 
We used the same fuel forecast, but  we are not trying 

I t h i n k  you are 

Q 
A 

to calculate hourly costs for 30 years i n  EGEAS. 

Q I t h i n k  awhile ago you indicated t h a t  FPL uses the 
nore detailed POWERSYM for purposes of i t s  fuel forecast for 
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fuel recovery proceedings, i s  t h a t  correct? 
A T h a t  is  correct. 

Q 
A 

Why d o n ' t  you use EGEAS? 

Because w h a t  we are looking for are very short-term 
fuel cost-recovery f i l i ngs ,  i n  which case the greater precision 
of POWERSYM makes sense. 

Q Is i t  your testimony t h a t  a program having greater 
deta 1 and more highly developed logic loses precision when 
used over time rather t h a n  gains precision? 

A 

McGl othl i n ?  

Q 

Could you repeat the question, please, Mr. 

Let me try aga in .  You stated a moment ago t h a t  i t  is  
your view t h a t  the value of a detailed hourly production 
costing simulation program loses t h a t  value when employed i n  a 
longer term view. Did I understand t h a t  correctly? 

A Let me t r y  t o  state i t  again. I t h i n k  i f  you feel 
you are getting more value and more precision going from annual 
calculations over 30 years by switching t h a t  t o  hourly, I t h i n k  

you have got  a false perception. 
Q And tel l  me why? 

A Simply because forecasts the further out  they go are 
less certain, and i f  you are trying t o  force more precision 
in to  i t  by moving from a general calculation, I will call i t ,  

t o  a more detailed calculation, I d o n ' t  t h i n k  you can p u t  any 

more stock i n  t h a t  more detailed calculation. 
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Q But w i t h  respect t o  each hour o f  each per iod o f  t ime 

examined, the hour ly production cost ing s imulat ion model would 

more c lose ly  represent the physical system than would EGEAS, 

i s n ' t  t h a t  correct? 

A Not necessarily, because the system may change over 

30 years from what your opinion o f  i t  i s  today. 

Q Well, w i t h  respect t o  tha t ,  though, i n  e i t h e r  event 

whether you use EGEAS o r  POWERSYM, you are making ce r ta in  

assumptions about how the fu tu re  i s  going t o  look,  are you not? 

A Yes, but  I ' m  not  making assumptions on an annual 

model t h a t  are as de ta i led  as you do i n  an hour ly  production 

cost ing model, therefore, I ' m  not  t r y i n g  t o  what I w i l l  c a l l  

foo l  myself t ha t  I am gaining greater prec is ion and greater 

value by using i t  over q long-term forecast. 

Q I want t o  ask you some questions about the 

assumptions assigned, the  performance assumptions assigned t o  

FPL' s proposed sel f - bui  1 d options . 
CHAIRMAN JABER: M r .  McGlothlin, I think t h i s  i s  

probably a good time t o  i n t e r r u p t  you. I don ' t  want t o  rush 

you, but how much longer do you an t ic ipa te  f o r  t h i s  witness? 

MR. McGLOTHLIN: Ten o r  15 minutes. 

CHAIRMAN JABER: Mr. Perry, w i l l  you have questions? 

MR. PERRY: 

CHAIRMAN JABER: Mr. Twomey, do you an t i c ipa te  having 

I don ' t  p lan on having any questions. 

questions? 
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MR. TWOMEY: Probably 10 or  15 minutes. 

CHAIRMAN JABER: Commissioners, i f  i t  i s  okay w i t h  

you, I would l i k e  t o  f i n i s h  t h i s  witness before we adjourn f o r  

the evening. 

MS. BROWN: Madam Chairman, we have some questions 

f o r  t h i s  witness, too. 

CHAIRMAN JABER: Yes, I heard you say t h a t  w i th  the 

1 ast  witness. 

MR. McGLOTHLIN: I need t o  add t o  t h a t  answer. I 

j u s t  remembered t h a t  Doctor S i m  was i d e n t i f i e d  as one o f  the 

people t o  t a l k  about Exh ib i t  9, and I w i l l  have t o  add t h a t  t o  

whatever I said. 

CHAIRMAN JABER: Right. Go ahead, Mr. McGlothlin. 

BY MR. McGLOTHLIN: 

Q With respect t o  Manatee 3 and Martin 8, i s  i t  t r u e  

tha t  FPL assigned a forced outage r a t e  o f  one percent f o r  each 

o f  those un i ts?  

A I ' m  sorry,  s i r ,  

question. 

Q What assumption 

assign t o  Manatee 3 and M 

A I n  the modeling 

I cou ldn ' t  hear the  end o f  your 

f o r  a forced outage r a t e  d i d  you 

r t i n  8? 

we assigned d i f f e r e n t  forced outage 

rates f o r  the d i f f e r e n t  operational modes. We assigned a 3 

percent forced outage r a t e  f o r  the base operational mode, a 3 

3ercent forced outage f o r  the duct f i r i n g  mode, and a 99 
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percent  forced outage r a t e  f o r  the peak f i r ing  mode. 

Q As you a r e  using the term today,  when you say a 3 

percent  forced outage r a t e ,  does t h a t  include both planned and 
unplanned outages? 

