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P R O C E E D I N G S  

(Transcr ipt  continues i n  sequence from 

Volume 5.) 

WILLIAM E.  AVERA 

continues h i s  testimony under oath from Volume 5: 

COMMISSIONER BRADLEY: May I ask a fo l low-up t o  tha t?  

COMMISSIONER DEASON: 13.25. I ' m  sorry? 

THE WITNESS: 15. 13.15. 

COMMISSIONER DEASON: 13.15. 

THE WITNESS: Yes, s i r .  

COMMISSIONER DEASON: Do you know i f  13.15 percent 

had been the  cost o f  equ i ty  u t i l i z e d  i n  evaluat ing the 

s e l f - b u i l d  options versus the b ids t h a t  were received, would 

the s e l f - b u i l d  opt ion s t i l l  be the  most cos t -e f fec t i ve?  

THE WITNESS: I don ' t  know t h a t  o f  my own personal 

knowledge. My b e l i e f  i s  given the kind o f  divergence t h a t  has 

devel oped between the  economics o f  the  sel f - bu i  1 d options and 

the purchased options, i t  would surpr ise me i f  t h a t  change i n  

the cost o f  equ i ty  would make t h a t  much e f f e c t  t o  close t h a t  

gap, bu t  I c a n ' t  say because I j u s t  don ' t  have a sense o f  - - 
COMMISSIONER DEASON: But you do agree t h a t  the 

higher the  r e t u r n  on equi ty  the most c o s t l y  the s e l f - b u i l d  

opt ion becomes i n  comparison t o  the  purchase options? 

THE WITNESS: It does, bu t  there are two o f f s e t t i n g  

e f fec ts ,  Commissioner Deason. One e f f e c t  i s  the revenue 

FLORIDA PUBLIC SERVICE COMMISSION 
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-equirements o f  having a higher r e t u r n  on equ i ty  increases the  

?evenue requirements, bu t  you a lso  use the  cost o f  cap i ta l  t o  

l iscount the  revenue requirements t o  present value. So you 

vould be increasing the discount r a t e  somewhat. So t h a t  

increase i n  the  discount r a t e  would serve t o  o f f s e t  some o f  the 

i igher  revenue requi rements associated w i t h  a higher equ i ty  

meturn. 

CHAIRMAN JABER: Commissioner Bradley had a followup. 

COMMISSIONER BRADLEY: Yes. I n  terms o f  a revenue 

sharing agreement, what would the  ROE be f o r  the bidder versus 

-1orida Power and L ight? 

THE WITNESS: Well, I t h i n k  the bidder - -  
COMMISSIONER BRADLEY: Let  me t e l l  you what I ' m  

j e t t i n g  a t .  I t h i n k  I heard what you said. You sa id  t h a t  - -  I 
guess the s e l f - b u i l d  option, t he  average ROE would be 11.7? 

THE WITNESS: Yes, Commissioner. 

COMMISSIONER BRADLEY: Okay. Now, i n  terms o f  

revenue sharing, because both would have t o  see t h i s  as a 

p r o f i t a b l e  venture, what would the  ROE be f o r  both o f  the  

respective par t ies?  

THE WITNESS: Well, the ROE f o r  a bidder i s  whatever 

they can earn. I mean, the  Commission does not have oversight 

o r  I don ' t  be l ieve you would even be able t o  f i n d  out what the 

re tu rn  on equ i ty  o f  the independent power producer woul d be. 

It would be whatever i t  i s .  What i s  l e f t  over a f t e r  they pay 

FLORIDA PUBLIC SERVICE COMMISSION 
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the i r  cost and c o l l e c t  t h e i r  revenue. Presumably, the 

independent power producer when they are deciding what t o  put 

3n the tab le  i n  terms o f  pr ices,  they have done t h e i r  economics 

and decided what t h e i r  re tu rn  on equi ty  i s .  And they wouldn't  

put the b i d  on the tab le  I suppose i f  the re tu rn  on equi ty  t h a t  

they thought they were going t o  get was not acceptable, i t  

c l i  dn ' t meet the i  r needs. 

Now, one t h i n g  t h a t  i s  important about t h i s  

equity, i f  you ignore the equ i ty  premium so t h a t  the 

independent power producer doesn't  have t o  bear the c 

re tu rn  on 

s t  o f  the 

e f fec t  on the balance sheet, you are e f f e c t i v e l y  al lowing the 

independent power producer t o  get the bene f i t  o f  t h a t  ext ra  

return.  So you would al low the independent power producer 

essent ia l l y  t o  win the b i d  a t  a higher r a t e  o f  re tu rn  on equi ty  

than would be the case i f  you recognized the equ i ty  penalty. 

That i s  why i n  some sense e l  iminat ing the equ i ty  penalty would 

represent a subsidy t o  independent power producers. It would 

give them an opportuni ty t o  earn a higher re tu rn  than they 

would otherwi se earn. 

CHAIRMAN JABER: L e t ' s  break t h a t  down a l i t t l e  b i t .  

Let me back up. Commissioner Bradley, I t h i n k  the  revenue 

sharing agreement t h a t  Mr. Avera i s  t a l k i n g  about i n  h i s  

testimony i s  the one we approved. I don ' t  t h i n k  you are 

r e f e r r i n g  t o  any agreement between you and the I P ,  i s  t h a t  

correct? 

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 

687 

THE WITNESS: That i s  correct .  I am t a l k i n g  about 

the settlement i n  Ap r i l  and the  previous settlement i n  1999. 

CHAIRMAN JABER: That ' s  r i g h t .  The approved ROE from 

t h i s  Commission o f  11.7 which provides ce r ta in t y  t o  investors 

Iecause you have been given the  opportuni ty through the 

regulatory process t o  earn up t o  11.7 percent ROE. 

THE WITNESS: The company has the  a b i l i t y  t o  earn 

higher ra tes o f  re tu rn  i f  they can achieve t h a t  w i t h  be t te r  

Derformance. That 's  my understanding o f  the  revenue sharing. 

CHAIRMAN JABER: That i s  correct .  You b r ing  t h a t  up, 

there i s  t h a t  opportuni ty t o  do be t te r  and share w i t h  the  

customers. 

THE WITNESS: Yes, t h a t  i s  my understanding. 

CHAIRMAN JABER: Now, i n  the I P P  world, which i s  

not - -  under the  current s ta tu to ry  framework there are r i s k s  

tha t  the  IPPs have t h a t  there i s  no guarantee t h a t  they w i l l  

earn on t h e i r  cost and on t h e i r  r i s k .  

THE WITNESS: That i s  correct .  They make a business 

decision and make t h e i r  be t  and they have t o  l i v e  w i th  it. 

CHAIRMAN JABER: But I want t o  keep coming back t o  as 

i t  re la tLs  t o  the bidders, Doctor Avera, your concerns are not 

j u s t  t o  the IPPs,  are they? You would apply t h a t  equ i ty  

penal ty t o  a regulated I O U  t h a t  enters i n t o  a purchased power 

agreement w i th  you. 

THE WITNESS: That i s  correct .  I th ink  the equ i ty  

FLORIDA PUBLIC SERVICE COMMISSION 
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lenal t y  should be appl i e d  whenever the purchased power 

lgreement has the e f f e c t  o f  a l t e r i n g  the e f f e c t i v e  cap i ta l  

t r u c t u r e .  

urnkey b i d  where FPL would buy a p lan t ,  t h a t  doesn't  have an 

!qu i ty  penalty because i t  doesn't have a balance sheet e f f e c t .  

'ou would finance t h a t  w i t h  a mix o f  debt and equi ty .  But any 

burchased power arrangement t h a t  has t h i s  balance e f f e c t  should 

be reckoned w i th  an equ i ty  penalty i n  my view. 

I t h i n k  t o  the extent you had a b i d  t h a t  was l i k e  a 

CHAIRMAN JABER: And I r e a l l y  need t o  understand t h a t  

: l a r i f i c a t i o n ,  so I appreciate it. You are not saying t h a t  the 

Investors look a t  t h a t  of f -balance sheet ob l i ga t i on  as a higher 

:oncern because you might enter i n t o  a purchased power 

igreement w i th  an I P P  versus how they would look a t  i t  when you 

mter  i n t o  a purchased power agreement w i t h  another regulated 

: OU? 

THE WITNESS: That i s  correct .  Now, as we discussed 

? a r l i e r ,  Chairman Jaber, the r i s k  factor  t h a t  might be applied 

;o the payments t o  b r i n g  them t o  a debt equivalent would be 

i f f ec ted  by, you know, who the arrangement i s  and the nature o f  

:he arrangement. But whether there would be an e f f e c t  or  not,  

i t  doesn't matter i f  i t  i s  an IOU, an I P P ,  a co-op, a 

nunicipal , TVA. You know, when a u t i 1  i t y  locks themselves i n t o  

these f i xed  payments there i s  some off -balance sheet e f f e c t .  

CHAIRMAN JABER: Go ahead, Commissioner Bradley. 

COMMISSIONER BRADLEY: I want t o  go back t o  the terms 

FLORIDA PUBLIC SERVICE COMMISSION 
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i f these purchased power contracts i n  terms o f  years. One o f  

:he problems t h a t  Ca l i f o rn ia  had i s  t h a t  they d i d  short-term 

:ontracts instead o f  long-term contracts. Are you t e l l i n g  me 

that short-term i s  the standard? 

THE WITNESS: No, s i r .  I t h i n k  as our discussions 

2ar l ie r  today and w i t h  Commissioner Palecki,  I th ink  a 

j i v e r s i f i c a t i o n  i s  good, and I th ink  a t ime d i v e r s i f i c a t i o n  i s  

jood also. To have a mixture o f  contracts t h a t  are expi r ing a t  

j i f f e r e n t  periods i n  time so the u t i l i t y  i s  not faced w i t h  a 

3 i f f  where they have t o  replace a l o t  o f  power i n  a short 

Deriod o f  time. So I th ink  a mix o f  contracts i s  good, and I 

think i t  i s  a good th ing  t h a t  the RFP allowed t h i s  f l e x i b i l i t y  

D f  d i f f e r e n t  o f f e r s  t o  come forward. 

I th ink  what we have learned from Ca l i fo rn ia  i s  t h a t  

you ought t o  give the u t i l i t i e s  some f l e x i b i l i t y  i n  having 

contracts o f  d i f f e r e n t  lengths, because my understanding o f  the 

Ea l i fo rn ia  deal i s  they said, you know, you are going t o  buy 

power essent ia l l y  on an hourly basis w i t h  very few exceptions. 

So the u t i l i t y  was faced i n  a pos i t ion  where when the market 

pr ices mushroomed, the pr ices tha t  they paid went r i g h t  up 

through the c e i l i n g ,  and they were not able t o  protect  t h e i r  

customers by having 1 onger term arrangements. 

COMMISSIONER BRADLEY: I n  terms o f  a short-term 

contract, and t h a t  means tha t  i f  you entered i n t o  a short-term 

contract, say, o f  three years, t ha t  means t h a t  po ten t i a l l y  you 

FLORIDA PUBLIC SERVICE COMMISSION 
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:auld be p u t t i n g  out another RFP t o  be b i d  on by another IOU or 

in I P P  t o  replace t h a t  power source i f  you a l l  could not reach 

1 mutual agreement i n  terms o f  terms and condit ions o f  a new 

ind extended contract? 

THE WITNESS: Yes, Commissioner. I th ink  t h a t  i s  one 

if the  problems or opportuni t ies t h a t  go w i t h  a short- term 

:ontract i s  t h a t  you are lock ing th ings i n  f o r  a few years and 

3 t  the end o f  t h a t  few years both sides have t o  look a t  t h e i r  

Zards again and make a new commitment, or  the I P P  has t o  f i n d  a 

iew customer. 

COMMISSIONER BRADLEY: O r  you have t o  f i n d  a new 

source o f  - -  
THE WITNESS: And a t  the  same time i f  you s t i l l  have 

the need, the u t i l i t y  has t o  f i n d  a new source o f  power, 

COMMISSIONER BRADLEY: Okay. 

COMMISSIONER DEASON: Back t o  my question. I t h i n k  

that I asked you about the higher ROE, and t h a t  you agreed t h a t  

the higher the ROE used i n  the cost-ef fect iveness ca lcu la t ion  

that  the higher the s e l f - b u i l d  opt ion becomes i n  r e l a t i o n  t o  

the b id .  Now, you q u a l i f i e d  t h a t  by i nd i ca t i ng  t h a t  the higher 

?OE wou 

correct 

d be u t i l i z e d  i n  ca lcu la t ion  o f  the discount ra te .  

THE WITNESS: Yes, s i r .  

COMMISSIONER DEASON: Did I summarize your answer 

Y? 

THE WITNESS : Yes , Commi ss i  oner Deason. 

FLORIDA PUBLIC SERVICE COMMISSION 
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COMMISSIONER DEASON: Now, I have a further question 
I t  appears t o  me, and bout the discount rate effect of t h a t .  

orrect me i f  I'm wrong, i t  appears t o  me t h a t  i n  the 
elf-build opt ion you have more of your revenue requirement 
ront end loaded i n  the sense t h a t  you have a large capital 
xpenditure t h a t  you make and you pu t  i t  i n t o  rate base and you 

t a r t  earning a rate of return on t h a t  amount. And t h a t  
hrough time as you depreciate t h a t  down, well, then the 
evenue requirements go down. 

ower revenue requirement and i t  is  those later years t h a t  yo1 

lave the effect of the higher discount rate come i n t o  play.  

'ersus a fixed payment arrangement w i t h  a bidder where - - I 

.now t h a t  there may be some s l igh t  escalation amounts, bu t  

lenerally i t  is  more of a fixed yearly payment arrangement. 
lould you agree w i t h  t h a t ?  

In the later years you have a 

THE WITNESS: I generally agree t h a t  the self-build 
iption would have the declining rate base effect as you 

lepreciate o f f ,  so i n  the outer years the discount rate has 
less money t o  effect. And t h a t  i s  why I generally believe t h a t  
:he higher cost of equity would result i n  a higher present 
ialue revenue requirements for the self-build option. 
ielieve the discount rate change would offset t h a t ,  I just 
t h i n k  i t  would attenuate i t .  You know, kind of make i t  no t  as 
jreat as i t  might appear on the surface. 

I d o n ' t  

COMMISSIONER DEASON: And t o  make sure I'm clear, I 
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isked you the question whether the use o f  a 13.15 percent would 

nake the s e l f - b u i l d  opt ion not the most cos t -e f fec t i ve ,  and you 

jo not know the answer t o  tha t?  

THE WITNESS: I do not know given the spread i n  

xonomics, but l e t  me make sure, Commissioner, t h a t  - - I th ink  

i f  you use the 13.15 i n  the s e l f - b u i l d  opt ion you ought t o  use 

the 13.15 i n  the equi ty penalty ca lcu lat ion.  I th ink  i t  i s  

dery important t ha t  there be consistency i n  the way you are 

rliewing the s e l f - b u i l d  opt ion and the way you are viewing the 

mrchased power option. 

COMMISSIONER DEASON: But i f  you use i t  i n  the - -  the 

2quity penalty, o f  course, i s  a 40 percent factor  appl ied t o  

that, and then an equi ty por t ion  t o  equalize t h a t  out, and tha t  

i s  a much lesser amount as opposed t o  the e f f e c t  o f  13.15 

percent as 55 percent o f  one's capi ta l  structure.  Would you 

agree w i t h  tha t?  

THE WITNESS. It probably would be less, but I th ink  

a l i t t l e  b i t  l i k e  the 

so. I t h i n k  i t  would 

remember i n  step four 

cost o f  the extra equ 

discount ra te,  but I th ink  probably more 

be a more s i  gni f i cant adjustment , because 

o f  the equi ty  penalty you calculate the 

t y  and tha t  i s  based on the spread 

between your cost o f  equi ty and your cost o f  debt. So i f  you 

increase t h a t  spread, you are going t o  increase the equi ty 

penalty cost. 

COMMISSIONER DEASON: Thank you. 
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CHAIRMAN JABER: Commissioner Pa l  ecki and then 

red i rect  . 
COMMISSIONER PALECKI: I f  a bidder i n  t h i s  RFP 

process had submitted a b i d  t h a t  t ransferred equi ty  t o  F lor ida 

Dower and L ight  over a per iod o f  time, some so r t  o f  lease t o  

3wn arrangement, under your theory the equi ty  penalty would not 

then be appl i cab1 e, correct? 

THE WITNESS: I th ink  the equi ty penal ty could be 

applicable. 

equi ty e f f e c t  and i t  would c e r t a i n l y  be pa r t  o f  the ca lcu lat ion 

and i t  might make i t  a much smaller number. 

I th ink  you would have t o  take account o f  the 

COMMISSIONER PALECKI: But i f  there was a long-term 

payment stream o f  25 years and a t  the end o f  the 25 years 

Flor ida Power and L ight  owned the en t i re  p lant ,  then you would 

have no equi ty penalty, would you? 

THE WITNESS: No, I ' m  not sure you would have no 

equi ty penalty, Commissioner, because I th ink  what investors 

would do i s  discount those f i x e d  obl igat ions out f o r  the 25 

years, and tha t  would be an of f -balance sheet l i a b i l i t y  and 

then they would look a t  the equi ty  e f f e c t  o f  ge t t ing  the 

ownership o f  the p lant  and discount tha t  back. And I th ink  III 

par t  maybe apply some adjustment t o  it, as wel l .  So, you would 

have some e f fec t  on the equi ty  side o f  the balance sheet, some 

e f f e c t  on the l i a b i l i t y  side, and I th ink  the net e f f e c t  would 

j u s t  depend on how the numbers worked out. 
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COMMISSIONER PALECKI: What i f  instead o f  a f t e r  25 

{ears there was f u l l  ownership, i t  was a ramp where the actual 

mount o f  equi ty  would be paid f o r  and t ransferred over t o  

' lor ida Power and L igh t  on a smooth ramp? 

THE WITNESS: And t h i s  i s  a new idea and I ' m  t r y i n g  

to get my head around i t  here, Commissioner. 

that the  equi ty  t rans fer  t h a t  would occur a t  the  end o f  25 

years would have t o  take account o f  the depreciated value o f  

the p lan t  and the f a c t  t h a t  i t  i s  25 years out from an 

investor 's  perspective. You would have t o  discount tha t  back 

to some not ion o f  present value i n  terms o f  determining how 

nuch today' s equi ty  equi V a l  ent i t  woul d be. 

It would seem 

COMMISSIONER PALECKI: I th ink  there has already been 

some testimony t o  t h i s  e f f e c t ,  and I don ' t  remember the answer, 

naybe you could c lear  t h i s  up f o r  me. Were the  bidders t o  the 

XFP, the people who put f o r t h  proposals aware o f  the amount o f  

the equi ty  penalty a t  the time they made t h e i r  proposals? 

THE WITNESS: Commissioner Palecki , I don ' t  know i f  

they were aware o f  it. Certa in ly  what FPL d i d  was consistent, 

even the same 40 percent r i s k  factor  w i t h  what F lor ida Power 

Corporation used i n  t h e i r  Hines 2 case i n  1999 or  2001. So i f  

the bidders kept t rack  o f  what had happened a t  t h i s  Commission, 

I th ink  they would have been aware o f  the  equ i ty  penalty 

t r a d i t i o n  and probably o f  the r e l a t i v e  order o f  magnitude. 

Because the approach i n  the Hines case and the approach tha t  
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FPL used i s  essent ia l l y  the same. The assumptions as t o  

capi ta l  structure and capi ta l  costs are d i f f e r e n t ,  but the 40 

percent r i s k  factor  i s  exact ly the same. 

COMMISSIONER PALECKI: Cer ta in ly  t h a t  i s  something i f  

you were one o f  the bidders you would want t o  know tha t ,  you 

know, on a d e f i n i t e  basis before you made your proposal, would 

you not? 

THE WITNESS: Well, Commissioner Palecki,  I ' m  not  

sure you would have t o  know it because I th ink  your proposal, 

you are looking a t  your cost and your required return on equi ty  

and you have t o  th ink  about whether you can put the proposal on 

the tab le tha t  would be a t t rac t i ve .  And presumably your costs 

and your required returns are known t o  you. 

I th ink  i f  you knew tha t  there was not going t o  be an 

equi ty penalty you might be a 1 i ttl e more - - you could possibly 

b i d  higher t o  add t o  your cost o f  equi ty.  

considerations t h a t  would go i n t o  the bidder would depend i n  

large par t  upon t h e i r  own circumstances as t o  what t h e i r  o f f e r  

could be. Now, I th ink  they would give some consideration t o  

how tha t  cost would be evaluated and r e a l l y  t ha t  i s  why I th ink  

tha t  i f  t h i s  Commission says there w i l l  be no equi ty penalty, I 

th ink  tha t  would tend t o  suggest t o  bidders t h a t  they don ' t  

have t o  cut  t h e i r  bids as close because t h i s  f inancing cost 

t ha t  they impose upon the u t i l i t y  w i l l  be ignored. 

So I th ink  the 

And I th ink  a ra t ional  bidder would pay a l o t  o f  
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j t t e n t i o n  t o  what had happened here i n  t h i s  j u r i s d i c t i o n  before 

i n  deciding what the  game was and I would c e r t a i n l y  expect them 

to look a t  recent need f i l i n g s  and how they were t rea ted  a t  

th is  Commission. 

COMMISSIONER PALECKI: And I t h i n k  you t e s t i f i e d  t h a t  

in  the - -  was i t  the  QF proceedings on the standard o f f e r  

:ontracts there was an equ i ty  penal ty  t h a t  was allowed? 

THE WITNESS: Right. It was ca l l ed  an equ i t y  

adjustment, and there was a 10 percent r i s k  fac to r  used because 

fo r  QFs the  r i s k  fac to r  i s  genera l ly  less  because they don ' t  

nave the degree o f  firmness t h a t  purchased power arrangements 

d i t h  non-QFs general ly have. 