A I t  includes t o t a l  outage.  

Q What outage r a t e  d i d  you assume f o r  an unplanned 
outage? 

A We r o l l e d  a l l  of  the both planned and unplanned 
outage and modeled them a s  forced outage r a t e s .  

Q Yes, but  do you know what you rolled i n t o  t h a t  3 

percent? 
A Off the t o p  of my head, no, I d o n ' t .  However, I 

believe t h a t  t h a t  information i s  found i n  one of the appendices 
i n  the need study. Which one o f f  the t o p  of my head, I d o n ' t  
r e c a l l .  

Q 
sound r ight?  

A 

Q 

My information i s  t h a t  i s  one pe rcen t ,  does t h a t  

I t  i s  c e r t a i n l y  i n  the ba l lpa rk .  
To your knowledge, has FPL offered t o  commit t o  the 

use of the one percent  f o r  s u r v e i l l a n c e  and ratemaking 
purposes? 

A I'm s o r r y ,  submit t o  the use of? 

Q Yes. Would FPL agree  t o  be bound by o r  commit t o  
this one percent  assumption? 

A I d o n ' t  have an answer for t h a t .  I wouldn ' t  be the 
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m e  making tha t  commitment on behalf o f  the company. 

Q The heat ra te  assigned t o  the Manatee and Martin 8 

uni ts  i s  6,850? 

A 

Q 

For the base operational mode, tha t  i s  correct. 

And t h a t  i s  i d e n t i f i e d  by FPL as - -  we l l ,  what i s  the 

opposite o f  clean? I ' m  looking f o r  the word here. 

A 

the i n i t i a l  negotiations w i th  the E l  Paso b i d  was an average 

heat r a t e .  And i n  FPL's terms we re fe r  t o  i t  as the average 

heat ra te  between the time you would b r ing  a u n i t  back i n  from 

a major outage or major overhaul and the time you take i t  out 

f o r  a major overhaul. 

I th ink  the terminology we used and tha t  was used i n  

Q So i t  assumes some degree o f  degradation a f t e r  being 

new? 

A Yes. 

Q I w i l l  ask you the same question. 

FPL be w i l l i n g  t o  accept the use o f  t h i s  6,850 f o r  ratemaking 

purposes? 

If you know, would 

A Again, I can ' t  commit t o  tha t .  I would not be the 

appropriate person. 

Q I s  i t  t r u e  tha t  these assigned heat rates were lower 

than the heat ra te  assigned t o  the greenf ie ld f i l l e r  u n i t  tha t  

was used i n  comparing proposals o f  varying lengths? 

The answer i s  k ind o f  yes and no. Let me t r y  t o  

I n  modeling we used a composite heat rate,  which was 

A 

explain. 
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a megawatt weighted heat r a t e  o f  7,021, I believe, subject t o  

check f o r  the greenf ie ld u n i t ,  the f i l l e r  u n i t .  However, t h a t  

was calculated based on the s t a r t i n g  po in t  o f  6,850. 

Q I w i l l  have t o  confess I d i d n ' t  understand your 

answer. Would you t r y  me again? 

A Let me t ry  i t  again, then. We had f o r  the Manatee 

and Mart in u n i t s  f o r  three operational modes we had separate 

heat ra tes f o r  each one o f  them. They were subject t o  check 

f o r  the base operational mode 6,850, f o r  the duct f i r i n g  mode 

about 8,770, and f o r  the peak f i r i n g  about 5,660. When you 

take those and you average them by the  megawatt weighting o f  

the operational mode, you come out w i t h  something about 7,020. 

So, therefore, we created an average composite heat r a t e  f o r  

the f i l l e r  u n i t  t h a t  we used but l't was based on the exact same 

heat rates t h a t  we used f o r  the Mart in and Manatee un i ts .  And 

the reason why we applied i t  t h a t  way f o r  the greenf ie ld  u n i t  

i s  t o  al low more outside proposals t o  be evaluated i n  each 

computer run we d i d  by tak ing up one instead three opt ion s l o t s  

i n  the EGEAS ca lcu lat ion.  

Q You mentioned t h i s  i n  passing energy i n  an e a r l i e r  

answer. As I understand i t  w i t h  respect t o  both Manatee 3 and 

Mart in 8 you modeled each o f  those u n i t s  as though they were i n  

three pieces, am I correct? 

A That i s  correct ,  as separate u n i t s  but l inked. 

Q One piece represented the  peak operating mode, i s  
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tha t  correct? 

A That i s  correct .  

Q And there i s  another piece o f  the u n i t  represented i n  

the form o f  duct f i r i n g  mode? 

A Correct. 

Q And then there i s  the every day base po r t i on  o f  i t  

tha t  acts l i k e  a normal CC? 

A 

Q And each o f  those assigned i t s  ind iv idual  incremental 

There i s  a base operational mode, yes. 

heat r a t e  f o r  purposes o f  f i g u r i n g  out where i t  i s  going t o  

appear i n  the hierarchy o f  economic dispatch? 

A That i s  correct .  