COMMISSIONER PALECKI: So t h a t  would i n  your opinion 

j u s t i f y  10 percent as opposed t o  40 percent? That i s  a p r e t t y  

substantial d i f ference. 

THE WITNESS: Well, t h a t  was the Commission's 

f ind ing.  FPL had o r i g i n a l l y  suggested 20 percent, the  

Commission found 10 percent, t h a t  was the s t a f f  recommendation 

and the Commission accepted the  s t a f f ' s  recommendation. So the 

10 percent was a f i n d i n g  by the Commission as t o  the  r i s k  

fac to r  t h a t  appl ied t o  q u a l i f y i n g  f a c i l i t y  power on the  FPL 

system. 

COMMISSIONER PALECKI : Thank you. 

CHAIRMAN JABER: Commissioner Bradley. 

COMMISSIONER BRADLEY: Yes. And I know t h i s  would be 
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1 hypothet ical ,  but  under a lease/purchase scenario, what i s  

;he useful l i f e  and the value o f  a power p lan t  as an asset 

i f t e r  25 years? 

THE WITNESS: Well, I t h i n k  i t  depends on the power 

i l a n t ,  the cost - - i t s  fue l  and i t s  cost o f  f ue l ,  i t s  r e l a t i v e  

? f f i c i ency ,  and what the p r i c e  o f  power i n  the  market i s .  You 

:now, there are power p lants  operating i n  t h i s  country t h a t  

vere b u i l t  i n  the 1920s. There are power p lants  t h a t  were 

i u i l t  i n  the 1960s t h a t  have been r e t i r e d .  So I t h i n k  i t  

jepends on the p a r t i c u l a r  circumstances o f  a power p lan t .  

l o t  an engineer, but  my experience being around engineers i s  

that i f  a power p lan t  i s  proper ly maintained i t  w i l l  be i n  

vorkable condi t ion a t  the end o f  25 years or more. Now the 

question i s  i s  i t  also economic. 

I ' m  

COMMISSIONER BRADLEY: And under t h i s  same scenario 

a f te r  25 years, then t h a t  means t h a t  you would then, i f  you 

dent i n t o  such an arrangement or agreement, then t h a t  you would 

be - - you would put t h a t  p lan t  i n t o  the  r a t e  base? 

THE WITNESS: No, I bel ieve - - are you speaking o f  

the arrangement t h a t  Commissioner Palecki was t a l  k ing  about? 

COMMISSIONER BRADLEY: Yes. 

THE WITNESS: My understanding o f  t h a t  arrangement i s  

tha t  - -  
COMMISSIONER BRADLEY: Not f o r  the purposes o f  

construction, but  f o r  maybe maintenance and upkeep and other 
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things t h a t  are associated w i t h  maintaining an asset. 

THE WITNESS: My understanding o f  the scenario he was 

t a l k i n g  about i s  t h a t  a t  the  end o f  20 years i t  w i l l  become a 

u t i l i t y  asset and would go i n t o  r a t e  base. 

i n t o  r a t e  base, then i t  would have no equ i ty  value t o  the 

u t i l i t y  unless i t  had an a b i l i t y  t o  earn something. 

I f  i t  d i d n ' t  go 

CHAIRMAN JABER: Redirect . 
MR. LITCHFIELD: Thank you, Madam Chairman. 

RED I RECT EXAM I NATION 

BY MR. LITCHFIELD: 

Q Now, Doctor Avera, you ind icated i n  your testimony i n  

response t o  cross examination t h a t  you had, i n  fac t ,  reviewed 

the supplemental RFP, correct? 

A Yes, s i r .  

Q 

A It i s .  

Q On the chance t h a t  perhaps you f a i l e d  t o  reco l l ec t  

something, I would l i k e  t o  show you a copy o f  the need study 

f o r  e l e c t r i c a l  power p lan t  2005/2006, Appendices E through 3, 

Page 18 o f  Appendix F. I would ask t h a t  Mr. Guyton show you a 

COPY 

I t ' s  a rather lengthy document, would you agree? 

MR. MOYLE: I am going t o  object t o  t h i s ,  because I 

th ink  h i s  testimony re la ted  t o  the supplemental RFP. He i s  

going t o  show him something t h a t  wasn't set f o r t h  i n  the 

supplemental RFP. 

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 

699 

CHAIRMAN JABER: M r .  L i t c h f i e l d ,  I have t o  t e l l  you 

;hat preface t o  your question about whether there was a chance 

:hat he d i d n ' t  r e c a l l  something sounded l i k e  you were leading 

/our witness. So why don ' t  you t e l l  me what the  cross 

2xamination was t h a t  you are about t o  r e d i r e c t  on? 

MR. LITCHFIELD: He was asked whether the  equ i ty  

iena l ty  was disclosed i n  the  supplemental RFP. 

CHAIRMAN JABER: I asked t h a t  as I r e c a l l .  

MR. LITCHFIELD: Yes. And we can show through Doctor 

\vera here r i g h t  now or  we can c a l l  another witness and show 

:hat, i n  fac t ,  the supplemental request f o r  proposals 

indicates - -  
CHAIRMAN JABER: So you are red i rec t i ng  on the  cross 

5xamination t h a t  re la ted  t o  whether the equ i ty  penal ty was set  

fo r th  i n  the supplemental RFP? 

MR. LITCHFIELD: And more p a r t i c u l a r l y  - -  
CHAIRMAN JABER: I s  t h a t  yes? 

MR. LITCHFIELD: Yes t o  your question, and also I 

ie l i eve  t o  Mr. Moyle's question i n  which he asked whether the 

i idders were aware o f  t he  way the equ i ty  penal ty was going t o  

i e  calculated. And I have another question i n  t h a t  respect, as 

de l l .  

CHAIRMAN JABER: I w i l l  a l low the  f i r s t  one. We w i l l  

iandle the second one as i t  comes up. 

MR. LITCHFIELD: Thank you. We have j u s t  two copies, 
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so I th ink  Mr. Guyton w i l l  probably j u s t  show counsel the  page 

de are going t o  put i n  f r o n t  o f  Doctor Avera. O f  course, i f  

counsel has brought t h e i r  own copies o f  the  supplemental RFP, 

which o f  course they have, they can r e f e r  t o  tha t ,  as we l l .  

CHAIRMAN JABER: Let  me be c lear .  Mr. Moyle, what I 

have allowed i s  questions re la ted  t o  my question o f  whether the  

i nc lus ion  o f  the  equ i ty  penal ty i n  the  analysis was set  f o r t h  

i n  the  supplemental RFP. 

MR. MOYLE: And I am p e r f e c t l y  f i n e  w i th  tha t .  I 

th ink  the  document speaks f o r  i t s e l f  on Page 18. There i s  one 

sentence i n  there. But what I do object  t o  i s  him being shown 

something out o f  a need study tha t  was f i l e d  i n  Ju l y  o f  t h i s  

year, okay, from a t ime frame tha t  was not  i n  the supplemental 

RFP, and the  bidders had the supplemental RFP, they d i d n ' t  have 

the need study. So I don ' t  t h ink  i t ' s  appropriate. 

MR. LITCHFIELD: Madam Chairman, t h i s  i s ,  i n  f a c t  - -  
CHAIRMAN JABER: You know, I can r e a l l y  only hear one 

o f  you a t  a t ime, so I need you t o  j u s t  w a i t .  Let  me 

understand your object ion.  Are you saying t h a t  the  document 

the witness i s  about t o  see i s  not the  supplemental RFP? 

MR. MOYLE: Yes, ma'am. 

CHAIRMAN JABER: Mr. L i t c h f i e l d ,  my question 

cont ro l led  whether the equ i ty  penal ty was c l e a r l y  delineated i n  

the  supplemental RFP, so i f  i n  red i rec t  you are t r y i n g  t o  

es tab l i sh  t h a t  i t  was - -  
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MR. LITCHFIELD: Yes, and also i n  response t o  a 

question from Mr. Moyle as t o  whether bidders were on no t ice  

tha t  an equi ty  penalty would be applied. 

CHAIRMAN JABER: Well, I would 1 i k e  f o r  you t o  handle 

the f i r s t  question. We w i l l  address the second question l a t e r .  

MR. MOYLE: Ma'am. 

CHAIRMAN JABER: Mr. L i t c h f i e l d ,  are you confused 

about what I want? 

MR. LITCHFIELD: No, I ' m  not .  I thought we were 

wai t ing f o r  Mr. Moyle again. 

CHAIRMAN JABER: Go ahead. 

MR. MOYLE: I th ink  t h i s  might c l a r i f y  it. The need 

study i s  a b ig ,  b i g  document. The supplemental RFP i s  not t h a t  

b i g  o f  a document. We have been working o f f  o f  the 

supplemental RFP. Apparently what i s  going t o  be shown t o  the 

witness i s  the supplemental RFP, which i s  a por t ion  o f  the need 

study. So i f  t h a t  i s  a l l  t h a t  i s  being shown, I ' m  f i ne .  But 

t o  the extent t h a t  we are showing other documents i n  the  need 

study, t h a t ' s  where my object ion l i e s .  

CHAIRMAN JABER: Take an opportunity, Mr. Moyle, and 

look a t  t h i s  document. 

MR. MOYLE: It has been represented t o  me t h a t  he i s  

j u s t  going t o  be shown the supplemental. 

w i t h  Mr. Guyton's representation. 

I ' m  p e r f e c t l y  f i n e  

CHAIRMAN JABER: Go ahead, Mr. Guyton. 
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3Y MR. LITCHFIELD: 

Q I w i l l  r e f e r  you, Doctor Avera, t o  Subsection 2 on 

'age 18 o f  the supplemental RFP. 

A Yes, I see tha t .  

Q 

Section 2? 

And would you focus on the  second paragraph o f  

A Yes. 

Q 

"Therefore, t he  evaluat ion,"  on the  t h i r d  l i n e  o f  t h a t  

paragraph? 

And would you read f o r  me the  sentence beginning w i t h  

A Correct, Mr. L i t c h f i e l d ,  t h i s  does re f resh  my 

recol 1 e c t i  on. "Therefore, the eval u a t i  on w i  11 exami ne each 

proposal's impact on the  e n t i r e  FPL system, inc lud ing  the  

estimated impact on FPL's cost o f  cap i ta l  associated w i t h  

enter i  ng i n t o  a purchased power agreement. 

MR. LITCHFIELD: Thank you. Now, Madam Chairman, I 

have a second document which I would l i k e  t o  show the witness 

and ask him i f  he recognizes i t  as an equ i ty  penal ty 

computation. 

CHAIRMAN JABER: And what i s  t h a t  document you are 

about t o  show him? 

MR. LITCHFIELD: The document t h a t  I am about t o  show 

him i s  a volume containing Appendices F through 0 from the  need 

study f i  ed i n  the  i n i t i a l  - -  as a r e s u l t  o f  the  i n i t i a l  RFP. 

A document t h a t  the bidders a l l  had before we went t o  the  
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supplemental RFP. 

CHAIRMAN JABER: And t h a t  goes t o  what question 

again, Mr. L i t c h f i e l d ?  

MR. LITCHFIELD: Mr. Moyle's o r  perhaps 

W. McGlothl in 's,  I don ' t  r e c a l l  whose. I t h i n k  i t  was Mr. 

Yoyle's question as t o  whether bidders were on no t ice  t h a t  an 

equi ty penal ty computation would be used i n  the supplemental 

RFP . 
CHAIRMAN JABER: I t h i n k  a1 so Commi ssioner Pa l  ecki 

asked t h a t  question, so I w i l l  a l low it. 

MR. LITCHFIELD: I bel ieve t h a t  i s  t rue .  

BY MR. LITCHFIELD: 

Q A l l  r i g h t .  Mr. Guyton has handed you a document, 

Doctor Avera, and I would l i k e  f o r  you t o  t u r n  t o  Appendix N. 

Page 1. 

A Yes. 

Q And can you t e l l  me whether t h i s  represents an equ i ty  

penalty ca l  cu l  a t ion? 

A It does, and i t  does re f resh  my reco l lec t ion .  I have 

seen t h i s  i n  the  course o f  my preparation. 

penalty ca l cu la t i on  using the  same assumptions t h a t  FPL used 

and t h a t  I am supporting i n  my testimony. 

It i s  an equ i ty  

MR. LITCHFIELD: Madam Chairman, I would l i k e  t o  mark 

t h i s  f o r  i d e n t i f i c a t i o n ,  and I would l i k e  t o  move t h i s  i n t o  the 

record. Just  t h i s  one page from the  i n i t i a l  need. 
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CHAIRMAN JABER: Hang on, Mr. L i t c h f i e l d ,  I have 

questions about the same document. 

MR. LITCHFIELD: Sure. 

CHAIRMAN JABER: M r .  Avera, I need you t o  t e l l  me 

exact ly what t h a t  i s  you are look ing a t .  

THE WITNESS: It i s  Appendix N, and i t  i s  t i t l e d  

equi ty  penal t y  cal cul a t i  on. 

CHAIRMAN JABER: And t h a t  i s  from 

document - - t h a t  i s  pa r t  o f  what document? 

a general 

THE WITNESS: It i s  p a r t  o f  the nLed study f 

e l e c t r i c a l  power p l  ant, 2005/2006. 

CHAIRMAN JABER: 

the i n i t i a l  RFP process? 

I s  i t  f a i r  t o  say t h a t  t h a t  

THE WITNESS: That i s  my understanding. 

r 

i s  from 

CHAIRMAN JABER: So t h a t  t o  date has not been f i l e d  

i n  t h i s  case, i s  t h a t  correct? 

THE WITNESS: I d o n ' t  know about i t s  status as t o  

being f i l e d .  

i n  my engagement i n  t h i s  matter. 

I do know now I remember having seen t h i s  ea r l y  

CHAIRMAN JABER: The page you were j u s t  d i rected t o  

look a t ,  i s  there something i den t i ca l  or  comparable t o  i t  i n  

the need study t h a t  has been f i l e d  i n  t h i s  case? 

THE WITNESS: I bel ieve there i s .  

CHAIRMAN JABER: 

MR. LITCHFIELD: Madam Chairman, i f  Doctor Avera 

Can you po in t  me t o  tha t?  
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doesn't have i t  a t  h i s  cha i r ,  which i s  l i k e l y ,  we can supply 

h im w i t h  tha t .  

CHAIRMAN JABER: Mr. L i t c h f i e l d ,  here i s  what I would 

r e a l l y  l i k e  t o  do, i f  there i s  a way f o r  you t o  handle t h i s  

red i rec t  looking a t  the  need study t h a t  i s  p a r t  o f  t h i s  case, I 

th ink  t h a t  i s  a more e f f i c i e n t  way o f  handling t h i s .  

MR. LITCHFIELD: Yes. The need study was f i l e d  i n  

t h i s  case, but I th ink  why I need t h i s  p a r t i c u l a r  page from the  

o r ig ina l  need study i s  t o  support the proposi t ion tha t  bidders 

who now seem t o  through cross examination be suggesting tha t  

they were surprised by the  f a c t  t h a t  the  company was going t o  

compute an equ i ty  penal ty o r  by the assumptions t h a t  were 

employed by the company c a n ' t  r e a l l y  do t h a t  given t h a t  i n  the 

i n i t i a l  RFP and the  need study the computations were ou t l ined  

i n  some d e t a i l .  

CHAIRMAN JABER: Here i s  the problem w i t h  tha t .  They 

have not been given an opportuni ty t o  f i l e  rebu t ta l  o r  do 

discovery on t h a t  document which was not made p a r t  o f  t h i s  

case. So I ' m  look ing t o  not  open doors c rea t ing  chaos, but I 

am g i v ing  you an opportuni ty t o  conduct your red i rec t  using a 

document t h a t  has been f i l e d  i n  t h i s  case. 

MR. LITCHFIELD: I w i l l  t r y  t o  do so, Madam Chairman. 

(Pause). 

Madam Chairman, I w i l l  withdraw my request t o  move 

t h i s  pa r t i cu la r  sheet i n t o  the  record. I be l ieve  t h a t  i t  has 
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been acknowledged i n  testimony and I t h i n k  t h a t  probably i s  

fur ther  we can adequate f o r  our purposes. And i f  we need t o  go 

do t h a t  through another witness. 

CHAIRMAN JABER: Thank you, Mr. L i t c h f  

have you any other red i rec t?  

MR. LITCHFIELD: I do have a couple o f  

red i rec t  . 
BY MR. LITCHFIELD: 

e ld .  Did you 

addi t ional  

Q Doctor Avera, do you reca l l  Mr. Moyle questioning you 

regarding the excerpts from Moody's Credi t  Week i n  your 

t e s t  i mony? 

A 

L i  t c h f  i e l  d. 

I th ink  t h a t  was Standard & Poor's Credi t  Week, Mr. 

Q I ' m  sorry, you are absolutely r i g h t .  Do you reca l l  

t h a t  l i n e  o f  questioning? 

A Yes. 

Q And do you r e c a l l  t h a t  he pointed out t o  you t h a t  the  

l a t e s t  date i n  those a r t i c l e s  was 1993? 

A Yes. 

Q Am I r i g h t  t h a t  you indicated t h a t  those were 

provided p r i n c i p a l l y  t o  describe the S&P methodology f o r  

imputing debt? 

A That i s  correct ,  because i t  was o r i g i n a l l y  deve oped 

i n  the ea r l y   OS, and those are the  reports i n  which S&P k ind  

o f  l a i d  out i t s  approach t o  quant i fy ing the  off-balance sheet 

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 

707 

1 i a b i  1 i ty.  

Q 

since 1993? 

To your knowledge has S&P changed i t s  methodology 

A No, i t  has not.  It has continued t o  use s im i la r  

nethodol ogy up u n t i  1 today. 

Q Mr. Har r is  asked you a question regarding your 

2xperience i n  other j u r i s d i c t i o n s ,  and I t h i n k  s p e c i f i c a l l y  

asked you whether you were aware o f  other orders from other 

state commissions r e f l e c t i n g  or  incorporat ing an equ i ty  

adjustment. Do you r e c a l l  tha t?  

A Yes, s i r .  

Q And I bel ieve you ind icated t h a t  i n  your experience 

the s i t u a t i o n  was such t h a t  the analysis was comparing 

competing outside proposals versus an analysis t h a t  compares 

s e l f - b u i l d s  t o  outside proposals, i s  t h a t  r i g h t ?  

A That i s  correct .  That has been my experience i n  

other states where the  commission had a proceeding t o  look a t  

purchased power a1 t e r n a t i  ves . 
Q My question i s  given t h a t  d i f ference,  do you have any 

understanding o r  ra t i ona le  as t o  why those orders might no t  

have re f1  ected an equ i ty  penal ty adjustment? 

A Well, i f  you are comparing a l te rna t ives  t h a t  

essen t ia l l y  have the  same e f f e c t  on the  balance sheet, there i s  

no reason t o  adjust  f o r  t h a t  e f f e c t  i n  order t o  compare the  

a1 ternat ives one t o  another. 
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Q Now, you were asked by Mr. McGlothlin w i t h  respect t o  

the excerpt from the S&P communication regarding the r i s k  

factor,  were you not? 

A Yes, s i r .  

Q I s  t h a t  the type o f  communication t h a t  S&P would 

provide i n  the ordinary course o f  i t s  business t o  your 

understanding? 

A Yes, i t  does. S&P general ly advises investors o r  the 

companies t h e i r  r a t i n g  as t o  t h e i r  prel iminary thoughts about 

re1 evant parameters. 

Q Inc lud ing r i s k  factors? 

A Yes. 

Q Now, you were also asked by Mr. McGlothlin regarding 

the materials t h a t  were furnished t o  S&P f o r  purposes o f  i t s  

review. Do you r e c a l l  t h a t  ,question? 

A That i s  correct .  

Q And I t h i n k  you indicated t h a t  you were aware t h a t  

materials other than or  i n  addi t ion t o  the supplemental RFP or  

the RFP were provided, but you weren't  sure what mater ia ls,  

correct? 

A That i s  correct .  I remember t a l k i n g  t o  people on Mr. 

Dewhurst's s t a f f  about what was provided, and I know the 

materials went beyond the RFP. 

have been included, but as t o  the speci f ics ,  I j u s t  c a n ' t  

reca l l  exact ly  what they were. But I know there were more 

I bel ieve the need study might 
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nateri a1 s. 

Q I r respect ive o f  what may have been provided i n  

j dd i t i on  t o  the terms o f  the RFP, would S&P have had mater ia ls 

i n  F lo r ida  i n  general and on FPL spec i f i ca l l y?  

A Yes. As I indicated l a t e r  i n  my cross, S&P has a 

zontinuous fo l lowing o f  not  on ly  FPL, but other F lor ida 

j u r i sd i c t i ona l  u t i l i t i e s .  And my experience w i t h  r a t i n g  

jgencies i s  t h a t  they d iv ide  themselves i n t o  teams t h a t  

specialize i n  pa r t i cu la r  u t i l i t i e s  and pa r t i cu la r  par ts  o f  the 

:ountry, and they cont inual ly  keep themselves up-to-date.  

It was my experience when I was on the  Texas 

:ommission s t a f f  t ha t  usual ly  a couple o f  days a f t e r  the 

:ommi ss i  on woul d render a p a r t i  cull a r l  y s i  gni f i  cant order, I 

night get a c a l l  from somebody a t  S&P, or  Moody's, or  one o f  

the other r a t i n g  agencies j u s t  t o  get a l i t t l e  background as t o  

dhat t h i s  decision might mean and what i t s  impl icat ions were 

for  u t i l i t i e s  i n  the state.  

So I th ink  the value t h a t  S&P brings t o  investors i s  

that  they have t h i s  continuous monitoring o f  what goes on w i t h  

u t i l i t i e s  and w i th  commissions, so t h a t  when they issue a 

publ icat ion,  especial ly one t h a t ,  you know, i n  response t o  some 

b i g  event, they can do so w i t h  the benef i t  o f  the background o f  

being f a m i l i a r  w i th  what has happened and what the h i s to ry  and 

context i s  leading up t o  t h a t  event. 

MR. LITCHFIELD: Thank you. Those a re  a l l  the 
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luestions I have f o r  red i rec t .  

CHAIRMAN JABER: Thank you. Thank you, M r .  Avera. 

lave Exh ib i t  22. 

MR. LITCHFIELD: Yes, I would ask t 

mtered i n t o  the record. 

CHAIRMAN JABER: Without object ion,  

idmitted i n t o  the record. 

\ a t  t h a t  be 

Exh ib i t  22 i s  

(Exh ib i t  22 admitted i n t o  the record. 1 

CHAIRMAN JABER: The next witness i s  Donald 

I 

;ti 11 wagon. Commi ssioners, whi 1 e t h a t  witness comes tu the 

itand, please fee l  f ree  t o  take a short break. 

MR. MOYLE: Can counsel take tha t ,  as wel l?  

CHAIRMAN JABER: Short. Ten minutes. 

(Recess. 1 

CHAIRMAN JABER: We are going t o  get back on the 

-ecord. And, FPL, your next witness i s  Mr. Sti l lwagon? 

MR. BUTLER: That 's  r i g h t ,  Mr. Sti l lwagon. I 

inderstand he has previously been sworn. Let me j u s t  explain 

;hat I have l e f t  dur ing the break f o r  each o f  the Commissioners 

md s t a f f  and the other pa r t i es  a copy o f  a Page E-22 from the 

ieed study appendices. It i s  j u s t  a map o f  s o r t  o f  the basic 

-PL transmission system t h a t  I t h i n k  may be he lp fu l  f o r  

Following along w i t h  Mr. St i l lwagon's  testimony. 

rhereupon, 

DONALD R. STI LLWAGON 

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 

711 

was ca l l ed  as a witness on behalf o f  F lo r ida  Power and L igh t ,  

and having f i r s t  been du ly  sworn, was examined and t e s t i f i e d  as 

f o l  1 ows : 

DIRECT EXAM I NATION 

BY MR. BUTLER: 

Q Mr. Sti l lwagon, would you please s ta te  your name and 

address f o r  the record? 

A My name i s  Donald R. St i l lwagon. My address i s  610 

Crysta l  Springs Road, Murphy, North Carolina. 

Q Have you been engaged t o  t e s t i f y  on behalf o f  FPL i n  

t h i  s proceeding? 

A Yes, I have. 

Q And do you have before you d i r e c t  testimony 

consist ing o f  13 pages o f  prepared testimony and Documents 

DRS-1 t o  DRS-3? 

A Yes, I do. 

Q 
d i  r e c t i  on, supervi s i  on, o r  control  ? 

Were the testimony and exh ib i t s  prepared under your 

A Yes, they were. 

MR. BUTLER: I would ask t h a t  the next exh ib i t  number 

be assigned t o  Mr. St i l lwagon's  documents. I t h i n k  t h a t  would 

be 23. 

CHAIRMAN JABER: Hearing Exh ib i t  23 i s  i d e n t i f i e d  f o r  

DRS-1 through DRS-3. 

(Exh ib i t  23 marked f o r  i d e n t i f i c a t i o n . )  
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IY MR. BUTLER: 

Q Have you prepared an er ra ta  sheet t o  your p r e f i l e d  

l i r e c t  testimony and the  por t ions o f  the  need study t h a t  you 

i re  sponsoring? 

A Yes, s i r ,  I have. 

Q And, I ' m  sorry,  I forgot  t o  ask you, are you 

iponsoring port ions o f  t he  need study? 

A Yes, I am. 

Q Would you please i d e n t i f y  those? 

A I cosponsor Section M o f  the  need study a\,d I l s o  

;ponsor port ions o f  Section 3 o f  the  need study deal ing w i t h  

ransmission in tegra t ion .  

Q Thank you. As revised by the  e r ra ta  sheet, do you 

idopt t h i s  p r e f i l e d  d i r e c t  testimony as your testimony i n  t h i s  

roceed i  ng? 

A Yes, I do. 

MR. BUTLER: I would ask t h a t  Mr. St i l lwagon's  

i r e f i l e d  d i r e c t  testimony be inser ted  i n t o  the  record as though 

-cad. 

CHAIRMAN JABER: The p r e f i l e d  d i r e c t  testimony o f  

Ionald R. St i l lwagon sha l l  be inser ted  i n t o  the  record as 

through read. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF DONALD R. STILLWAGON 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Q. 

A. 

Please state your name and address. 

My name is Donald R. Stillwagon, and my address is 6425 sth Avenue North, 

St. Petersburg, FL 33710. 

Q. Please state your occupation. 

A. I am an independent consultant on matters relating to transmission systems. I 

have been engaged to work for Florida Power & Light Company (FPL) on 

transmission integration requirements as they relate to FPL’s Supplemental 

Request For Proposals (Supplemental FWP). 

Q. Please state your experience. 

A. I graduated from the University of Florida with a Bachelor of Science Degree 

in Electrical Engineering in 1968. I subsequently earned a Master’s degree in 

Business Administration from the Florida Institute of Technology in 1978. I 

am a registered Professional Engineer in the State of Florida, and a member of 

the Institute of Electrical and Electronic Engineers, Inc. (IEEE). 

1 
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My work experience includes 33 years at Florida Power Corporation (FPC) 

from which I retired January 1, 2002. While at FPC, I spent the first 9 years 

of my career in Transmission Line Design where I was responsible for project 

work involving the routing and engineering design of transmission lines, 

preparation of cost estimates, work orders, and project cost budgeting. I was 

responsible for planning of the FPC Bulk Transmission System (230 kV and 

above) for the period of 1978 through 1994. In this position, I was 

responsible for loadflow and transient stability studies, development of 

solution alternatives, evaluating the costs and benefits of alternatives and the 

recommendation of an expansion plan and budget requirements to FPC 

management. 

In December 1994 I became the Manager of Transmission and Distribution 

(T&D) Planning for FPC, a position I held for five years. As Manager of 

T&D Planning, I led the team that was responsible for the planning and capital 

budgeting for the entire FPC transmission system, including distribution 

substations. As Manager, I was also responsible for coordinating the planning 

of the FPC transmission system with other utilities and within the Florida 

Reliability Coordinating Council (FRCC). The final two years of my career at 

FPC were spent on a special assignment to the FPC Regional Transmission 

Organization Team that led the FPC involvement in the GridFlorida and other 

Regional Transmission Organization efforts at the Florida level and at the 

Federal Energy Regulatory Commission (FERC). 

2 



t 
I 
I 
t 
1 
I 

I 
I 
I 
I 
1 
I 
I 
I 
P 
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 

a 1  5 

I have testified before the Florida Public Service Commission (Commission) 

in several Transmission Need Hearings, and represented the FRCC before the 

Commission in several proceedings in various capacities. I served as Chair of 

the FRCC Available Transfer Capability Working Group (ATCWG) from its 

inception in 1995 through late 2001. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the overall evaluation process and 

the results of transmission integration studies for the various capacity plans 

from the FPL Supplemental RFP process as requested by the FPL Resource 

Assessment and Planning (RAP) staff. I will additionally review the detailed 

results of the integration studies as they pertain specifically to the All FPL 

plan. 

Q. 

A. 

Are you sponsoring an exhibit in this case? 

Yes. It consists of the following documents: 

Document DRS-1, Integration Direct Costs Summary 

Document DRS-2, Integration Cash Flow - Supplemental RFP 

Document DRS-3, Integration Facilities and Cost for All FPL plan. 

Q. 

A. 

Are you sponsoring any part of the Need Study for this proceeding? 

Yes, I sponsor the portions of Section I11 addressing transmission integration 

and co-sponsor Appendix M of the Need Study. 

3 
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I. Integration Study Process. 

Q. Please describe FPL’s transmission integration evaluation process and 

you involvement in it. 

The evaluation process consisted of three steps. A. 

The first step was to perform loadflow screening studies to identify new 

facilities and facility upgrades that would be needed to integrate the capacity 

resources in each plan into the transmission system as a network resource for 

FPL. In consultation with FPL transmission personnel, I developed the 

methodology that was used to perform these loadflow screening studies. I 

then led and directed FPL transmission planning engineers, who performed 

the loadflow screening studies. Throughout this first step, I met with FPL 

transmission planning engineers, reviewed and approved the results of their 

loadflow screening studies, and prepared a scenario-by-scenario list of new 

facilities and facility upgrades required to integrate the capacity resources in 

each plan into the transmission system as a network resource for FPL. 

Once a list of new facilities and facility upgrades required to integrate was 

identified, I directed the second step of the evaluation process, which 

consisted of developing cost estimates for the new and upgraded transmission 

facilities. The cost estimates were prepared by FPL substation and 

transmission engineers under my direction. During this step I held a meeting 
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and participated in the discussion at which the scenario study results and cost 

estimates were discussed and reviewed for reasonableness and compared for 

consistency . 

The final step in the process involved compiling (i) a total transmission 

integration cost for each plan and (ii) an estimated monthly cash flow of the 

costs for the transmission projects. Again, this work was performed by FPL 

transmission personnel under my direction. After I reviewed the transmission 

integration cost information and satisfied myself as to its accuracy and 

completeness, I transmitted the information to the FPL RAP business unit for 

inclusion in the Supplemental RFP evaluation. Document DRS-1 contains a 

listing of the 28 plans and their associated transmission integration costs. 

Document DRS-2 contains two separate cash flows for each plan, the first for 

the facilities being placed into service in 2005, and the second for the facilities 

being placed into service in 2006. 

Q. 

A. 

Please describe the loadflow analyses performed. 

For each of the 28 plans, loadflow studies were performed to assess necessary 

transmission system upgrades. These studies were considered screening type 

studies since they were not as comprehensive as studies that are normally 

performed for a request for specific transmission service. However, the 

screening type studies are sufficient to provide a reasonable estimate of the 

facilities that may become overloaded as a result of the plan options and the 

5 
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incremental transmission facilities that may be necessary to mitigate such 

overload( s), 

Each of the 2005 and 2007 loadflow cases for the 28 plans was subjected to a 

contingency screening of all transmission elements, and the FPL system was 

monitored for violations of North American Electric Reliability Council 

(NERC), FRCC and FPL standards. In accordance with standard study 

procedures for interconnection and integration, the analysis did not include 

monitoring the systems of any other transmission providers. Any violations 

found were resolved by the least expensive option, whether by acceptable 

remedial action, facility upgrades, or by new facilities. All proposed 

solutions were inserted into the appropriate loadflow case and tested with 

another full contingency screen in order to verify the completeness of the 

solution. 

The loadflow cases used for the studies were based upon the FRCC 2002 

loadflow cases, which are available and updated on an annual basis by the 

FRCC. 

Q. 

A. 

Please describe the reasons for using the FRCC 2002 loadflow cases. 

The FRCC 2002 loadflow cases have a significant advantage over the 2001 

loadflow cases, because they contain many new planned facilities required as 

a result of newly confirmed transmission service requests and retail load 
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7 1  9 

requirements. Though not officially deemed final by the FRCC until June 18, 

2002, by the time the 2002 loadflow cases were used for this analysis they 

were undergoing final review and had already been reviewed by the FRCC 

Transmission Working Group several times as well as by all transmission 

providers in the FRCC through a formal review process. Finally, the 2002 

FRCC loadflow cases contain a full year’s worth of transmission service 

additions, all the facilities planned by all transmission providers during the 

previous year, and the data from another full year of load growth information. 

Using the 2002 FRCC loadflow cases assures that the results for this analysis 

are based on the most current loadflow cases available. 

Q. 

A. 

Why did FPL’s loadflow analysis use 2005 and 2007 study years? 

Summer 2005 was used because that is the first year that the candidate 2005 

capacity resources would be available, and summer 2007 was chosen to study 

the system one year after all of the proposed capacity resources for each of the 

plans was in service to assure the transmission integration was adequate. 

Q. 

A. 

Do you have a general observation regarding the results of the analysis? 

Yes. Generally, the results of the loadflow analysis indicated that a limited 

amount of capability exists to transfer power from the west coast to the east 

coast load centers of Florida. Therefore, as larger amounts of additional 

capacity resources are concentrated in the west coast of Florida in proportion 

to the east coast of Florida, incremental transmission facilities become 

7 
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necessary. As this situation is exacerbated, the incremental transmission 

facilities required to accommodate the transfer of power from the west coast 

to east coast load centers become more extensive. 

Q. Once the need for incremental transmission facilities was determined for 

each plan, how were the costs of such incremental transmission facilities 

estimated? 

Based on the need for incremental transmission facilities identified in each 

plan, a budget estimate for the facilities necessary for integration was 

developed in a consistent manner for each plan. These were what I consider 

budget grade estimates, which were based on sound engineering judgment, 

readily available data and existing estimates, and records of facility limitations 

and equipment ratings. The estimates did not involve any field inspections, or 

the type of detailed analysis that would be performed in response to a specific 

request for interconnection or transmission service, but they are adequate for 

their intended purpose. That is, they provide all the necessary information to 

make effective comparisons of the relative transmission integration costs 

associated with the plans. The estimated costs of the facilities for each plan 

were summed, and the total estimated plan integration cost determined. The 

estimates provided were in 2002 dollars. 

A. 

11. Integration Study Overall Results 

8 
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Q. Please summarize the cost estimates associated with integration for the 28 

capacity plans. 

Generally, the 28 capacity plans can be clustered into three broad groups. 

The least costly group of plans, which ranged in direct construction cost from 

$4.4 million to $25.6 million, consisted of plans designated as All Outside, All 

FPL, 2(b), 3, 3(a), 3(b), 5(a), 5(b), 7(a), 7(b), 8(a), 8(b), and 10. This first set 

can be described by several distinctive characteristics. First, in these plans the 

majority of the capacity resources that are placed into service in 2005 are 

located in the vicinity of the central east coast of Florida. Also, these plans 

either are somewhat more balanced in quantity of east coast versus west coast 

capacity resources or are predominantly on the east coast. 

A. 

The second group of plans ranged from $32.5 to $57 million in direct 

construction cost, and consisted of plans designated as 1, l(a), l(c), 2, 2(a), 4, 

4(a), 5, 6(a), 6(b), 6(c), 9(a) and 9(b). In this group of plans, the substantial 

majority of the capacity resources that are placed into service in 2005 are 

located in the vicinity of the west coast of Florida. It appears that placing an 

emphasis on capacity resources located in the west coast results in higher 

amounts of west-to-east power transfers, and in larger overloads in the west- 

to-east transmission facilities. These facilities cover great distances, and thus 

the required upgrades tend to be more costly. 

9 
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7 2 2  

Finally, the last group of plans, designated as l(b) and 4(b), ranged from 

$90.2 to $106.5 million in direct construction cost. These plans have all 

capacity resources located in the west coast vicinity, which results in high 

amounts of west-to-east power transfers, consequently significantly 

overloading the west coast to east coast transmission facilities. As I discussed 

in the previous paragraph, these facilities are very long; thus, the upgrades are 

relatively expensive. Compounding this situation are the large overloads 

identified with this last group of plans that require a rebuild of these west-to- 

east transmission facilities. 

111. All FPL plan 

Q. Please describe the transmission system interconnection requirements for 

the proposed Martin Unit 8 and Manatee Unit 3 projects, referred to as 

the All FPL plan. 

A. Document DRS-3 identifies the integration facilities for the All FPL plan and 

tabulates the total direct transmission integration cost for the plan. Two new 

transmission lines are required on the east coast, and five transmission lines 

must be upgraded to higher ampacity, four on the west coast, and one on the 

east coast. The new transmission lines are (a) between the Martin system 

substation and the Indiantown substation, and (b) between the Indiantown 

substation and the Bridge substation. The new transmission facilities 

10 



7 2 3  I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
t 
I 

1 

2 

3 

4 

5 

6 

7 

8 '  

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

constitute 93%, $20.6 million of $22.1 million, of the All FF'L transmission 

integration cost. These two new transmission lines will become part of the 

overall transmission system and thus needed to serve the FF'L load. The 

system upgrades of existing circuits are responsible for the $1.5 million 

balance of the All FPL transmission integration cost. 

Just as with the other plans, the transmission facilities are required for the total 

plan and cannot be separated for each resource. The construction of the new 

transmission lines and the upgrades are necessitated due to thermal 

overloading of existing transmission lines for single contingency outages. 

Q. Would you please explain why the construction of two new transmission 

lines is necessary? 

With respect to the two new transmission lines that must be constructed, the 

Martin-Indiantown #2 230 kV transmission line is necessary because several 

contingency outages result in overloads on the Warfield-Indiantown, Florida 

Steel-Indiantown and Florida Steel-Martin 230 kV lines. Since upgrades of 

these lines are not an effective alternative, a third 230 kV transmission line 

from Martin-Indiantown is necessary. Regarding the necessity for the second 

230 kV transmission line from Indiantown-Bridge, this line is required due to 

the resulting thermal overloading of the existing Indiantown-Bridge 230 kV 

line for the contingency outages of the Indiantown-Pratt&Whitney, 

Pratt&Whitney-Ranch, Midway-Jaguar and Tumpike-Jaguar 230 kV lines. 

A. 
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The screening study determined that the thermal overloads experienced on the 

existing Indiantown-Bridge 230 kV line exceeds any remaining upgrade 

capability. 

Q. Please address the necessity for the upgrades of existing transmission 

lines. 

With respect to the upgrades identified as necessary in the screening study, the 

upgrade of the Ranch-Homeland 230 kV line is required due to resulting 

overloads on this line for the contingency outage of either the Corbett- 

Conservation 500 kV or Conservation 500/230 kV autotransformer. The 

screening study indicates that the Ranch-Homeland 230 kV line can be 

upgraded such that the resulting overload is mitigated. 

A. 

Similarly, the Charlotte-Ft. Myers # 2 230 kV line was found to experience 

overloads for the contingency outage of the Charlotte-Calusa, the other 

Charlotte-Ft. Myers or the Charlotte-North Cape 230 kV transmission lines that 

could be mitigated by an upgrade of the line. Also, the Charlotte-Calusa 230 

kV transmission line sustained overloads that could be mitigated by an upgrade 

of the line for the same contingency outages as discussed for the Charlotte-Ft. 

Myers#2 230 kV line. 

Regarding the necessity to upgrade the Manatee-Johnson and Manatee- 

Ringling #3 230 kV lines, the contingency outage of either of these lines 

12 
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7 2 5  

results in the other being overloaded. Additionally, the contingency outage of 

the Manatee-Parish or Parish-Ringling 230 kV transmission lines result in 

overloads of a lesser magnitude on one or both of the Manatee-Johnson and 

Manatee-Ringling 230 kV lines. 

Q. Please summarize your testimony. 

A. My testimony provides a description of the Transmission Integration Study 

process that led to the development of the FPL transmission facility 

requirements and costs for integrating each of the 28 plans of the FPL 

Supplemental RFP into network resources for the FPL network load. The 

range of costs varies from a low of $4.4 million for the All Outside plan which 

contained candidate resources mainly in the south central and east side of 

Florida, to a high of $106 million for Plan 4(b) which contained candidate 

resources primarily on the west coast of Florida. 

Finally, I provide more detail about the transmission integration requirements 

for the plan that was selected as a result of the Supplemental RFP process. 

This specific plan requires two new transmission lines to be constructed on the 

east coast, and upgrades of five existing lines, one on the east coast, and four 

on the west coast. The great majority of the total direct transmission 

integration cost of this plan is for the two new transmission lines. 

Q. 

A. Yes. 

Does this conclude your testimony? 

13 
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!Y MR. BUTLER: 

Q 

A Yes, t h a n k  you. Good afternoon, Chairman Jaber and 

Would you please summarize your testimony? 

:ommissioners. I appreciate the opportunity t o  be here t o  
:estify on the transmission evaluation process t h a t  we used t o  
letermine of the transmission facil i t ies required and the 
jttendant costs for integrating capacity resources i n t o  the 
transmission grid. 

The FPL resource assessment and planning department, 
ir RAP, provided me w i t h  28 capacity resource plans t o  
?valuate. The transmission evaluation process was done on an 
identical basis for a l l  28 plans .  

Basically, the transmission evaluation process 
zonsisted of three steps. The f i r s t  step was t o  perform 
loadflow screening studies t o  determine the transmission 
facilities required for the integration of each capacity p lan .  

The second step was t o  ob ta in  and review cost estimates of 

those transmission faci l i t ies ,  and transmission facil i t ies 
include both rebuild of existing or upgrading of existing 
facil i t ies and construction of new facil i t ies.  The last step 
of the process was t o  assemble a summary of the transmission 
facility requirements for each p lan ,  and the attendant cost 
estimates for those plans and transmit them t o  RAP for their 
inclusion i n  the overall RFP evaluation process. 

The load flow analysis used i n  the latest FRCC, t h a t  
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i s  the Florida Reliability Coordinating Council, or the FRCC's 

1 oadfl ow cases which contain the 1 atest and best avai 1 ab1 e 
transmission plans.  The loadflow cases were then modeled and 

?valuated for each of the 28 plans w i t h  the 2005 electric 
system w i t h  the 2005 capacity resources modeled i n  those 
loadflows, and i n  the 2007 electric system w i t h  both the 2005 

and 2006 capacity resources model ed. 
The evaluation was performed i n  an identical manner 

for a l l  the plans.  The evaluation involves studying outages of 

all major 115 kV and above transmission lines and evaluating 
solutions for each transmission loading problem found on the 
FPL system. In general, the solut ion,  as I mentioned, involved 
either new faci 1 i t ies  or upgrades o f  existing transmission 
faci 1 i t ies .  