Q And t h i s  peak operation mode was assigned a heat r a t e  

o f  5,600, correct? 

A That i s  approximately correct .  Excuse me, the  duct 

f i r i n g  o r  peak f i r i n g ?  

Q Peak f i r i n g .  

A The peak f i r i n g  was 5,600, 5,660, I don ' t  r e c a l l  the 

exact number, but  i t  i s  very close t o  tha t .  

Q 
A 

Q 6,850, I beg your pardon. So as you modeled each o f  

And the base po r t i on  was i n  the range o f  8,000? 

No, the base operational mode was 6,850. 

these u n i t s  - - wel l  , we have now gotten s i x  un i t s .  With 

respect t o  Manatee 3 and Mart in  8, each o f  which was broken 

down i n  three pieces, as you modeled the way EGEAS would 
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dispatch those, the por t ion  having the lowest heat ra te ,  t h a t  

being the peak f i r i n g  por t ion,  would be dispatched f i r s t ,  i s  

t h a t  correct? 

A It would be dispatched f i r s t  on economics, but 

because we gave i t  essent ia l l y  an a v a i l a b i l i t y  o f  one percent, 

it only operated a very, very smal l  number o f  hours i n  a year. 

And l e t  me j u s t  po in t  out, Commissioners, t h a t  we modeled a l l  

o f  the outside proposals i n  exact ly  the same way i f  the 

proposals provided us a base operational mode, a duct f i r i n g  

mode, o r  a peak f i r i n g  mode. So there i s  no d i f ference between 

the FPL u n i t  modeling and the outside proposal modeling i n  tha t  

respect. 

Q Were there any outside proposals who of fered peak 

f i r i n g ?  

A I don ' t  r e c a l l  any. I know there was a t  leas t  one 

tha t  had a power augmentation mode, there were a number t h a t  

had duct f i r i n g ,  but  I don ' t  r e c a l l  o f f  the top o f  my head any 

with peak f i r i n g .  

Q And i f  t h a t  i s  correct ,  then, FPL's u n i t s  were the  

only ones t h a t  were dispatched i n  t h i s  fashion. Understanding 

tha t  there i s  very l i m i t e d  a v a i l a b i l i t y  o f  t h i s  por t ion  o f  the 

u n i t ,  the peak operating model would be dispatched f i r s t  i n  the 

hierarchy o f  the three pieces o f  the u n i t ?  

A 

Q 
O f  the three pieces o f  the u n i t ,  yes. 

But i s n ' t  i t  t r u e  t h a t  i t  would be impossible f o r  
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on - l i ne  and operating? 

A Yes, and tha t  was accounted f o r  i n  the model. That 

i f  you pick one o f  these operational modes, you have t o  p ick 

a l l  o f  them and dispatch a l l  o f  them according t o  the 

economics . 
Q I ' m  t r y i n g  t o  square tha t  w i th  the e a r l i e r  answer 

which said tha t  the peak f i r i n g  mode was dispatched f i r s t .  

A Well, l e t  me t r y  t o  c l a r i f y .  I ' m  not sure I can say 

i t  was dispatched f i r s t .  

percent a v a i l a b i l i t y  l i m i t ,  so i t  was dispatched tha t  much per 

year. 

It was dispatched up t o  i t s  one 

Q And when i t  was dispatched, i n  terms o f  how the model 

operated, depending on c i  rcumstances woul d i t  have been 

possible w i th in  the parameters o f  the model t o  dispatch the 

peak f i r i n g  mode and not dispatch the base load? 

A Yes, whether i t  was an FPL u n i t  or  an outside 

proposal i t  would have been possible i f  you had had the k ind  o f  

b izarre s i tuat ion,  f o r  example, where the base operational mode 

had a 20,000 heat ra te,  i t  might never have been dispatched. 

Q Why would i t  necessarily be 20,000? I mean, the base 

por t ion o f  the FPL u n i t  i s  6,850, substant ia l ly  above by the 

5 , 6 0 0  o f  the peak f i r i n g  mode. Based upon the discrepancy 

there wouldn't i t  be possible t o  dispatch the peak f i r i n g  mode 

and because o f  the conditions o f  the system seen by the model 
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not dispatch the base f i r i n g  mode? 

CHAIRMAN JABER: Mr. McGlothlin - -  I ' m  sorry, go 

ahead and respond. Go ahead, respond. 

THE WITNESS: 

CHAIRMAN JABER: I am so sorry. I ' m  s ta r t i ng  t o  shut 

I have l o s t  my t r a i n  o f  thought. 

down, so we are going t o  have t o  end f o r  the evening because I 

d i l l  not be any good f o r  you beyond t h i s  point .  So, here i s  

dhat we w i l l  do. We are going t o  adjourn f o r  the evening, and 

pick up r i g h t  here a t  8:30 tomorrow morning. And tomorrow 

morning we are going t o  do a real good job p ick ing up more 

Atnesses, but a l l  I know i s  two witnesses a day i s  completely 

unacceptabl e. See you tomorrow morni ng . 
(The hearing adjourned a t  7:05 p.m. 1 

(Transcript continues i n  sequence w i th  Volume 4.) 
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