Cost estimates of the transmission facil i t ies were 
then developed for each plan and reviewed for reasonableness 
and consistency. All the cost estimates were developed and 

direct construction costs i n  2002 dollars. Finally,  the 
summaries and the cost estimates were transmitted t o  RAP for 
their inclusion i n  the overall evaluation process. 

The cost estimates developed for transmission 
facil i t ies required for integration of the indiv idua l  plans 

ranged from 4.4 t o  $106.5 million, and exhibit or Document 
DRS-1 l i s t s  those as a t a b u l a t i o n .  Three groupings of the 
plans by transmission integration costs were identified. 
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Basically, 13 plans fe l t  i n  a group below $25.6 million. A 

second group of 13 plans ranged from 32.5 t o  $57 million, and 

there were two plans i n  the f ina l  group, one of 90.2 million 

and one of $106.5 million. 

One of the major factors contributing t o  the 
groupings for the differences i n  the cost estimates i s  the 
amount or 1 eve1 of transmi ssion faci 1 i t ies  required t o  support 
power flows from the west coast t o  the east coast of Florida. 
This factor is  influenced by the location of the capacity 
resources, the timing of those capacity resources, and the 
amount of balance between the amount of capacity resources 
connected on the west coast of Florida and the east coast of 

Florida for an ind iv idua l  p lan .  

Finally, my testimony describes the transmission 
facil i t ies required for the A l l - F P L  p l an ,  the Martin and 

Manatee plans.  This plan requires two new transmission lines 
on the east coast of Florida and the upgrading of five 
transmission lines, four on the west coast of Florida and one 
on the east coast of Florida. The estimated cost of those 
integration facil i t ies for the A l l - F P L  p l an  is 22.1 million and 

direct construction cost i n  2002 dol 1 ars. 
Tha t  summarizes t h a t  testimony. Thank you. 
CHAIRMAN JABER: Thank you, s i r .  
MR. BUTLER: I tender him for cross-examination. 
CHAIRMAN JABER: Mr. Moyle. 
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MR. MOYLE: Thanks. 

CROSS EXAMINATION 

3Y MR. MOYLE: 

Q You are from North Carolina, i s  t h a t  r i g h t ?  

A Yes. 

Q 
A That i s  correct .  

Q 

So I guess you used t o  be from S t .  Petersburg? 

We1 1, we're sorry  t o  lose you, but  appreciate you 

Zoming down f o r  t h i s  proceeding. 

A Thank you. 

Q I have some questions about the transmission, and l e t  

ne s t a r t  by asking you when FPL made i t s  cost assumptions f o r  

the interconnection costs o f  the FPL un i ts ,  what assumptions 

l i d  i t  make about e x i s t i n g  generator interconnection service 

requests? 

A I d i d n ' t  deal w i t h  the interconnection cost por t ion  

D f  the analysis. That was done by a separate process. I deal t  

d i t h  the in tegra t ion  o f  a l l  the capacity resource plans i n t o  

the transmission g r id .  

Q 
A 

Who dea l t  w i t h  the interconnection aspects o f  it? 

The e n t i t y  would have had t o  have dea l t  w i t h  the 

transmission owner t h a t  they were interconnecting wi th,  so i t  

would be the FPL transmission planning department. Those 

estimates were developed through the process o f  asking f o r  a 

generator interconnection. 
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Q Okay. My understanding o f  generation interconnection 

and whatnot i s  t ha t  there i s  a queueing process tha t  fo lks  make 

appl icat ion and w a i t  i n  l i n e  and then FPL does studies and 

determines the cost on the system. I s  t h a t  general ly your 

understanding? 

A I understand tha t  there i s  a queueing process. There 

i s  a separate queuing process, I believe, f o r  each transmission 

provider. 

Q Do you know what the queuing process i s  w i th  respect 

t o  projects tha t  were represented by bids submitted i n  t h i s  

RFP? 

A No, I do not. 

Q So you don ' t  know whether FPL t reated i t s  plants the 

same way i t  treated plants from IPPs  t h a t  were proposing 

projects i n  t h i s  RFP? 

A I ' m  not aware o f  the transmission in tegra t ion  process 

tha t  i s  cur ren t ly  being employed. 

FERC guide1 ines, which bas ica l l y  require everybody t o  be 

treated equal, and I th ink  tha t  i s  c e r t a i n l y  being done. But 

I ' m  not f a m i l i a r  w i th  the queues or  anything else. I d i d  not 

need t o  do tha t  f o r  my in tegra t ion  study. 

I f  FPL d i d  not t r e a t  i t s e l f  i n  the same fashion as i t  

I know t h a t  i t  fol lows the 

Q 
t reated other outside bids w i th  respect t o  queuing and 

assumptions, would you consider tha t  t o  be f a i r ?  

A I would consider i t  t o  be i n  v i o l a t i o n  o f  what FERC 
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requires u t i l i t i e s  t o  do. 

Q Do you know i f  FPL has completed an interconnection 

f e a s i b i l i t y  study f o r  Manatee 3? 

A I ' m  r e a l l y  not sure. I don ' t  know. 

MR. BUTLER: I am going t o  object  t o  t h i s  l i n e  o f  

questions. It i s  going t o  interconnection costs f o r  the 

outside projects,  something t h a t  Mr. Sti l lwagon has already 

said he, you know, doesn't t e s t i f y  t o  and i s n ' t  f a m i l i a r  wi th.  

I j u s t  don ' t  th ink  t h a t  i t  i s  an appropriate l i n e  o f  

questioning f o r  him. 

CHAIRMAN JABER: So i s  your object ion t h a t  i t  i s  

w t s i d e  the scope o f  h i s  d i rec t?  

MR. BUTLER: Yes. 

CHAIRMAN JABER: Mr. Moyle, can you respond by 

showing me where i t  i s  i n  h i s  d i r e c t  testimony? 

MR. MOYLE: Well, I understood t h i s  witness t o  be the 

transmission witness. On Page 3 he t a l k s  about the 

transmission in tegra t ion  studies and goes on and t a l k s  about 

the costs. His exh ib i t s  have the cost and whatnot, and i t  i s  

ny understanding t h a t  how people are t reated w i th  respect t o  

queuing i s  an important p a r t  o f  t h a t  process. And i t ' s  j u s t  my 

mderstanding. I mean, i f  there i s  four pro jects  i n  l i n e  and 

you are the four th  p ro jec t ,  and you assume t h a t  a l l  o f  them get 

m i l t ,  then the four th  p ro jec t  i s  l i k e l y  t o  have some 

idd i t iona l  costs. I f  everyone i s  t rea ted  the same, t h a t ' s  
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'ine. 

re l l ,  when we are doing an I P P  evaluation every p ro jec t  i n  the 

lueue w i l l  be t reated one way and i f  we are doing our own 

!valuation we w i l l  only look a t  e n t i t i e s  t h a t  have signed 

:ontracts, t h a t ' s  what I ' m  t r y i n g  t o  get a t .  But i t  may not be 

;hat t h i s  witness has t h a t  information. 

But t o  the extent t h a t  i f  FPL looks a t  IPPs and says, 

CHAIRMAN JABER: I w i l l  a l low the questions. I would 

iote f o r  the record t h a t  the question goes general ly t o  Pages 4 

;hrough 11, so I w i l l  a l low the questions. Mr. Moyle, 

:onti nue. 

!Y MR. MOYLE: 

Q Maybe I can short  c i r c u i t  t h i s .  You heard my 

jescr ip t ion w i t h  respect t o  why I was posing these questions. 

10 you have any information re la ted  t o  the descr ip t ion t h a t  I 

lave t o  the Chairman? 

A No, I do not. I bel ieve t h a t  as f a r  as I am aware 

ill o f  these pro jec ts  were i n  some k ind  o f  a queue, they may or  

nay not have had t h e i r  studies completed. I t h i n k  t h a t  i s  a 

separate issue from the i n teg ra t i on  cost. There i s  a reason 

for the separation. 

[ d i d  the study t o  do the i n teg ra t i on  evaluation. 

I ' m  the transmission i n teg ra t i on  witness, 

Q 

i lans,  I was look ing a t  your e x h i b i t  j u s t  t o  make sure I 

Anderstand. Exh ib i t  DRS-1, Page 1 o f  1. 

Let me ask you w i t h  respect t o  the  grouping o f  the 

A Yes, s i r .  

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 

734 

Q I f  I am reading t h a t  correctly, i t  shows a grouping 
of plants similar t o  - -  you have I t h i n k  heard and seen 
testimony about these groupings, correct? 

A Yes. 

Q Did you do the transmission integration i n  these 
groups or d i d  you look a t  each p l a n t  separately? 

A I d i d  the integration study by groups, which i s  the 
only correct way t o  do the study. 

Q Okay. Could you have a s i t ua t ion  potentially where a 
couple of these folks i n  the group, l e t ' s  say, for example, 
under 1A you see Manatee P5 and P42. Could you have a 
situation where Manatee i n  P5 have no transmission costs, but  

then when you add P42 the transmission costs a l l  of a sudden 
goes up significantly and i s  a b ig  number? 

A I t  i s  possible t h a t  you have different facil i ty 
requirements i n  2005 for the capacity resources being 
incorporated i n  2005 and those being incorporated i n  2006. 

What you have t o  do from a p lanning  basis i s  evaluate the costs 
of the transmission integration i n  2005 and 2006 when you have 
capacity resources being installed i n  different years. 
believe the answer t o  your question is  yes, bu t  I need t o  
explain the reason for t h a t  is  you are studying the two years, 
the capacity resources being installed i n  those years. 

So I 

Q Okay. Have you read the supplemental RFP? 

A I have read portions of i t .  

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 

735 

Q Do you know i f  the  bidders were informed t h a t  t h e i r  

transmission i n teg ra t i on  costs would be calculated i n  t h i s  

nanner, t h a t  they would be combined and grouped i n  the  way t h a t  

you have grouped them i n  your Exh ib i t  D R S - l ?  

A I th ink  when the  e n t i t i e s  were b idd ing they probably 

j i d  not have any ind i ca t i on  o f  how they might be grouped, 

3ecause unless they were b idd ing f o r  the e n t i r e  capaci ty i n  the 

IFP, i f  they were bidding a po r t i on  o f  t h a t  they would have t o  

3ssume, I guess, t h a t  they would be grouped by someone and t h a t  

there would be an i n teg ra t i on  study. 

Q Okay. Now, I t h i n k  I understood you t o  say you 

d i d n ' t  break out the costs separately f o r  each f a c i l i t y ,  

correct? 

A 

Q 

That i s  not possible t o  do. 

Did you t r y  t o  break out the costs separately f o r  the 

FPL f a c i l i t i e s ?  

A No, I d i d  not.  

Q And why not? 

A Because as I said, i t  i s n ' t  possible t o  do tha t .  The 

only proper way when you have got a group o f  capacity 

resources, or a group o f  requests, or  a group o f  capacity 

resources l i k e  t h i s  being i n s t a l l e d  i n  one year, the only way 

t o  proper ly in tegrate them i n t o  the g r i d  i s  t o  consider them as 

a group and determine where the  end s tate f o r  t h a t  group i s .  

I f  you do them i n  any k ind  o f  - -  I guess one could t h i n k  o f  a 

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 

736 

i u i l d i n g  block approach and t r y  t o  do them one a t  a time. Each 

)ne o f  those i s  going t o  e f f e c t  the g r i d  and going t o  e f f e c t  

the other plan tha t  you develop. So what i s  going t o  happen i s  

the requirements f o r  each block w i l l  depend upon who comes 

f i r s t ,  and you w i l l  get a d i f f e r e n t  answer depending on which 

me you put f i r s t .  So the only way t o  end up a t  the r i g h t  end 

state or  group o f  capacity resources i s  t o  put them a l l  i n t o  

the study and determine what the transmission system 

in tegrat ion requirements are as a group. 

Q So i s  it your testimony tha t  you could not have 

r o k e n  out the transmission costs o f  the FPL Manatee u n i t  and 

the FPL Mart in u n i t ?  

A Yes, t ha t  i s  t rue.  

Q That i s  your testimony? 

A That i s  t rue.  

Q You are aware t h a t  we have two separate cases here 

today, correct? 

A I beg your pardon? 

Q Are you aware t h a t  we have two separate cases tha t  

are being heard today, Docket Number 020262 and Docket Number 

020263? 

A I ' m  not rea l l y  aware o f  the - - t o  be qu i te  honest, I 

I wasn't aware tha t  there have focused on my por t ion  o f  t h i s .  

were two dockets. 

MR. MOYLE: I have no fur ther  questions. 
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CHAIRMAN JABER: Thank you, Mr. Moyle. Mr. 

4cGlothlin. 

CROSS EXAMINATION 

BY MR. McGLOTHLIN: 

Q Mr. Stil lwagon, i n  your transmission studies you used 

loadflows f o r  the years 2005 and 2007, i s  t h a t  r i g h t ?  

A That i s  correct .  

Q For each o f  those two loadflow cases a t  how many load 

leve ls  d i d  you exercise the loadflow analysis? 

A 

Q 
A No, s i r ,  i t  wasn't. It i s  the summer FRCC loadflow 

I looked a t  the system peak load leve l .  

Was t h a t  a one hour peak? 

cases which are representative o f  the summer peak, which I 

t h ink  as everyone knows occurs many years - -  many hours dur ing 

each day and many days during each year i n  Flor ida.  

Q 
load leve l?  

A 

But t o  represent t h a t  summer peak you used a s ing le 

Which i s  consistent w i th  the modeling o f  the FRCC. 

Summer peak i s  a s ing le loadflow. 

Q What resources d i d  you have i n  service f o r  the 

1 oadf 1 ow case? 

A The resources and the f a c i l i t i e s  t h a t  were i n  service 

i n  the loadflow cases are those t h a t  are provided i n  the FRCC 

cases, which according t o  NERC and FRCC standards i s  a l l  

f a c i l i t i e s  avai lable. So i t  i s  bas i ca l l y  a l l  the known 
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Facilities are available as a l l  the FRCC ut i l i t ies  model them. 
jnd, of course, l e t  me clarify t h a t  not a l l  generators may be 
wnning every u t i l i t y  and every entity. And the FRCC 

jispatches i t s  facil i t ies even i n  t h a t  peak summer case on an 
xonomic basis. So there may be a few small peakers t h a t  are 
lo t  running . 

Q So i t  is  whatever resources would have been running 
a t  the time of summer peak? 

A I believe t h a t  i s  correct, yes. 

Q This may be implicit i n  your last answer, b u t  l e t  m 
clarify. With  respect t o  those resources t h a t  were included, 
did you try any different loadings of the resources themselves? 

I'm not sure A Let me ask you t o  restate the question, 
I heard a l l  of i t .  

Q W i t h  respect t o  each individual  resource t h a t  was 
included, d i d  you specify only one loading on t h a t  resource or 
d id  you try alternatives? 

A Some of the resources may have been adjusted i n  the 
loadflow t o  allow for the particular capacity resources being 
installed. In other words, as I installed i n  each power flow 

model the capacity resources being integrated i n t o  the grid, 
there would have t o  be some generation adjustments. B u t  t h a t  
would only be t o  the FPL generation, i t  would be w i t h i n  a very 
small range because general 1 y the capacity resources bei ng 

integrated were about the same amount of megawatts, and i t  
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vould only have been the FPL system. 

Q You have heard the discussion e a r l i e r ,  I assume, 

]bout the impact on the transmission system o f  the addi t ion o f  

lanatee and/or Mart in i n  d i f f e r e n t  time periods? 

A Yes, I bel ieve I have heard c e r t a i n l y  port ions o f  it. 

may not have heard i t  a l l .  

Q I ' m  going t o  describe the scenario as f o r  

Ylanatee i n ,  Martin out f o r  the  purpose o f  the quest 

impact does the Manatee i n  and Mart in out s i t ua t i on  

transmission system i n  2005? 

A That wasn't a scenario t h a t  was evaluated 

shorthand 

on. What 

have on the 

i n  the 

in tegrat ion study, but we have a scenario t h a t  i s  p r e t t y  close 

to tha t .  The scenario labe l led  two, which i s  ac tua l l y  down 

toward the bottom o f  Table DRS-1, has Manatee i n  P5.  There 

Mere several combinations, I th ink ,  w i th  Manatee, but no 

zombination w i th  j u s t  Manatee alone. But i f  you take a look a t  

scenario o r  plan designation two, which i s  about s i x  rows up on 

Table DRS-1, you w i l l  see t h a t  the e f f e c t  o f  i n s t a l l i n g  Manatee 

i n  P5 i n  2005 followed by Mart in i n  2006 i s  a t o t a l  

transmission in tegra t ion  cost o f  about $42,350,000. That i s  i n  

d i rec t  in tegra t ion  costs, t h a t  doesn't include AFUDC and 

escalation. 

Q And I assume t h i s  42,350,000 represents some spec i f i c  

f a c i l i t i e s  o r  f a c i l i t y  upgrades? 

A Yes, i t  does. 
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Q 
A 

Can you i d e n t i f y  those f o r  me? 

We can i n  the Appendix M. Appendix M has a l i s t i n g  

D f  a l l  the f a c i l i t i e s  i n  each o f  the p o r t f o l i o s .  Each o f  the 

plans, actua l ly .  And t h a t  would be Page M21. 

Q Would you i d e n t i f y  the spec i f i c  f a c i l i t i e s  t h a t  would 

be bui t? 

A 

Q 

Do you want me t o  read the l i s t i n g  o f f  t h i s  page? 

Well, hang on a second. We're t r y i n g  t o  get a copy 

t o  fo l low along. And where would the corresponding p o r t f o l i o  

appear f o r  the Mart in and Manatee simultaneous scenario? 

A That would be the Al l -FPL scenario, and Appendix M i s  

located on Page M25. 

Q The f a c i l i t i e s  l i s t e d  on the two pages you i d e n t i f i e d  

are not the same. Why would they be d i f f e ren t?  

Because the impact o f  in tegra t ing  the capaci ty 

resources i n  a d i f f e r e n t  manner i s  d i f f e ren t .  When you 

integrate Manatee plus P5 i n  p o r t f o l i o  two or  plan two as i t  

was cal led,  you have a d i f f e r e n t  impact on the transmission 

system. 

in tegra t ing  both the Mart in and the Manatee u n i t s  i n  2005 and 

the impact on the transmission system i s  d i f f e r e n t .  The 

in tegrat ion requirements are d i f f e r e n t .  It goes t o  the 

descr ipt ion I gave before, I th ink ,  i n  my summary and also tha t  

i s  located i n  my testimony. It i s  the amount o f  balance 

between the east and west coasts o f  Flor ida as you add capacity 

A 

I f  you look a t  the Al l -FPL plan on Page M25, we are 
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resources t o  the system. There are a l o t  o f  other variables, 

Dut t h a t  i s  what we are seeing here as the e f f e c t  o f  the 

Dalance between east and west, and we are br ing ing  i n t o  p lay  

the requirement t o  upgrade some o f  the  east t o  west f a c i l i t i e s  

as wel l  as some others. 

Q Do I understand co r rec t l y  t h a t  Mart in has the impact 

3 r  the e f f e c t  o f  balancing the impact t h a t  Manatee would have 

on the west coast? 

A I th ink  you have the basic concept correct .  I th ink  

th - t  one o f  the factors i s  the loca t ion  and the amount o f  

megawatts being i ns ta l l ed ,  and i n  t h i s  pa r t i cu la r  scenario, the 

All-FPL scenario, there i s  a loading d i s t i n c t i o n  t h a t  doesn't 

require some o f  the f a c i l i t y  upgrades. 

the f a c i l i t i e s  a ren ' t  under contingency condit ions loaded as 

heavi ly. 

I n  other words, some o f  

Q I f  Manatee were added i n  one year and Mart in added i n  

a subsequent year, would Mart in continue t o  have t h a t  impact? 

A It would not i n  the i n i t i a l  year, o f  course. What I 

d i d  i n  my in tegra t ion  study i s  I developed a plan, determined 

the f a c i l i t i e s ,  the most economic f a c i l i t i e s  required t o  

in tegrate those capacity resources i n t o  the g r i d  according t o  

NERC c r i t e r i a .  So i n  t h a t  i n i t i a l  year you have t o  b u i l d  the 

f a c i l i t i e s  or  you are i n  v i o l a t i o n  o f  the NERC c r i t e r i a .  To 

t r y  t o  answer your question, when you get t o  the  s tate where i n  

2006 you would add the Mart in u n i t  a t  t h a t  po int ,  the system 
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should be i n  equi ibr ium. We should be okay w i t h  respect t o  

the plan tha t  was developed and checked i n  2007. I n  other 

dords, what I ' m  t r y i n g  t o  say i s  I d i d  an analysis f o r  the 

41 1 -FPL plan i n  2005, but I also checked i n  2007 t o  make sure 

that the plan was s t i l l  good. We d i d  t h a t  w i t h  every one o f  

the po r t fo l i os ,  even i n  t h i s  one where things came i n t o  service 

i n  one par t i cu la r  year. 

least  i n  2006 and 2007 the in tegra t ion  plan was s t i l l  adequate. 

I had t o  check and make sure t h a t  a t  

Q Did you examine and can you describe s p e c i f i c a l l y  

dhat problems occur i f  Manatee i s  added on the west coast and 

Mart in i s  not added simultaneously? 

A Yes, I bel ieve I can. A t  a high leve l  what we have 

i s  a plan tha t  doesn't meet NERC c r i t e r i a ,  and what we would 

f i n d  then i s  t ha t  you have ef fected bas i ca l l y  the r e l i a b i l i t y  

o f  t h i s  transmission system. We have under f i r s t  contingency 

condi t ion f a c i l i t i e s  t h a t  are going t o  be overloaded unless we 

adjust  the system operating point ,  which bas i ca l l y  means 

redispatch. However, I th ink  one o f  the th ings t o  focus on i s  

t ha t  I was developing an in tegra t ion  plan on an exact ly 

equivalent basis f o r  each one o f  these groupings o f  capacity 

resources. 

resource plans t o  not b u i l d  a transmission f a c i l i t y ,  what we 

are doing i s  bas ica l l y  saying we are not going t o  in tegrate the 

f u l l  amount o f  those capacity resources. So i t  makes some o f  

t h a t  generation unavai 1 ab1 e f o r  serving 1 oad. 

I f  we make a decision i n  any one o f  those capacity 
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Q 

A 

How much would Manatee be l i m i t e d  i n  t h a t  s i tua t ion? 

I don ' t  know, and I don ' t  know i f  i t  would be 

lanatee. I th ink  I can make the statement on the basis o f  

%eviewing - - as these questions were developing, reviewing the 

i o r t f o l i o s  t h a t  I looked a t  and looking a t  the balance between 

2ast and west. 

iecome unavailable t o  the system and i t  might not a l l  be j u s t  

lanatee, i t  may be some other generators being adjusted, i s  

joing t o  be i n  the order o f  several hundreds o f  megawatts, 

l o t e n t i a l l y  several hundred megawatts, which I t h i n k  needs t o  

l e  understood i n  the  context o f  reserve margin, also. 

I t h i n k  the amount o f  capacity t h a t  might 

Q Do you know how o f ten  i t  would be unavailable and f o r  

vhat period of  time? 

A No, you don ' t .  

Q 
A Yes, s i r .  

Q 

Looking more c losely  a t  M21, M r .  St i l lwagon. 

Let me ask you w i t h  respect t o  several o f  the 

Apgrades i d e n t i f i e d  on the r ight -hand side, can you t e l l  me, 

for  instance, w i t h  respect t o  the Orange R ive rKorbe t t  230 kV 

upgrade whether t h a t  re la tes  t o  the addi t ion o f  Manatee o r  

something e l  se? 

A I can only  t e l l  you t h a t  i t  re la tes  t o  the - - the 

projects required here, the upgrades and the new c i r c u i t s  are 

grouped by year. So the way t o  read a p o r t f o l i o  or  the plan 

in tegrat ion fac i  1 i t y  requi rements t h a t  I devel oped i s t o  1 ook 
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a t  what i s  grouped by year. And what we can say o r  what I can 

say w i t h  c e r t a i n t y  i s  t h a t  these upgrades t h a t  I have 

i d e n t i f i e d  f o r  summer 2005 are the ones required f o r  Manatee 

plus the FPC system sale o f  50 megawatts. So I c a n ' t  t e l l  you 

dhich one. The study d i d n ' t  term which i s  assigned t o  any 

pa r t i cu la r  block o r  anything. That c a n ' t  be done. But i n  the 

group those two f a c i  1 i t i e s  together , those two capacity 

resources requi re those transmission addit ions. 

Q I s  i t  safe t o  say or  can you determine from your 

studies t h a t  the 50-megawatt sale would contr ibute t o  the  need 

f o r  the f a c i l i t i e s  t h a t  are i d e n t i f i e d  here? 

A It may have. I don ' t  know i f  I took the 50 megawatts 

out and red id  the  study i f  I would s t i l l  need the same 

f a c i l i t i e s .  The 50 megawatts doesn't  sound l i k e  much, bu t  

sometimes the e f f e c t  - -  loadflows are no t  l i n e a r .  The on ly  way 

t o  know i s  t o  run the model. I know t h a t  f o r  the combination 

o f  Manatee p lus the 50 megawatts, we need these f a c i l i t i e s .  

Q Based on your answers Mr. Sti l lwagon, do I understand 

correct  y t h a t  you have not prepared a study t h a t  looks a t  

Manatee only  Manatee being on ly  - - l e t  me s t a r t  t h a t  one 

again. A study t h a t  assumes t h a t  on ly  Manatee 3 has been added 

i n  2005? 
A That i s  correct ,  and I have not  done tha t .  I t h i n k  

the r e a l l y  c losest pa ra l l e l  we have got i s  t h i s  one i n  

p o r t f o l i o  two which has j u s t  the ex t ra  50 megawatts. That i s  
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;he closest th ing.  

Q 

311 intended t o  deal w i t h  t h i s  problem o f  t ranspor t ing power 

from west t o  east t h a t  you describe i n  your p r e f i l e d  testimony? 

A Yes, but l e t  me c l a r i f y .  I f  you look a t  the - -  I 

And the f a c i l i t i e s  t h a t  you have i d e n t i f i e d  here are 

i e l i eve  you are speaking t o  2005. 

Q I am. 

A Okay. With respect t o  2005, the answer i s  yes, but 

vhat we have t o  be careful  i s ,  and I don ' t  want t o  confuse 

anyone, i f  you look a t  a map, i f  you look a t  one o f  the FRCC 

naps and look a t  these substat ion names, the transmission l i n e  

Z i rcu i ts  here are labe l led  by the  substation designations tha t  

they go from and t o .  Some o f  these are i n  a n o r t h k o u t h  

arrangement on the west coast. For instance, the ones 

Dbviously connecting t o  Manatee are near Manatee p lan t .  They 

leave from Manatee p lan t  and bas i ca l l y  go south, but  they are 

s s e n t i a l l y  supporting t h a t  west t o  east f low because the  west 

t o  east f low t h a t  I have described has t o  essen t ia l l y  get down 

t o  about For t  Myers before i t  can go east i n  any s i g n i f i c a n t  

amount. The major f a c i l i t i e s  connecting the west t o  the east 

i n  F lor ida i n  the southern h a l f  are bas ica l l y  from For t  Myers 

t o  the east. 

Q And j u s t  t o  confirm my understanding o f  th ings, i f  

one were t o  i n s t a l l  Mart in 8 and not Manatee, would t h a t  en ta i l  

some r e l i e f  on t h i s  west t o  east loading s i t u a t i o n  t h a t  you 
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jescr i  bed? 

A I n  other words, the question i s  i f  we i n s t a l l e d  - -  i f  

Me reversed the order o f  the  generators? 

Q Yes. 

A I don ' t  t h ink  I have a p o r t f o l i o  t h a t  i s  anything 

l i k e  tha t .  I do have some p o r t f o l i o s  t h a t  were given t o  me 

that have Mart in and other generators or  RFP respondents i n  

combination and we would have t o  wade through some o f  those t o  

take a look a t  perhaps t r y i n g  t o  f i n d  one w i t h  the smallest 

amount. 

one o f  these i s  t h a t  you are going t o  have resources required. 

There i s  probably going t o  be a di f ference i n  the impact t o  the 

west t o  east f a c i l i t i e s ,  but  what we would have t o  do i s  take a 

look a t  f o r  t h a t  pa r t i cu la r  scenario t h a t  has Mart in combined 

with some other RFP respondent. 

I th ink  what you w i l l  f i n d  although i n  almost every 

Q Let me have you focus on number three, which i s  the 

f i f t h  l i n e  from the bottom which shows Mart in and P32 i n  2005 

and Manatee i n  2006? 

A Okay. 

Q Compared t o  the other cases t h a t  we were looking a t ,  

would t h a t  ind ica te  t o  you t h a t  there are fewer problems 

accommodating t h a t  combination than w i th  the  e a r l i e r  scenario? 

Well, a couple o f  observations can be made. You have 

got a s l i g h t l y  d i f f e r e n t  l i s t i n g  o f  f a c i l i t i e s ,  o f  course. You 

might even say s i g n i f i c a n t l y  d i f f e r e n t .  We haven't picked up 

A 
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:he west t o  east c i r c u i t s  i f  you noticed, we don ' t  see the 

)range R ver/Corbett , o r  For t  Myers/La Bel 1 e, La Bel 1 e/Montura. 

Q Which page i s  tha t?  

A I was j u s t  r e f e r r i n g  back and f o r t h  between - -  I 

;hink the comparison t h a t  you are asking me i s  bas i ca l l y  the 

:omparison o f  M21, which i s  plan two or  p o r t f o l i o  two as I have 

label led it on t h a t  sheet. With p o r t f o l i o  three o r  plan three 

vhich i s  Page M22. 

reference, d i d  I, when we jumped from the tab le  over t o  the 

sheet. I apologize. 

I ' m  sorry, I d i d n ' t  g ive you the sheet 

Q 

your answer? 

A 

We have t h a t  i n  f r o n t  o f  us now. Would you continue 

As I was saying, we don ' t  have the west t o  east 

f a c i l i t i e s  i n  p lay i n  t h i s  pa r t i cu la r  p o r t f o l i o ,  but  we do have 

ipgrades on the east coast. I think one o f  the d i s t i nc t i ons  i s  

de see t h a t  the c i r c u i t s  t h a t  are required, the new c i r c u i t s  

that  are required on the  east coast, the Mart iMndiantown and 

IndiantowdBridge are required, o f  course, i n  2005 because we 

are pu t t i ng  a resource on the east coast instead o f  on the west 

coast. But note tha t  we have got several other f a c i l i t i e s  

there. I would po in t  out t h a t  the t o t a l  cost o f  t h i s  p o r t f o l i o  

from an in tegrat ion perspective was $22,100,000, and t h a t  i s  i n  

d i r e c t  costs, o f  course. 

Q Yes. That i s  the same t o t a l  as the plan A l l  -FPL, i s  

t h a t  a coincidence or  does t h a t  j u s t  happen t o  produce the same 
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Jpgrades? 

A It i s  b a s i c a l l y  a coincidence. I t h i n k  i f  you look 

a t  the sheets you w i l l  see t h a t  there are d i f f e r e n t  f a c i l i t i e s .  

de have some o f  the same f a c i l i t i e s ,  but  there  are some 

dif ferences. 

MR. McGLOTHLIN: Those are a l l  my questions. Thank 

you. 

MR. PERRY: I don ' t  have any questions, Madam 

Chairman. 

CHAIRMAN JABER: S t a f f .  

MS. BROWN: No questions. 

CHAIRMAN JABER: Commissioners. We have one e x h i b i t  , 

FPL Exh ib i t  23, DRS-1 through DRS-3. Without object ion,  

Exh ib i t  23 i s  admitted i n t o  the record. 

Thank you, M r .  St i l lwagon, you are excused. 

(Exh ib i t  23 admitted i n t o  the record.) 

CHAIRMAN JABER: Our next witness i s  A l a n  S. Taylor. 

MR. HILL: Madam Chairman, I understand he upstairs.  

I f  you would p re fe r  It w i l l  take us j u s t  a moment t o  get him. 

t o  break b r i e f l y ,  we can, o r  we can j u s t  hus t le  and get him. 

It i s  your pleasure. 

CHAIRMAN JABER: 

MR. HILL: Yes, he i s .  

CHAIRMAN JABER: I s  there a rea l  ob ject ion t o  tak ing  

I s  Mr. Yupp i n  the  room? 

him next? 
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MR. MOYLE: I would i nd i ca te  I understand t h a t  Mr. 

'upp may be convenienced as wel l  as counsel may be convenienced 

by Mr. Yupp going f i r s t .  And I may have a s i m i l a r  s i t u a t i o n  

:omorrow, so CPV sure ly  has no ob jec t ion  t o  Mr. Yupp going out 

If order. 

CHAIRMAN JABER: I ' m  j u s t  look ing a t  the  number o f  

s u e s  t h a t  each one covers. 

' i n ish  Mr. Yupp ton igh t .  Do you a l l  agree? 

It seems l i k e  we may be able t o  

MR. McGLOTHLIN: Yes. 

CHAIRMAN JABER: A l l  r i g h t .  Well, i f  i t  i s  okay w i t h  

?veryone then l e t ' s  go ahead and take up Gerard Yupp. 

-hereupon, 

GERARD YUPP 

!as ca l l ed  as a witness on behalf o f  F lo r i da  Power and L ight ,  

md having f i r s t  been duly  sworn, was examined and t e s t i f i e d  as 

'01 1 ows : 

DIRECT EXAM I NATI ON 

3Y MR. HILL: 

Q Mr. Yupp, have you been sworn? 

A Yes, I have. 

Q Could you please s tate your name ancl professiona 

3ddress? 

A My name i s  Gerard Yupp. My business address i s  11770 

J.S. Highway 1, North Pa lm Beach, F lo r ida  33408. 

Q By whom are you employed and i n  what capacity? 
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A I am employed by F lo r ida  Power and L igh t  Company as 

manager o f  regul ated who1 esal e power t rading. 

Q And d i d  you have occasion t o  p r e f i l e  d i r e c t  testimony 

i n  t h i s  docket consist ing o f  nine typewri t ten pages? 

A Yes, I did. 

Q 
A No, I do not. 

Q 

And do you have an er ra ta  sheet t o  t h a t  testimony? 

I f  I were t o  ask you the questions contained i n  your 

p r e f i l e d  testimony, would your answers be the same? 

A Yes, they would. 

MR. HILL: We would ask t h a t  the p r e f i l e d  d i r e c t  

testimony o f  the witness be inser ted i n t o  the record as read. 

CHAIRMAN JABER: The p r e f i l e d  d i r e c t  testimony o f  

Gerard Yupp shal l  be inserted i n t o  the  record as though read. 

FLORIDA PUBLIC SERVICE COMMISSION 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF GERARD YUPP 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Q. 

A. 

Please state your name and address. 

My name is Gerard Yupp. My business address is 11770 U. S. Highway One, 

North Palm Beach, Florida, 33408. 

Q. 

A. 

By whom are you employed and what is your position? 

I am employed by Florida Power & Light Company (FPL) as Manager of 

Regulated Wholesale Power Trading in the Energy Marketing and Trading 

Division. 

Q. Please summarize your educational background and professional 

experience. 

I graduated from Drexel University with a Bachelor of Science Degree in 

Electrical Engineering in 1989. I joined the Protection and Control Department 

of FPL in 1989 as a Field Engineer and worked in the area of relay engineering. 

While employed by FPL, I earned a Masters of Business Administration degree 

from Florida Atlantic University in 1994. In May of 1995, I joined Cytec 

Industries as a plant electrical engineer where I worked until October of 1996. 

At that time, I rejoined FPL as a real-time power trader in the Energy Marketing 

A. 
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and Trading Division. I moved from real-time trading to short-term power 

trading and assumed my current position in February of 1999. 

Q. Please describe your duties and responsibilities in that position as they 

relate to this docket. 

I am responsible for supervising the daily operations of wholesale power trading 

as well as developing longer term power and fuel strategies. Daily operations 

include: fuel allocation and fuel bum management for FPL’s oil and/or natural 

gas burning plants, coordination of plant outages with wholesale power needs, 

real-time power trading, short term power trading, transmission procurement and 

scheduling. Longer term initiatives include conducting monthly fuel planning 

and evaluating opportunities within the wholesale power markets based on 

forward market conditions, F’PL’s outage schedule, fuel prices and transmission 

availability. 

A. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to present and explain: (1) the transportation 

alternatives to supply the proposed Martin Unit 8 and Manatee Unit 3 projects 

with fuel; (2) the reasons why Manatee Unit 3 does not need to be designed with 

the capability to utilize low sulfur light oil; (3) the availability of gas supply to 

the proposed Martin Unit 8 and Manatee Unit 3 projects; (4) the long-term fossil 

fuel price forecast used in the evaluation of the proposals received under the 

Supplemental Request for Proposal (Supplemental RFP) process; and ( 5 )  the 

2 



7 5 3  I 
I 
I 
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 

long-term firm natural gas transportation cost assumptions used by FPL in its 

Supplemental RFP evaluation for FPL project options and outside proposals that 

did not provide a guaranteed natural gas transportation cost. 

Q. Are you sponsoring any portion of the Need Study document or appendices 

for this proceeding? 

Yes. I sponsor Section V.B.2. and Appendix H of the Need Study (FPL’s Fuel 

Cost and Availability Forecast) plus any portion of the Need Study discussing 

long-term natural gas supply alternatives and firm natural gas transportation 

costs. 

A. 

Q. 

A. 

How will fuel be supplied for the Martin Unit 8 project? 

The Martin Unit 8 project is capable of burning both natural gas and low sulfur 

light oil. Two natural gas pipeline laterals, both tied to the Florida Gas 

Transmission System (FGT) interstate pipeline, currently serve the Martin site. 

One of these laterals serves as both a residual fuel oil and natural gas pipeline for 

the existing Martin Units 1 and 2. This dual service pipeline (south) lateral is 

not utilized for natural gas transport to the existing Martin Units 3 and 4, nor 

would it be used for the new Unit 8, due to potential fuel contamination issues 

caused by oil residue in the pipeline. The other existing natural gas pipeline 

(north) lateral is not adequate to supply the entire natural gas demand, during 

peak periods, of Martin Units 3, 4 and 8. Therefore, an additional lateral or 

additional compression will be required to ensure sufficient supply of natural gas 

to the Martin site. 
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Potential natural gas suppliers with permitted mainlines running adjacent to 

FPL’s property, such as Gulfstream Natural Gas Systems (Gulfstream) and FGT, 

would independently undertake the necessary permitting and construction 

activities for any new lateral. Alternatively, FGT would independently 

undertake the necessary permitting and construction activities to add 

compression on the existing north lateral pipeline to the Martin site. 

Low sulfur light oil would be trucked to the site and stored in both the existing 

two million gallon tank and a new two million gallon tank that would be built as 

part of the project. The four million gallons of storage represents about three 

days of light oil burn at continuous full-capacity operation of Martin Unit 8. 

While no final determination has been made regardmg which pipeline(s) may be 

constructed, or whether compression will be added to supply natural gas for the 

Martin Unit 8 project, or which firms may truck low sulfur light oil to the site, I 

am confident that there will be adequate resources available to transport both 

fuels to Martin Unit 8. There are multiple potential pipeline alternatives for 

natural gas and several trucking firms available to move low sulfur light oil as 

needed. 

Q. 

A. 

How will fuel be supplied for the Manatee Unit 3 project? 

The proposed Manatee Unit 3 project will bum natural gas. FPL has executed 

an interruptible transportation agreement with Gulfstream to deIiver natural gas 

4 
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for the existing Manatee Units 1 and 2 through a recently installed lateral from 

the Gulfstream mainline. This new lateral from the Gulfstream mainline is 

sufficient in size to deliver natural gas to Manatee Units 1, 2 and 3 during peak 

periods. 

Natural gas for Manatee Unit 3 will be delivered via this new lateral or from 

another natural gas supplier that would independently undertake the necessary 

permitting and construction activities. FPL does not presently intend to provide 

the capability for Manatee Unit 3 to burn low sulfur light oil. 

Q. Why is the proposed Manatee Unit 3 project designed without the 

capability to utilize low sulfur light oil? 

FPL does not believe that a backup fuel supply is needed for the Manatee Unit 3 

project at this time, because natural gas transportation alternatives will be 

available for the Manatee site. The Manatee site is connected to the Gulfstream 

mainline. In addition, with the completion of Phase I of the Gulfstream system 

in June of 2002, Gulfstream will have two interconnections with FGT. One 

interconnection is in Hardee County, with a design capacity of 300,000 

MMBtdday, and the other interconnection, expected to be complete by August 

of 2002, is in Osceola County, with a design capacity of 200,000 MMBtdday. 

Under normal conditions, these two interconnections will flow natural gas from 

Gulfstream into FGT. However, under unusual situations, if Gulfstream is 

unable to serve the State of Florida, the flow from these two interconnections 

A. 
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can be reversed, and natural gas can flow from FGT into Gulfstream to the 

Manatee Site. With the Hardee County interconnect only 29 miles from the 

Manatee plant, FPL will have the capability to receive natural gas from FGT, 

from either the Hardee County or Osceola County interconnects, should 

Gulfstream be unable to receive natural gas from its source into Florida. 

Therefore, the Manatee site will have the ability to receive natural gas from two 

interstate pipeline systems. 

In the event of an interruption of natural gas supply on both the Gulfstream and 

FGT pipeline systems coming into Florida, Manatee Unit 3 would be removed 

from service until supply was restored from either system. However, it is very 

unlikely that both pipeline systems would be out of service at the same time. 

Q. In your opinion, is it reasonable for FPL to rely principally upon natural 

gas to fuel the Martin Unit 8 and Manatee Unit 3 projects? 

Yes. The arrangements FPL proposes for delivering natural gas to the Martin 

Unit 8 and Manatee Unit 3 projects, as discussed above, will provide 

adequate, reliable, and redundant capability. 

A. 

Additionally, FPL has had many years of experience with procuring and 

buming natural gas in its power plants and has found the supply of natural gas 

to be reliable and adequate to meet the needs of FPL. Currently, there are 

significant quantities of proven natural gas reserves in the United States, as 

6 
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well as supply from U.S. production, Canadian imports and Liquified Natural 

Gas (LNG) imports, to sufficiently meet the growing natural gas demand of 

the United States. According to recent data from the Department of Energy 

(DOE-EIA), there is adequate supply and projected natural gas reserves 

available in the United States to meet the natural gas demand for at least the 

next 25 years. 

Also, it is my understanding, that the majority of proposals that were 

submitted to FPL in response to the Supplemental RFP would have natural gas 

as their principal or sole fuel source, indicating that FF'L is not alone in its 

assessment of the availability of reliable and economic sources of natural gas 

supply. 

Q. What fuel forecast was used in the evaluation of the FPL construction 

options and outside proposals received in response to the Supplemental 

RFP process? 

On a monthly basis, FPL updates its t h r t y  year monthly long-term fossil fuel 

price forecast for oil, natural gas, coal, and petroleum coke, as well as the long- 

term availability of natural gas to Florida. Consistent with this practice, the 

May, 2002, update of the FPL long-term fossil fuel price and natural gas 

availability forecast was used to evaluate the proposals received under the 

Supplemental RFP process. The May, 2002 fuel price forecast is provided in 

Appendix H of the Need Study document. 

A. 
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Q. What are the long-term firm natural gas transportation costs assumed by 

FPL in its Supplemental RFP evaluation for FPL construction options and 

outside proposals that did not provide a guaranteed natural gas 

transportation cost? 

FPL assumed that the long-term ITS-2 demand charge on FGT is about 

$0.76MMBTU. This assumption is based on FPL’s current experience with the 

Phase III, IV, and V expansions of the FGT system and FpL’s understanding, 

based on discussions with FGT, of future expansions on the FGT system. FPL 

assumed that the long-term firm demand charge on Gulfstream would be 

$0.60/MMBTU. This assumption is based an understandmg in the industry of 

the current proposed firm demand charge on the Gulfstream pipeline system. 

A. 

Q. Does FPL believe that there would be a continuing difference in FGT’s and 

Gulfsteam’s firm natural gas transportation costs as discussed above? 

Yes, FPL has assumed that this difference in FGT’s and Gulfstream’s firm 

natural gas transportation costs will continue through the planning horizon. 

A. 

Q. Were the long-term natural gas transportation assumptions discussed 

above provided to Dr. Sim and Mr. Taylor for their analyses in evaluating 

the FPL projects and the projects received from the Supplemental RFP 

bidders? 

Yes, these assumptions were provided to Dr. Sim, who then provided them to 

Mr. Taylor. They were used for both the FPL and Sedway Consulting 

A. 
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evaluations. 

Q. Are the assumptions on the firm natural gas transportation costs identified 

above reasonable? 

Yes, these assumptions are reasonable. They are based on FPL’s extensive 

experience in the procurement and transportation of natural gas to our existing 

units and the best information available in the industry. 

A. 

Q 

A. Yes, it does. 

Does this conclude your testimony? 
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3Y MR. HILL: 

Q 

;his docket? 

And d i d  you a lso have occasion t o  p r e f i l e  exh ib i t s  i n  

A No. Well, I sponsor Section 5B2 and Appendix H o f  

the need study. 

Q And are those por t ions  o f  the need study t h a t  you 

sponsor t r u e  and correct  t o  the  best o f  your knowledge and 

)el i e f ?  

A Yes, they are. 

MR. HILL: I would tender the witness f o r  cross 

3xami na t i  on. 

CHAIRMAN JABER: Thank you. Mr. Moyle. 

MR. HILL: Oh, I ' m  sorry,  he needs h j s  summary. 

CHAIRMAN JABER: For nine pages now. You need t o  

remember you have nine pages o f  testimony. 

THE WITNESS: I w i l l  go very f a s t .  

MR. HILL: A b r i e f  summary, Mr. Yupp. 

CHAIRMAN JABER: Even shorter than tha t .  

THE WITNESS: Good evening, Madam Chairman and 

Commissioners. My d i r e c t  testimony i n  these dockets addresses 

three main areas, the fue l  p r i c e  forecast t h a t  was used i n  the 

supplemental RFP evaluation, the  types o f  fue l  t h a t  are planned 

f o r  the proposed Manatee 3 and Mart in  Unit 8 pro jects ,  and also 

the a v a i l a b i l i t y  o f  fue l  as wel l  as the  supply a l te rna t ives  t o  

each proposed s i t e .  

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 

761 

First, on a monthly b a s i s  FPL updates i t s  30-year  
long-term fuel price f o r e c a s t s  f o r  o i l ,  na tura l  gas ,  coal and 
petroleum coke a s  well a s  the long-term a v a i l a b i l i t y  of na tura l  
gas t o  F lor ida .  Cons is ten t  w t h  this p r a c t i c e ,  the May 2002 

f o r e c a s t  was used t o  e v a l u a t e  FPL ' s  self-build op t ions ,  a s  well 

as ou t s ide  proposals received under the supplemental RFP, but  

did not include guaranteed fuel commodity and/or t r a n s p o r t a t i o n  
c o s t s .  As s t a t e d  i n  Section 5B2 of the need study, which  I 

sponsor,  FPL'  s fuel p r i c e  f o r e c a s t  methodol ogy is  c o n s i s t e n t  
r J i t h  the methodology used by leading  industry consu l t an t s  such 
the Pyra Energy Group, (phone t i c ) ,  Cambridge Energy Research 
Associates ,  and many o t h e r  consu l t an t s .  

The proposed Martin U n i t  8 p r o j e c t  is  planned t o  have 
natural  gas  a s  the primary fuel source and low sulfur l i g h t  o i l  
a s  the backup fuel source.  Po ten t i a l  na tura l  gas  suppliers, 

such a s  F1 o r i  da Gas Transmi ssi on, and suppl i ers w i t h  permitted 
mainlines running ad jacent  t o  Martin, such a s  Gulfstream 
Natural Gas Systems o f f e r  FPL a l t e r n a t i v e s  f o r  na tura l  gas  
supply t o  Martin. Low sulfur l i g h t  o i l  will  be used a s  a 
backup fuel then s to red  i n  an existing 2 m i l l i o n - g a l l o n  tank  a s  
well a s  an addi t iona l  2-million ga l lon  t ank  will be cons t ruc ted  
a s  p a r t  of the Martin U n i t  8 project. 

Manatee U n i t  Number 3 i s  proposed t o  burn only  
na tura l  gas ,  and unlike Martin,  Manatee is  not  designed w i t h  

1 i g h t  o i l  backup because na tu ra l  gas t r a n s p o r t a t i o n  

FLORIDA PUBLIC SERVICE COMMISSION 
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a1 ternati ves avai 1 ab1 e for Manatee can provide the necessary 
redundancy for fuel supply. FPL currently has an interruptible 
transportation agreement w i t h  Gul fstream t o  deliver natural gas 
t o  the existing Manatee Units 1 and 2 who were recently 
installed lateral from the Gulfstream mainline. 

The Gulfstream mainline has two interconnections w i t h  

the FGT mainline. The normal flow will be from - -  I'm sorry, 
the normal flow on this will be - -  natural gas will flow from 
Gulfstream t o  FGT, however during abnormal conditions i f  

Gulfstream is unable t o  serve Florida, the flows can be 
reversed and Manatee can be supplied from FGT through 
Gulfstream t o  the p l a n t .  Therefore, Manatee will have the 
a b i l i t y  t o  receive natural gas from two interstate pipelines. 
This configuration provides the necessary backup t o  ensure the 
re1 iable del ivery of natural gas t o  Manatee. 

The reliability and a v a i l a b i l i t y  of natural gas i s  
supported by three main points. First, t h a t  FPL has had many 

years of experience w i t h  procuring and burning natural gas i n  

i t s  power p lan t s  and has found the supply of natural gas t o  be 
reliable and adequate t o  meet the current and long-term needs 
of FPL and i ts  customers. 

The second p o i n t ,  there are significant quantities of 

proven natural gas reserves i n  the United States as well as 
supply from US production, Canadian imports, and L&G imports t o  
sufficiently meet the growing natural gas demand of the United 

FLORIDA PUBLIC SERVICE COMMISSION 
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States. And, i n  fac t ,  according t o  recent data from the 

lepartment o f  Energy there i s  adequate supply and projected 

i a tu ra l  gas reserves avai lab le i n  the United States t o  meet 

i a tu ra l  gas demand f o r  a t  l eas t  the next 25 years. 

And the f i n a l  po in t  i s  t h a t  i t  i s  my understanding 

that a ma jor i t y  o f  the proposal s submitted i n  the  supplemental 

3FP would have natural  gas as t h e i r  p r i n c i p l e  or sole fue l  

source, which ind icates t h a t  FPL i s  not alone i n  i t s  assessment 

if the ava i  1 abi 1 i t y  o f  re1 i a b l  e and economic sources o f  natural  

gas supply. Therefore, FPL bel ieve i t  i s  reasonable t o  r e l y  

i r i n c i p a l l y  on natural  gas t o  fue l  the  proposed Manatee and 

Sart in capacity addi t ions.  The a l t e r n a t i v e  f o r  fue l  supply and 

transmission t o  the proposed Manatee Un i t  3 and Mart in Un i t  8 

i rov ide fue l  d i v e r s i t y  and w i l l  provide adequate, re1 iab le ,  and 

medundant capabi 1 i ty.  And t h a t  concl udes my summary. 

MR. HILL: We tender the witness f o r  cross 

2xamination. 

CHAIRMAN JABER: M r .  Moyle. 

MR. MOYLE: Thank you. 

CROSS EXAMINATION 

3Y MR. MOYLE: 

Q Mr. Yupp, you have been i n  the  room f o r  the l a s t  

Zouple o f  days, have you not? 

A 

Q Okay. There was some discussion about an e x h i b i t  

I have been i n  the room today. 
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:hat was not admitted i n t o  evidence, bu t  has been ta lked  about, 

md without waiving any object ion t o  t h a t ,  are you f a m i l i a r  

i i t h  t h i s  document which represented a higher system fue l  cost 

if $55 m i  11 ion? 

A No, I ' m  not .  

Q As p a r t  o f  your dut ies and respons ib i l i t i es ,  are you 

involved i n  p ro jec t ing  fue l  costs? 

A 

Q 

That funct ion i s  done w i t h i n  my group a t  FPL, yes. 

But you don ' t  have any informat ion about a $55 

n i l l i o n  increase cost i f  you d i d  on ly  the Manatee p lan t  and not 

the Martin conversion? 

MR. HILL: I object  t o  the  question without showing 

the witness the document. I t h i n k  i t  i s  un fa i r  t o  ask him a . 

question without showing him the source. 

CHAIRMAN JABER: Mr. Moyle, do you want t o  pursue 

that question or  are you in terested i n  - -  
MR. MOYLE: I w i l l  move on. I th ink  he sa id he 

3 i d n ' t  have much information. 

3Y MR. MOYLE: 

I w i l l  withdraw the question. 

Q I read i n  your testimony t h a t  you are responsible or  

have respons ib i l i t y  f o r  short- term power t rading, i s  t h a t  

r i g h t ?  

A Yes. 

Q 

A 

And what i s  short- term power trading? 

Generally my group focuses on the short- term up t o  
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lake two to three months out, but really hourly. We trade 24 

lours a day, next day, next week, maybe up to a couple of 
ionths out is our primary focus. 

Q I think the preceding witness, Mr. Avera, was asked 
ly Commissioner Bradley about short-term, and I think he 
ndicated short-term may be three years. Is that consistent 
rith your view, a short-term deal may be three years or less? 

There can be a lot of interpretations of that, but, A 
'es, three years could be short-term. 

Q Have you been asked by anybody to give your opinion 
IS to whether there might be 15 megawatts available in the 
iarket in the year 2005 to purchase on a short-term one year 
)asi s? 

MR. HILL: Objection, it's outside the direct 
;est i mony . 

MR. MOYLE: I saw on Page 2 here that he is in charge 
3r he has responsibility for short-term power trading. On Page 
2, Line 10. 

CHAIRMAN JABER: And your question? 
MR. MOYLE: I asked him if he had been asked by 

anybody with respect to whether there was 15 megawatts of power 
in the market in 2005. 

CHAIRMAN JABER: I will allow the question. 
THE WITNESS: Have I been asked by anybody? No, I 

have not. 2005 would really be out of the range that I would 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1  

22 

23 

24 

25 

766 

)e deal ing i n .  Again, most o f  what we are doing i s  focussing 

i n  the short- term needs f o r  FPL. 2005 i s  s i g n i f i c a n t l y  out i n  

the fu ture,  so, general ly t h a t  would not be something we would 

look a t .  

3Y MR. MOYLE: 

Q Right now as we s i t  here i s  the market i n  your view 

1 i qui d , the who1 esal e market? 

A To a cer ta in  extent. I t ' s  hard t o  def ine l i q u i d i t y ,  

md I don ' t  know what you mean by l i q u i d ,  i n  your opinion what 

l i q u i d  i s .  Do we trade substant ia l  volumes o f  power on an 

i o u r l y  and d a i l y  basis, yes, we do. 

Q And when you say substant ia l  volumes, what would t h a t  

De? 

A Typica l ly  on any given day, and these are rough 

s t ima tes ,  we may buy 2,000 t o  3,000 megawatt hours, s e l l  2,000 

t o  3,000 megawatt hours. It i s  f a i r l y  substant ia l .  Those 

aren ' t  always the numbers, but we are consistent ly doing 

trading on an hour ly basis. So, yes, from tha t  standpoint the 

market i s  f a i r l y  l i q u i d .  

Q You don ' t  have any reason t o  bel ieve t h a t  t ha t  

wouldn't be the case i n  2005, do you? 

A It would be hard t o  make a pro ject ion out t ha t  f a r .  

F lor ida,  as most people know, i s  a l i t t l e  transmission l i m i t e d  

ge t t ing  i n t o  the state, and so a t  times i t  i s  a l i t t l e  

d i f f i c u l t  t o  procure power from outside o f  the s tate which 
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i m i t s  the number o f  people t h a t  are i n  the market t o  a cer ta in  

txtent, although tha t  has increased over the l a s t  year. 2005, 

1 j u s t  t h ink  i t  i s  too f a r  out t ha t  I could even make a 

%at ional  guess on whether the market w i l l  be the same or  

Q Okay. Your fuel  costs tha t  you have testimony 

i i t h  respect t o  how the p lants  are going t o  be supplied 

A Yes. 

Q - -  are there firm contracts i n  place f o r  the 

not.  

about 

:ommodity or the t ransportat ion f o r  e i ther  the Manatee or the 

l a r t i  n fac i  1 i ty? 

A A t  the current t ime there are not firm contracts i n  

)lace. However, we w i l l  be securing firm contracts f o r  fuel  

supply and transportat ion as we stated i n  the need study 

jocument. We are  j u s t  cur ren t ly  i n  negotiat ions r i g h t  now t o  

try t o  get the best deal t h a t  we can or b r ing  the best value 

that we can t o  our customers. 

Q And you haven't decided who i s  even going t o  supply 

the fuel  t o  you, correct? 

A Gulfstream was used i n  the evaluations and obviously 

they would be a strong candidate, but there are numerous 

al ternat ives.  But Gul fstream was used f o r  evaluat ion purposes. 

Okay. So then the answer t o  my question, and you Q 
have heard the pract ice here about yes and no, the answer t o  my 

question i s  t ha t  FPL has not decided on a suppl ier  f o r  gas, 

correct? 
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A 

Q 

The answer would be no. 

Now, I had some questions w i t h  respect t o  the fue l  

cost estimates and the forecasts. Were you involved i n  t h a t  

process? 

A I am not d i r e c t l y  involved i n  creat ing the  fuel  

forecast, t h a t  i s  done w i t h i n  my group o r  w i t h i n  the d i v i s i o n  

tha t  I work i n  by another ind iv idua l .  

forecast and have reviewed i t  f o r  reasonableness. 

I sponsor the  fuel  

Q Do you know what assumptions, i f  any, were taken 

account given the current p o l i t i c a l  s i t u a t i o n  i n  the Middl 

East? 

A A t  the time t h a t  t h i s  fuel  forecast was created, 

which was May o f  2002, I ' m  not sure t h a t  t h a t  p o l i t i c a l  

s i t ua t i on  has progressed t o  the extent t h a t  we are a t  now. 

don ' t  know i f  t h a t  s p e c i f i c a l l y  was taken i n t o  account. 

i n t o  

I 

Obviously i n  the fue l  forecast many assumptions are taken i n t o  

account from p o l i t i c a l  s i tuat ions t o  supply demand balances t o  

the economy, so i t  may or  may not have. Some form o f  i t  would 

have been. 

Q 
A I ' m  speaking from a general standpoint t h a t  the 

p o l i t i c a l  or  p o l i t i c a l  happenings or  arena are taken i n t o  

account i n  the fuel  forecast. 

So you bel ieve some form o f  i t  - - 

Q But spec i f i ca l l y ,  and I guess the  record should be 

clear I ' m  t a l k i n g  about the s i t ua t i on  w i t h  I raq.  You don ' t  
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mow whether t h a t  has or  has not been taken i n t o  account? 

A I do not know t h a t  f o r  a f ac t .  

Q Mr. S i lva  said i n  h i s  testimony t h a t  p o r t f o l i o s  t h a t  

j o  not include firm fuel  t ranspor tat ion are inherent ly  more 

r i s k y  i n  terms o f  r e l i a b i l i t y .  Do you agree w i th  t h a t  

woposi t i on?  

MR. HILL: Could we have a c i t e  t o  the testimony? 

MR. MOYLE: Page 43, Line 15, "Other p o r t f o l i o s  t h a t  

io  not  include firm fuel  t ranspor tat ion arrangements are 

inherent ly more r i s k y  i n  terms o f  r e l i a b i l i t y . "  

3Y MR. MOYLE: 

Q 

A Yes, I do agree w i t h  t h a t  statement. 

Q 

Do you agree w i t h  t h a t  statement? 

And I th ink  I have already asked you and establ ished 

that  you don ' t  have any contracts i n  place, correct? 

A A t  t h i s  time, no, we do not. 

MR. MOYLE: 

CHAIRMAN JABER: Thank you, M r .  Moyle. 

Mr. McGlothlin. 

I have no fu r ther  questions. 

CROSS EXAMINATION 

BY MR. McGLOTHLIN: 

Q Mr. Yupp, I bel ieve you sa id i n  response t o  a 

question from Mr. Moyle tha t  there are something l i k e  2,000 

megawatt hours avai lable on a short- term basis on any given 

day, d i d  I hear t h a t  correct ly? 
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A Ac tua l l y  what I said i s  we may j u s t  from an 

ipproximate standpoint, F lo r ida  Power and L igh t  may trade 

mywhere from 2,000 t o  3,000 megawatts hours a day, maybe both 

iurchase and s e l l  on any given day. 

Q I f  the question were i n  terms o f  what i s  avai lab le t o  

iurchase on any given day, would your answer be d i f f e r e n t ?  

A Yes, i t  would. What i s  avai lab le and we would have 

;o c l a r i f y  I am speaking i n  megawatt hours based on a d a i l y  

ias is .  

in  megawatts, yes, my answer would be d i f f e r e n t .  

I f  the question i s  what i s  avai lab le on an hour ly basis 

Q What i s  t h a t  answer? 

A There i s  a wide range o f  p o s s i b i l i t i e s  there. It 

zould be anywhere from zero megawatts t o  1,000 megawatts. It 

- e a l l y  depends on weather condit ions i n  the s tate,  outside o f  

the s tate,  the a v a i l a b i l i t y  o f  transmission i n t o  the s tate,  

there are so many factors  t h a t  e f f e c t  how much power i s  

i va i l ab le ,  u n i t  outages, t h a t  i t  i s  j u s t  d i f f i c u l t  t o  p i n  i t  

jown . 
Q You are speaking o f  t ransact ions on an hour ly o r  

j a i l y  basis, though, i s  t h a t  correct? 

A Yes, I am. 

MR. McGLOTHLIN: Thank you. No fu r the r  questions. 

MR. PERRY: I have no questions. 

CHAIRMAN JABER: S t a f f .  

MS. BROWN: Just a few. 
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CROSS EXAMINATION 

3Y MS. BROWN: 

Q Mr. Yupp, on Page 3, Lines 14 and 15 of your 
testimony you state t h a t  FGT currently serves Martin 1 and 2 ,  

i s  t h a t  correct? 
A Yes, t h a t  i s  correct. 

Q 
A 

Is FGT going t o  serve Martin 3, 4, and 8? 

FGT does - -  actually FGT currently a l so  serves Martin 
Jnits 3 and 4, and as pointed out i n  the testimony there, the 
lateral t h a t  serves those units i s  not sufficient i n  size t o  
carry Martin 3, 4, and 8, so there will be other provisions 
made. 

Q Mr. Moyle asked you whether you had signed contracts 
for transportation and supply, and I assume he meant for both 

plants, proposed projects, and you answered t h a t  you do not .  
Can you give the Commission an estimate of when you wil l  have 
signed contracts? 

A I t  is  hard t o  give an estimate. I t h i n k  t h a t  the 
bottom line is  FPL will enter i n t o  firm contracts for both 

supply and transportation when the time is appropriate, and t o  
clarify t h a t  I t h i n k  the appropriate time is  when we feel t h a t  
we have negotiated the best deal, the best value t h a t  we can 
for our customers. I t  could be soon. Probably sooner t h a n  
later is  the best answer, b u t  when we feel t h a t  we have 
exhausted a l l  possibilities and, aga in ,  negotiated the best 
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Jalue t h a t  we can, then we w i l l  enter i n t o  those agreements. 

3ut i t  i s  c lear  tha t  we w i l l  enter i n t o  f i r m  agreements. 

Q W i l l  you assert t o  the  Commission today t h a t  you w i l l  

x o v i d e  the Commission copies o f  the signed contracts as soon 

3s you have them? 

A That I don ' t  know. I would assume t h a t  can be done. 

Q Thank you. On Page 4 and 5 o f  your testimony you 

state t h a t  FPL has an agreement w i t h  Gulfstream t o  de l i ver  

natural gas f o r  the e x i s t i n g  Manatee 1 and 2 p lants  through the 

i n s t a l l e d  l a t e r a l  t ha t  you were t a l k i n g  about e a r l i e r ?  

A Yes. 

Q And l a t e r  on on Lines 6 and 7 on Page 5 you s ta te  

tha t  the natural gas t ranspor tat ion f o r  Manatee 3 w i l l  be 

del ivered v ia  t h i s  new l a t e r a l  o r  from another natural gas 

supplier. Who i s  the other po ten t ia l  gas supplier? 

A For the Manatee f a c i l i t y ,  FGT has a l a t e r a l  t h a t  runs 

approximately w i th in  14 miles, I believe, o f  the p lan t .  So FGT 

could be a potent ia l  suppl ier  f o r  Manatee. 

Q A l l  r i g h t .  Do you know whether the major i t y  o f  the 

bidders i n  t h e i r  responses t o  FPL's request f o r  proposals asked 

t h a t  FPL use i t s  own fuel  forecasts i n  evaluating t h e i r  bids? 

A Let me make sure I understand the question. You are 

asking do I know how many bidders asked t h a t  FPL use i t s  fuel  

forecast, meaning FPL's fue l  forecast t o  evaluate t h e i r  bids? 

Q Yes. 
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A I do not know the  answer t o  t h a t  question, no. 

MS. BROWN: A l l  r i g h t .  That 's  a l l  I have. Thank 

qou . 
CHAIRMAN JABER: Commissioners. Redirect. 

MR. HILL: No. Thank you, Chairman Jaber. 

CHAIRMAN JABER: Thank you. 

MR. HILL: And may the  witness be excused from the 

iroceedi ngs? 

CHAIRMAN JABER: Yes. 

MR. HILL: Thank you. 

CHAIRMAN JABER: Let  me ask the  pa r t i es ,  Mr. Dewhurst 

3 r  Mr. Taylor, where do we have a be t te r  chance o f  f i n i s h i n g  

3efore 6:00, which witness? 

MR. MOYLE: My vote would be Mr. Taylor.  

CHAIRMAN JABER: Okay. Alan S. Taylor.  Just  t o  g ive 

you not ice,  a lso we have t o  take Mr. Maurey up tomorrow 

sometime. Just  t o  l e t  everyone know. 

Thereupon, 

ALAN S. TAYLOR 

das ca l l ed  as a witness on behal f  o f  F lo r ida  Power and L 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 

f o l  1 ows : 

D I RECT EXAM I NATION 

BY MR. NIETO: 

Q Mr. Taylor, could you please s ta te  your name and 
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Iusiness address f o r  the  record? 

A My name i s  Alan S. Taylor, Sedway Consulting, 5511 

io r th fo rk  Court, Boulder, Col orado 80301. 

Q 
A Yes, I have. 

Q 

A 

You have previously been sworn, correct? 

By whom are you employed and i n  what capacity? 

I am employed by Sedway Consulting and I am the 

r e s i d e n t  o f  the f i r m .  

Q 

Iroceedi ng? 

Were you retained on behalf o f  FPL i n  t h i s  

A Yes, I am. 

Q Mr. Taylor, have you p r e f i l e d  d i r e c t  testimony 

consist ing o f  20 pages and Exhib i ts  AST-1 and AST-2? 

A Yes, i t  i s  one s ing le e x h i b i t  w i t h  Documents ASI’-I 

and AST-2. 

Q 
A Excuse me? 

Q 

A Yes, I did. 

Q 

Did you prepare t h a t  testimony and exhib i ts? 

Did you prepare t h a t  testimony and exhib i ts? 

And have you p r e f i l e d  an e r ra ta  sheet t o  your 

exhi b i  Ls? 
A Yes, I have. 

Q As corrected by the errata sheet, i s  the information 

i n  your testimony and exh ib i ts  t rue  and correct? 

A Yes, i t  i s .  
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Q And i f  I were t o  ask you the  same questions t h a t  are 

n your p r e f i l e d  testimony today, would the answers be the 

ame? 

A Yes, they would. 

MR. NIETO: Madam Chair, I ask t h a t  Mr. Tay lo r ' s  

estimony be inser ted i n t o  the record as read. 

CHAIRMAN JABER: The p r e f i l e d  testimony o f  Alan S. 

ay lor  shal l  be inser ted i n t o  the record as though read. 

MR. NIETO: And I would also ask t h a t  the next 

I xh ib i t  number, which I bel ieve i s  24, be assigned t o  h i s  AST-1 

Ind AST-2. 

CHAIRMAN JABER: Hearing Exh ib i t  24 i s  i d e n t i f i e d  as 

rSP-1 and AST-2 w i t h  the  er ra ta  sheet? 

. MR. NIETO: With the er ra ta  sheet, yes. 

(Exh ib i t  24 marked f o r  i d e n t i f i c a t i o n . )  
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF ALAN S. TAYLOR 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Please state your name and business address. 

My name is Alan S. Taylor, and my business address is 551 1 Northfork Court, 

Boulder, Colorado, 8030 1. 

By whom are you employed and what position do you hold? 

I am president of Sedway Consulting, Inc. 

Please describe your duties and responsibilities in that position. 

I perform consulting engagements in which I assist utilities, regulators, and 

customers with the challenges that they may face in today’s dynamic 

electricity marketplace. My area of specialization is in the economic and 

financial analysis of power supply options. 

Please describe your education and professional experience. 

I received a Bachelor of Science Degree in Energy Engineering from the 

Massachusetts Institute of Technology and a Masters Degree in Business 
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Administration from the Haas School of Business at the University of 

California, Berkeley, where I specialized in finance and graduated 

valedictorian. 

I have worked in the utility planning and operations area for 17 years, 

predominantly as a consultant specializing in integrated resource planning, 

competitive bidding analysis, utility industry restructuring, market price 

forecasting, and asset valuation. I have testified before state commissions in 

proceedings involving resource solicitations, environmental surcharges, and 

fuel adjustment clauses. 

I began my career at Baltimore Gas & Electric Company, where I performed 

efficiency and environmental compliance testing on the utility system’s power 

plants. I subsequently worked for five years as a senior consultant at Energy 

Management Associates @MA, now New Energy Associates), training and 

assisting over two dozen utilities in their use of EMA’s operational and 

strategic planning models, PROMOD III and PROSCREEN IT. During my 

graduate studies, I was employed by Pacific Gas & Electric Company 

(PG&E), where I analyzed the utility’s proposed demand-side management 

(DSM) incentive ratemaking mechanism, and by Lawrence Berkeley 

Laboratory (LBL) where I evaluated utility regulatory policies surrounding 

the development of brownfield generation sites. 
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Subsequently, I worked at PHJ3 Hagler Bailly (and its predecessor firms) for 

ten years, serving as a vice president in the firm’s Global Economic Business 

Services practice and as a senior member of the Wholesale Energy Markets 

practice of PA Consulting Group when that firm acquired PHB Hagler Bailly 

in 2000. In 2001, I founded Sedway Consulting, Inc. and have continued to 

specialize in economic analyses associated with electricity wholesale markets. 

What is the purpose of your testimony? 

I was retained to assist Florida Power & Light (FPL) in conducting its 

solicitation for competitive power supplies. The purpose of my testimony is 

to describe my role as an independent evaluator and present my findings. 

I reviewed FPL’s solicitation process and performed a parallel and 

independent economic evaluation of the proposals and self-build options that 

were available to FPL. I will discuss the process and tools that I used to 

conduct that parallel economic evaluation. Based on the results of my 

independent evaluation, I concluded that the MartinManatee FPL portfolio 

described in the Need Study is the least-cost portfolio that meets FPL’s 

resource needs. 

Are you sponsoring an exhibit in this case? 

Yes. It consists of the following documents: 

Document AST-1, Resume of Alan S.  Taylor 

Document AST-2, Sedway Consulting’s Independent Evaluation Report. 
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Please describe the role you performed as an independent evaluator in 

FPL’s solicitation. 

I reviewed FPL’ s Supplemental Request for Proposals (Supplemental RF’P) 

and the utility’s 2002 Ten-Year Site Plan. Prior to the receipt of proposals, I 

requested that FPL run its detailed economic evaluation tool - the Electric 

Generation Expansion and Analysis System (EGEAS) model, originally 

developed by Electric Power Research Institute - and provide results that I 

could use to calibrate Sedway Consulting’s bid evaluation model. Once FPL 

received the proposals and clarified ambiguous or confusing issues with the 

bidders, I was sent the economic/pricing information from each proposal. The 

information was provided to me by bid number, thereby masking the identities 

of the bidders and the locations of their projects. FPL conferred with me on a 

number of issues relating to proposal disqualification decisions, interpretation 

of bid information, clarification requests, and economic evaluation 

assumptions. As the evaluation progressed, FPL and I discussed appropriate 

modeling assumptions in both evaluation tools (which I discuss later in my 

testimony). Using Sedway Consulting’s Response Surface Model (RSM), I 

developed rankings of all of the proposals. Also, with the RSM results, I 

developed portfolios of low-cost resources and assessed the overall costs of 

such portfolios. I reviewed FPL’s EGEAS runs to confirm consistency of 

assumptions and reasonableness of results, and I documented the entire 

process in an independent evaluation report (Document AST-2). 
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Turning first to the process of the solicitation, do you believe that the 

Supplemental RFP was an adequate document for soliciting proposals? 

Yes. As one who has developed dozens of such utility resource RFPs, I 

believe that FPL’s Supplemental RFP struck a good balance between being 

sufficiently detailed without being overly burdensome on the respondent. I 

think that the number and quality of the proposals that FPL received is a 

testament to the Supplemental RFP’s adequacy. 

Do you believe that FPL’s evaluation process was conducted fairly? 

Yes. I believe that the outside proposals and FPL self-build options were 

evaluated on an equal footing, with consistent assumptions and analytic 

approaches applied to all relevant resource options at each stage of the 

evaluation. 

Please describe Sedway Consulting’s RSM model and its use in FPL’s 

solicitation. 

The RSM is a spreadsheet model that I have used in solicitations around the 

country. It is a relatively straightforward tool that allows one to 

independently assess the cost impacts of different generating or purchase 

resources for a utility’s supply portfolio. Most of the evaluation analytics in 

the RSM involve calculations that are based entirely on my input of proposal 

costs and characteristics. A small part of the model examines 

production cost impacts and needs to be calibrated to simulate a 

system 

specific 

5 



7 8 1  1 
1 
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
t 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

utility’s system. In the case of the FPL solicitation, prior to the opening of the 

bids, I requested that FPL execute a specific set of runs with its detailed 

evaluation model, EGEAS. With the results of these runs, I was able to 

calibrate the RSM to approximate the production cost results that EGEAS 

would produce in a subsequent evaluation of any proposals or self-build 

options that FPL might receive. Thus, I would not have to rely on FPL’s 

modeling of a proposal; instead, I would be able to insert my own inputs into 

my own model and independently evaluate the economic impact of any 

particular bid. In short, the RSM provides an independent assessment to help 

ensure against the inadvertent introduction of significant mistakes that could 

cause the evaluation team to reach the wrong conclusions. 

How is the RSM an independent analytical tool if it is based on initial 

EGEAS results? 

As I noted above, most of the calculations performed by the RSM are not 

based on EGEAS results in any way. There are two main categories of costs 

that are evaluated in a resource solicitation: fixed costs and variable costs. 

The costs in the first category - the fixed costs of a proposal - are calculated 

entirely separately in the RSM, with no reliance on the EGEAS model for 

these calculations. The second category - variable costs - has two parts: 

(1) the calculation of a resource’s variable dispatch rates and, (2) the impact 

that a resource with such variable rates is likely to have on FPL’s total system 

production costs. As with the fixed costs, a proposal’s variable dispatch rates 
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are calculated entirely separately in the RSM, with no basis or reliance on the 

EGEAS model. It is only in the final subcategory - the impact that a resource 

is likely to have on system production costs - that the RSM has any reliance 

on calibrated results from EGEAS. 

Please elaborate on that area of calculations where the RSM is affected by 

the EGEAS calibration runs. 

This is the area of system production costs. These costs represent the total 

fuel, variable operation and maintenance (O&M), and purchased power costs 

that FPL incurs in serving its customers’ loads. Given FPL’s load forecast, 

the existing FPL supply portfolio (Le., all current generating facilities and 

purchase power contracts), and many specific assumptions about future 

resources and fuel costs, EGEAS simulates the dispatch of FPL’s system and 

forecasts total production costs for each year of the study period. At the 

outset of the solicitation project, the RSM was populated with annual system 

production cost results that were created by the EGEAS calibration runs. 

What did the RSM do with this production cost information? 

Once incorporated into the RSM, the production cost information allowed the 

RSM to answer the question: How much money (in annual total production 

costs) is FPL likely to save if it acquires a proposed resource, relative to a 

reference resource? The use of a reference resource simply allowed a 

consistent point of comparison for evaluating all bids and self-build options. I 
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used a reference resource with a high variable dispatch rate of $100/MWh. In 

fact, I could have picked any variable dispatch rate for the reference resource 

and obtained the same relative ranking of bids out of the RSM. The cost of 

the reference resource has no impact on the relative results - it is merely a 

consistent reference point. 

Can you provide a numerical example that shows how the RSM works? 

Certainly. Assume that a utility has a one-year resource need of 1,750 M W  

and must select one of the two following proposals: 

Bid A Bid B 

Capacity : 1,750 MW 1,750 MW 

Capacity Price: $9, OOkW -mon th $5.5 OkW -mon th 

Energy Price: $20/MWh $5O/MWh 

For both proposals, the RSM has already calculated the fixed costs (and 

represented them in the capacity price) and the variable costs (and represented 

them in the energy price). Bid A is more expensive in terms of fixed costs, 

but Bid B is more expensive on an energy cost basis. The RSM calculates the 

final piece of the economic analysis - the different impacts on system 

production costs - to determine which bid is less expensive in a total sense for 

the utility system as a whole. 
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Assume that the RSM has been calibrated and populated with the following 

production cost information: 

For a 1,750 MW proxy resource, the utility’s one-year total system production 

costs are: 

0 

e 

0 

$2.500 billion for a $100/MWh energy price reference resource 

$2.479 billion for a $5O/MWh energy price resource (Bid B) 

$2.416 billion for a $20/MWh energy price resource (Bid A) 

Thus, the energy savings (relative to the selection of a $100/MWh reference 

resource) are $84 million for Bid A with its $20/MWh energy price and 

$21 million for Bid B with its $5O/MWh energy price. In its bid ranking 

process, the RSM converts all production cost savings into a $/kW-month 

equivalent value so that the savings can be deducted from the capacity price to 

yield a final net cost (in $/kW-month) for each bid. Converting the energy 

savings in this numerical example into $/kW-month equivalent values yields 

the following: 

$84 million / (1,750 M W  * 12 months) = $Lt.OO/kW-month 

$2 1 million / (1,750 Mw * 12 months) = $1 .OO/kW-month 
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The RSM calculates the net cost of both bids by subtracting the energy cost 

savings from the fixed costs: 

Bid A Bid B 

Capacity Price: $9.00/kW-month $5.50/kW-month 

Energy Cost Savings: $4.00/kW-month $1 .OO/kW-month 

Net Cost: $S.OO/kW-month $4.50/kW-month 

Bid B is less expensive. This can be confirmed through a total cost analysis as 

well: 

Bid A will require total capacity payments of $189 million (= 1,750 M W  x 

$9.00/kW-month x 12 months), and Bid B will require $115.5 million 

(= 1,750 M W  x $5.50/kW-month x 12 months). Thus, Bid A has fixed costs 

that are $73.5 million more than Bid B. 

Bid A will provide $63 million more in energy cost savings (= $84 million - 

$21 million); however, this is not enough to warrant paying $73.5 million 

more in fixed costs. Therefore, Bid B is the less expensive alternative. 

Note that the RSM is described in more detail in the independent evaluation 

report that is attached to my testimony, Document AST-2. 

10 
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With that understanding of the RSM process, what did you do to 

calibrate the RSM to EGEAS? 

I reviewed the production cost information that FPL provided at the start of 

the project and confirmed that the production costs were, for the most part, 

exhibiting smooth, correct trends (i.e., they were increasing where they should 

be increasing and declining where they should be declining). Having verified 

that the RSM production cost values were “smooth,” I was confident that 

inputting variable cost parameters into the model for similar proposals would 

yield similar production cost results. Although the RSM is not a detailed 

model and could not simulate WL’s production costs with EGEAS’ accuracy, 

in the end, the independent RSM evaluation results tracked the EGEAS results 

quite well. 

Once the RSM was calibrated, what was the next step? 

I reviewed pricing information from all of the proposals that FPL received. 

Specifically, I received the following information for input into the RSM: 

contract capacity, capacity pricing, commencement and expiration dates, heat 

rates, fuel costs, firm gas transportation pipeline service (if applicable), 

variable operations and maintenance (O&M) andor energy charges, and start- 

up costs. 

How was the firm gas transportation pipeline service determined? 

All proposals involving natural-gas-fired projects were assumed to require 
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firm gas transportation from either the Florida Gas Transmission (FGT) 

pipeline, the new Gulfstream pipeline, or a bidder-specified supply. Bidders 

indicated in their proposals which pipeline they expected to tap for firm gas 

supplies. 

What other significant proposal assumptions or modeling issues did you 

discuss with the FPL evaluation team during the course of the 

evaluation? 

There were a number of minor points, but the major ones were addressed in 

discussions pertaining to the following five areas: 

1. Future resource costs that would be incurred at the end of 

short-term transactions 

2. Firm gas transportation issues 

3. Equity penalty 

4. 

5 .  Transmission integration costs 

Residual value of resource lives beyond 2030 

What do you mean by ‘(future resource costs”? 

There are several issues here that concern the evaluation of proposals of 

varying size or duration. Focusing first on the issue of varying duration, FPL 

received proposals for contract terms of anywhere from 3 to 25 years. In 

order for one to compare the value of a short-term option with that of a long- 

term option, one must make some assumptions about the future costs of new 

12 
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resources. In other words, to compare a 3-year contract with a 25-year 

contract of the same capacity, one needs to assess the likely costs of acquiring 

or developing new capacity in years 4 through 25. The costs of acquiring or 

developing that new capacity are what I refer to as “future resource costs”. If 

one believes that very low-cost options may be available in 4 years, the 

economic advantage may tilt toward the 3-year contract. Alternatively, if one 

believes that future resource costs may be high for years 4 through 25, the 25- 

year contract may appear more attractive. Of course, the fundamental 

comparison is directly dependent on the proposed prices inherent in both 

transactions. But to put both proposals on common footing, one needs to ’’fill 

in” behind the 3-year contract with some estimate of future resource costs or 

market prices that will be available to the buyer in those interim years. Thus, 

in both EGEAS and the RSM, future resource costs were characterized by a 

“filler” unit. 

What assumptions were used in the RSM for the filler unit? 

The RSM used FPL’s generic estimates of a greenfield combined-cycle 

facility similar to the 1,107 MW Manatee project that was selected in this 

evaluation. The filler had the same heat rates, variable O&M costs, annual 

incremental capital requirements and start-up costs. Its construction and fixed 

O&M costs were higher to account for the greenfield nature of the facility. 

Also, its firm gas transportation costs were based on the FGT tariff because of 

the fact that FGT can be accessed by new resources throughout the state. The 

13 
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Gulfstream pipeline, on the other hand, supplies a limited geographical area. 

Given that the location of future filler resources could not be known, FGT 

supply was assumed. In total, the filler assumptions resulted in a combined- 

cycle facility that was rather low-cost - lower than most of the combined- 

cycle bids that FPL received. Of the 13 combined-cycle facilities that were 

offered by outside bidders, the filler resource was less expensive than nine of 

them. Thus, short-term proposals were afforded a favorable assumption with 

regard to the replacement capacity that FPL would acquire or develop upon 

the expiration of the proposed contract. 

Also, it is important to note that a sensitivity analysis was performed by 

Sedway Consulting and is described in the independent evaluation report in 

Document AST-2. This analysis examined the effect of even lower filler costs 

(through a reduction in construction and other fixed costs and the accessing of 

Gulfstream firm gas supply) on the costs of the top-ranked portfolios. The 

All-FPL portfolio was still the least-cost portfolio by $125 million. 

In the RSM, was every short-term proposal replaced with a 1,107 MW 

combined-cycle filler resource? 

No. The RSM sized the replacement capacity for each short-term proposal to 

equal the size of the expiring contact. All costs were scaled accordingly. 

Thus, small proposals were replaced with a small filler resource that had all of 

the economy-of-scale benefits of a large 1,107 MW generating plant. 

14 
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Is this MW-for-MW replacement assumption in the RSM reflective of 

what would actually happen on FPL’s system? 

No. FPL likely would be unable to exactly match additions MW for M W  in 

the year needed, and smaller additions used to more closely match a specific 

year’s need probably would be more expensive andor less efficient that the 

scaled-down version of a large 1,107 M W  facility. Therefore, the process 

followed by the RSM may slightly understate the total study period costs for 

short-term proposals. 

Did EGEAS follow the same process as was employed in the RSM? 

Technically, no, although the final result is similar. EGEAS looks at the FPL 

system more comprehensively. EGEAS maintains FPL’ s 20% reserve margin 

by selecting proposals (during the 2005 and 2006 time frame) and full-scale 

filler resources (in the later years) to supplement FpL’s existing fleet of 

resources. The EGEAS process is described more fully in Dr. Steven Sim’s 

testimony. It is important to note, however, that both the RSM and EGEAS 

used the same assumptions for the costs and operating characteristics of the 

1,107 MW filler resource. 

The second item on your list of discussion issues involved firm gas 

transportation. What was discussed and decided there? 

I have already mentioned the designation of some resources as having lower 

firm gas transportation costs because of their access to the Gulfstream 
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pipeline. In addition, after seeking guidance from FPL’s Energy Marketing 

and Trading Group, the evaluation team decided to assume that there would 

be no firm gas transportation charges for duct-fired capacity associated with a 

combined-c ycle proposal. 

Item #3 on your list was the equity penalty. What is that and how was it 

applied to the evaluation process? 

An equity penalty is a cost associated with contracting for power from an 

outside party. Rating agencies view some portion of a utility’s capacity 

payment obligations to a power provider as the equivalent of debt on the 

utility’s balance sheet. If a utility does not rebalance its capital structure with 

additional equity, this debt equivalent can negatively impact a utility’s 

financial ratios, influencing rating agencies to downgrade their opinion of the 

utility’s creditworthiness and increasing the utility’s cost of borrowing. 

Consequently, an adjustment acknowledging this incremental cost of capital 

must be made to all capacity purchase options in order to put them on an equal 

footing with internal build or turnkey options. Thus, an equity penalty was 

calculated for each top-ranked proposal to represent the additional cost to FPL 

and its customers of rebalancing its capital structure were it to contract for the 

power associated with each proposal. This value was summed for all outside 

proposals in each portfolio, and added to the portfolio’s total cost. 
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Have you seen this equity penalty concept incorporated in other 

solicitations? 

Yes, both inside and outside of Florida. Also, I believe that recent events in 

the electricity markets have only underscored the importance of energy 

companies maintaining strong balance sheets. Rating agencies have become 

quite severe in their evaluation of energy companies’ financial ratios. Thus, it 

was appropriate for the bid evaluation team to incorporate into its analyses the 

estimated financial impact and imputed debt associated with the signing of 

purchase power agreements. 

Please describe the issue of residual value. 

The residual value concept is associated with any resource that continues to 

have costs or value beyond the end of the study period (ie., beyond 2030). 

None of the outside power purchase proposals extended beyond the end of the 

study. However, the FPL self-build options are likely to continue to operate 

beyond the 25-year time frame that formed the basis of the revenue 

requirements calculation for these resources. Thus, the costs of the self-build 

options were premised on FPL’s customers paying for the capital costs over 

25 years; but the customers will continue to enjoy the benefits of the power 

for operating lives that are likely to be 35 years or more. Given that, I 

calculated the present value of the net benefits of an additional 10 years of 

capacity from the FPL self-build options. I used a conservative estimate of 

the value of the capacity (Le., an estimate of the market price that may be 

17 
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associated with capacity in that time frame) and assumed that FPL customers 

would continue to pay fixed O&M costs and incremental capital costs (with 

the latter at reduced levels) to keep the facilities running. The net benefit of 

the capacity was calculated as the facilities’ capacity value minus the costs. 

Did FPL’s analysis include a residual value calculation? 

No. Therefore, I believe that the FPL analysis understated the value of the 

FPL options by $34 million to $76 million. This is one of the primary reasons 

that the cost differences (between the A11-FPL portfolio and the competing 

portfolios) depicted in Sedway Consulting’s results are generally greater than 

those depicted in FPL’s results. 

How were transmission integration costs factored into the evaluation? 

In the final consideration of portfolios, various portfolios were analyzed to 

determine what transmission integration investments might be necessary to 

accommodate the development and receipt of power injections from specific 

points of delivery. This determination requires significant effort and 

transmission system modeling. Thus, the FPL evaluation team opted to send 

only 28 portfolios for analysis. The results showed that transmission 

integration costs may add from $5 million to $132 million (present value of 

revenue requirements) to the cost of a portfolio, depending on the specific 

geographic configuration of the resources in each portfolio. 

18 
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What were the final results of the evaluation? 

The top portfolio included two FPL projects - the conversion of two CTs (and 

the addition of two more) at FPL’s Martin generating facility to a 4-on-1 

combined-cycle facility and a similar complete 4-on- 1 combined-cycle facility 

at FpL’s Manatee generating station. Both projects will be essentially the 

same type of facility, providing 1,107 MW each of summer capacity. Because 

the Martin expansion project will be converting two existing CTs that 

currently provide 318 MW of capacity, the net additional capacity from that 

project will be 789 M W .  Thus, t h s  portfolio of FPL self-build options will 

provide a total of 1,896 MW of summer capacity, meeting the FPL’s 

minimum requirement of 1,722 MW. This portfolio was found to be at least 

$135 million less expensive than the next best portfolio without both FPL 

units. A complete list of the top-ranked portfolios is provided in the 

independent evaluation report (Document AST-2). 

What do you conclude about FPL’s solicitation? 

I conclude that the All-FPL portfolio is the least-cost portfolio and concur 

with FPL’s decision to move forward with Martin Unit 8 and Manatee Unit 3. 

19 The solicitation process yielded the best results for FPL’s customers while 

20 treating developers fairly. The FPL Supplemental FWP was sufficiently 

21 detailed to provide necessary information to bidders. The economic 

22 evaluation methodology and assumptions were appropriate and unbiased, and 

23 the independent evaluation procedures provided a cross-check of FPL’s bid 

19 
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5 Q. Does this conclude your testimony? 

6 A. Yes. 

representation in EGEAS and confirmed FPL’s EGEAS results. Finally, I 

conclude that the AII-FPL portfolio of the Martin and Manatee projects is the 

most cost-effective portfolio by at least $135 million. 
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3Y MR. NIETO: 
Q 
A Certainly. Madam Chairman, Commissioners, I am the 

independent evaluator in this case, a role that I have played 
in many solicitations around the country. I would like to 
discuss a little bit about my background and experience in 
these types of endeavors and then move to discuss the details 
Df my role in this particular solicitation, the tools that I 
used to perform the evaluation and the conclusions that I 
reached. 

Could you please summarize your testimony? 

I have been working in the utility area since 1980. 

luring the 80s I worked on behalf of a software vendor and 
dorked spec fically with utility planning models. 
and trained over two dozen utilities or their personnel in 
their generation planning departments on the use of these kinds 
of tools. In the last ten years I have focused more on 
strategi c and management type consul ti ng , but speci a1 i zi ng i n 
the area of competitive bidding solicitations. I have looked 
at literally hundreds of bids involving everything from 
gas-fired facilities to coal -fired facilities, wind farms, tire 
burning facilities, quite a wide variety of things. And I have 
been involved in solicitations that have looked at self-build 
resources, also unregulated affiliates that might be bidding in 
contracts for power supplies, or solicitations that involve 
entirely outside proposals. 

I assisted 
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I have been involved i n  a l l  four phases of the 
solicitation process. There is  the development of the RFP 

jocument i tself  t o  solicit  the proposals, the next phase is  the 
:valuation phase looking a t  the responses t o  the proposals, and 

have performed the economic evaluation, and another phase i s  
the risk assessment, and yet another stage for those proposals 
t h a t  advance t o  a short l i s t  there is  the negotiation process. 
1 have worked on behalf of investor-owned ut i l i t ies ,  u t i l i t y  

:ooperatives, public u t i l i t y  commissions, as well as IPPs. In 

311 cases my emphasis has always been on trying t o  f i n d  the 
)est resource or portfolio of resources for the customers. 

Turning t o  my role here i n  the FPL solicitation, I 

I Mas retained t o  perform a parallel economic evaluation. 
jetermined from my economic evaluation t h a t  the A l l - F P L  plan 

including Manatee 3 and Martin 8 is  the least cost plan.  

m d  my own model, the response surface model, the RSM. 
I 

I t  i s  a spreadsheet model and i s  fairly simple and 

straightforward, and I t h i n k  provides two major benefits t o  a 
solicitation process. One, i t  allows for cross checking of the 
results out of the more detailed models. These models t h a t  are 
used i n  these types of evaluations often involve quite a few 
inputs and enough complexity t h a t  i t  i s  helpful t o  have a 
second check for the results. 

A second benefit I t h i n k  t o  having something like 
this response surface model i s  i t  is  a spreadsheet program t h a t  
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allows a degree of transparency i n  the process. Whether i t  i s  
Commission s taff  or intervenors who have signed the necessary 
nondi scl osure agreements, this i s a spreadsheet t h a t  people can 
look a t  and see how the costs were calculated, how the fixed 
costs and variable costs of the various proposals and 

sel f - bui 1 d options were examined and devel oped, and can 
understand the analysis and become assured t h a t  the evaluation 
was performed rigorously and appropriately. 

In the solicitation I was given free reign t o  conduct 
the evaluation, my independent evaluation as I saw f i t ,  and I 

was also given free reign t o  challenge F P L ' s  analysis and offer 
suggestions or areas where they might improve. 
I determined i n  my review of the overall solicitation t h a t  
their RFP document was sufficient and i t  certainly garnered 
quite a few proposals i n  the process. 
overall evaluation process was fair  and unbiased. 
a l l  of the proposals and self-build options under a consistent 
set of assumptions and using consistent analytical approaches. 
I t h i n k  t h a t  the results were sound and they were corroborated 
by my independent evaluation, and my results have indicated 
t h a t  the best portfolio of outside resources would be about 
$423 mil l i on  more expensive t h a n  the a1 1 -FPL plan including 
Martin 8 and Manatee 3. Wi th  the next best combination 
portfolio, t h a t  which would include either Martin 8 or Manatee 
3 and combinations o f  outside proposals, I found t h a t  the next 

In conclusion, 

I t h i n k  t h a t  their 
I t  treated 
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best plan was approximately $135 m i l l i o n  more expensive. So I 

concur w i th  FPL's decision t o  move ahead w i th  the  Mart in 8 and 

Manatee 3 plan. That concludes my summary. 

MR. NIETO: Thank you, Mr. Taylor. We tender Mr. 

Taylor f o r  cross. 

CHAIRMAN JABER: Mr. Moyle. 

CROSS EXAMINATION 

BY MR. MOYLE: 

Q Mr. Taylor, I was j u s t  going t o  fo l low up on a few 

things you said i n  your opening statement. You said you 

reviewed the RFP document, correct? 

A Yes. 

Q Was t h a t  both the o r i g i n a l  and the supplemental RFP? 

A That i s  correct .  

Q Did you bel ieve t h a t  the supplemental RFP a f t e r  some 

o f  the  changes t h a t  were made made the document more f a i r  t o  

bidders than the o r i g i n a l  RFP? 

A Yes, I t h i n k  i t  was a be t te r  RFP from the standpoint 

t h a t  there were various issues t h a t  were relaxed from the 

o r i g i n a l  RFP. 

Q Were you asked f o r  your suggestions as t o  ways t o  

improve t h e i r  RFP document? 

A 

i ssued. 

Q 

No, I ac tua l l y  reviewed the RFPs a f t e r  they had been 

So your expert opinion was not sought p r i o r  t o  the 
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issuance o f  the RFP, e i t he r  the supplemental o r  the  i n i t i a l ,  

correct? 

A That i s  correct .  

Q Now, I thought I heard you say t h a t  you thought the 

RFP was fair and unbiased, and l e t  me j u s t  ask you one th ing.  

You have been i n  the room f o r  the l a s t  couple o f  days, I th ink .  

I have seen your face back there. 

I n  and out o f  the room. 

There has been a l o t  o f  discussion about the equi ty  

A 

Q 

penalty, and I t h i n k  counsel f o r  FPL d i rected the t t e n t i o n  o f  

one o f  t h e i r  witnesses t o  the l i n e  i n  the  supplemental RFP t h a t  

deals w i th  the equ i ty  penalty. And I w i l l  j u s t  quote on Page 

18. Actual ly  because i t  starts wi th  therefore, I should 

probably quote both sentences. It says, "The economic 

evaluation w i l l  seek t o  i d e n t i f y  the f i r m  capacity and energy 

proposals which r e s u l t  i n  the lowest e l e c t r i c  ra tes f o r  the FPL 

system. Therefore, the evaluation w i l l  examine each proposal ' s  

impact on the e n t i r e  FPL system, inc lud ing the estimated impact 

o f  FPL's cost o f  cap i ta l  associated w i t h  enter ing i n t o  a 

purchased power agreement. I' Do you bel ieve t h a t  t h a t  sentence 

puts bidders on no t ice  as t o  how the equ i ty  penal ty i s  going t o  

be applied t o  them? 

A I bel ieve t h a t  i t  put bidders on no t ice  t h a t  there 

would be consideration o f  the impacts o f  purchased power 

agreements on FPL's cost o f  cap i ta l .  
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Q But I guess my question was how i t  would be applied. 

You wouldn't  read t h a t  sentence t o  i nd i ca te  i t  describes how 

the equ i ty  penal ty w i l l  be imposed o r  appl ied t o  bids,  do you? 

A It i s  not a f u l l  methodology obviously embodied i n  

one sentence. 

s o l i c i t i n g  proposals broadly but  qu i te  a few from those bidders 

who had already been involved i n  the  i n i t i a l  RFP, I would 

presume t h a t  there had been some foreknowledge on the  part o f  

those dozen and a h a l f  bidders t h a t  had b i d  the  f i r s t  t ime 

around, t h a t  there was an equ i ty  penal ty  issue t h a t  had been 

described i n  the  need docket there.  

CHAIRMAN JABER: So the  answer i s  no? 

THE WITNESS: NO. 

I th ink  given t h a t  the  supplemental RFP was 

BY MR. MOYLE: 

Q Are you aware t h a t  my c l i e n t ,  CPV Gulfcoast, d i d  not 

b i d  i n  the  f i r s t  RFP? 

No, because I d i d  not know the  i d e n t i t i e s  o f  the A 

bidders i n  e i t he r  s o l i c i t a t i o n .  

Q The RSM model, t h a t  i s  your model, correct? 

A Yes, i t  i s .  

Q And i f  I heard your summary, you use i t  f o r  cross 

checking other models, and you also have a spreadsheet program 

tha t  you bel ieve i s  transparent and whatnot. 

represented a u t i l i t y  and I came t o  you and I said, Mr. Taylor, 

we are ge t t i ng  ready t o  have an RFP, and I want you t o  do the 

I f  I today 
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?valua t ion  w i t h  your RSM model and te l l  us w h a t  the best deal 
is, could you do t h a t ?  

A 

only model. 
for cross checking. I t  is  meant t o  supplement the more 
detailed models t h a t  are generally used i n  generation planning 

I would not recommend using the RSM itself  as the 
I t  is  really a secondary model t h a t  i s  best used 

or resource acquisition departments. So I would recommend 
against using the model i tself  as the sole basis for examin 
the economics of power supply proposals. 

Q So t h a t  would be a no, correct? 
A Correct. 

Q I guess given the answer t o  t h a t  question t h a t  you 

cou ldn ' t  use t h a t  - -  or you wou ldn ' t  recommend using i t  

exclusively and independently t o  evaluate b i d s ,  then i t  really 
doesn't follow logically, does i t ,  t h a t  the RSM model can be 
used as an independent evaluation of the bids, does i t ?  

A No, I do not agree w i t h  your conclusion. The RSM is 
calibrated a t  the outset of the process w i t h  results from a 
more detailed model. So i t  is  independent i n  the sense t h a t  
the production cost characteristics i n  the model are anchored 
before any bids  are opened, so i t  assures a process where any 

sort of problems or mistakes t h a t  might get introduced during 
the solicitation process are not  replicated i n  a model t h a t  has 
already been anchored and calibrated and synchronized a t  the 
beginning of the process. 
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Q Okay. And I guess given t h a t  response, then 

p r i m a r i l y  your model was used f o r  cross checking, was i t  not, 

i n  t h i s  case? 

A Cross checking and transparency o f  process. As I 

say, t h i s  was a model - -  i t  was of fered i n  discovery i n  t h i s  

proceeding so intervenors who signed the necessary 

nondisclosure agreements were f ree  t o  review the  r e s u l t s  and 

see e n t i r e l y  how the economics o f  the evaluat ion were 

performed. 

Q L e t ' s  t a l k  f o r  a minute about t h i s  20 percent number 

and the 15 megawatts, you have heard some discussion about 

tha t ,  have you not? 

A Yes, I have. 

Q I n  your expert opinion, d i d  you have concerns t h a t  

FPL was moving forward and p u t t i n g  these two p lan ts  together t o  

get the 1,722 number as compared t o  j u s t  going ahead and 

seeking bids f o r  the Manatee u n i t ?  

A No, w i th  an important caveat. I saw my r o l e  i n  t h i s  

s o l i c i t a t i o n ,  i n  both s o l i c i t a t i o n s ,  the i n i t i a l  and the 

supplemental , t o  p lay  the r o l e  o f  t o  some extent a dev i l  ' s  

advocate where wherever I found there was an issue t h a t  I 

thought anybody from the outside looking i n ,  and c e r t a i n l y  from 

my standpoint as an independent looking i n  m ght want t o  

challenge, I asked the  question. 

There was back i n  the  i n i t i a l  s o l i c i t a t i o n  a po in t  
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rhere the FPL s e l f - b u i l d  f a c i l i t i e s  had a rev i s ion  i n  t h e i r  

)vera11 capacity. 

?valuation team tha t  they should make sure t h a t  t h e i r  

:haracter ist ics f o r  the s e l f - b u i l d  f a c i l i t i e s  were based on 

iverage operating condit ions t h a t  t h e i r  production and 

jeneration d i v i s ion  could support. And when they went back t o  

'GD, the production generation d i v i s ion ,  and emphasized t h a t  

;here was ac tua l l y  a rev is ion  t o  the heat ra tes and a reduction 

in the capacity o f  the  resources. They became i n  a sense a 

l i t t l e  b i t  less valuable than they had been a t  the  outset o f  

:he process. 

I had ac tua l l y  been emphasizing t o  the FPL 

When tha t  capacity was reduced, we ended up w i t h  

;hese combined cycles t h a t  were 1,107 megawatts each. And t h a t  

1,107 f e l l  short o f  the 1,122 requirement i n  the  i n i t i a l  

;elicitation thereby requ i r ing  the Mart in resource t o  what had 

r i g i n a l l y  been seen as a 2006 s t a r t  date moved back t o  2005. 

[ turned t o  them and I said we have got a 15 megawatt 

i i f fe rence here, i s  t h a t  r e a l l y  something t h a t  you are going t o  

i o l d  t o .  And they said, yes, i n  the fa i rness issue as f a r  as 

the s o l i c i t a t i o n ,  and I concur w i th  t h i s ,  i f  you have published 

i n  your RFP tha t  you are going t o  seek an exact number o f  

negawatts, t o  change the ru les  just  t o  make the  conf igurat ion 

l e t t e r  f i t  the s e l f - b u i l d  options I t h ink  would have l e f t  the 

3rocess open t o  tremendous challenge. So I was playing dev i l  ' s  

3dvocate t o  j u s t  ask the question and see what t h e i r  response 
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plan based on the capacity requirements tha t  have been 

speci f ied i n  the RFP, 1,122 megawatts i n  2005 and an addi t ional  

600 megawatts i n  2006. 

CHAIRMAN JABER: Mr. Taylor, were your ins t ruc t ions  

t o  evaluate and look f o r  the l eas t  cost plan or  i t  was t o  look 

f o r  the most cos t -e f fec t i ve  a1 ternat ive? 

THE WITNESS: It was t o  look f o r  the l eas t  cost plan, 

and I tend t o  use those terms as f a r  as l eas t  cost and most 

cos t -e f fec t i ve  synonymously. I know i n  Mr. S i l v a ' s  cross 

examination yesterday he drew a d i s t i n c t i o n  as f a r  as the r i s k  

factors tha t  also need t o  be considered, and I absolutely 

support t ha t  concept t h a t  the best resources f o r  the customers 

a re  not necessarily the absolute lowest cost. But I use the 

terms leas t  cost and c o s t - e f f e c t i v e l y  somewhat the  same. 

BY MR. MOYLE: 

Q This conversation tha t  you r e c a l l  having w i t h  respect 

t o  the 15 megawatts, when d i d  you have t h a t  conversation? 

A That probably would have been somewhere back i n  the 

November 2001 time frame, perhaps e a r l y  December. 

Q Okay. So t h a t  was way before the supplemental RFP 

was i ssued, correct? 

A That i s  correct .  

Q So t o  the extent t ha t  the concerns you raised about 

the fairness and whatnot, t h a t  the bidders wouldn't be on 
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iotice, surely t h a t  could have been addressed and corrected i n  

the supplemental RFP, correct? 
A 

corrected. 

Q 

I'm not sure w h a t  you mean by addressed and 

Well, I thought I understood you t o  say t h a t  you 

thought i t  made sense because there was only a 15 megawatt 
shortfall t o  make an adjustment and you were t o l d ,  no, we said 
20 was w h a t  we are going t o  do, we pu t  t h a t  number i n  the RFP,  

i t  would be not fair  t o  the birders. And I guess I asked you 

when you had t h a t  conversation and you sa id  November, but  the 
supplemental RFP wasn ' t  issued u n t i l  April. So you would agree 
t h a t  t o  the extent the fairness t o  the bidders was of concern, 
t h a t  could have been addressed i n  the supplemental WFP, the 
change could have been noted? 

A 

Q 

I'm not sure what  change you are referring t o .  
I f  they changed and sa id  we are going t o  go a t  19.92 

rather t h a n  20 percent and only do the Manatee u n i t  i n  2005, 

t ha t  could have been noted i n  the supplemental RFP, could i t  

not? 
A Yes, t h a t  could have been noted, although I t h i n k  

t h a t  t h a t  would have insinuated t h a t  this process was being 
engineered t o  exactly f i t  the self-build resources, and I d o n ' t  

know t h a t  I would have stood behind t h a t  decision. 

Q Now, i n  response t o  a question I asked you, I t h i n k  

you talked about conversations you had w i t h  PGD. And i f  I 
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heard you co r rec t l y  you said t h a t  you encouraged them t o  be 

more r e a l i s t i c  i n  some o f  t h e i r  numbers and t h e i r  assumptions 

and they were and the capacity was reduced. Do you r e c a l l  t h a t  

answer t o  the question I asked you? 

A No. F i r s t  o f  a l l ,  I never spoke w i t h  PGD. I d i d  not 

speak w i t h  any o f  the bidders. These were simply issues t h a t  I 

raised t o  the FPL b i d  evaluation team themselves. They were 

the ones who communicated s p e c i f i c a l l y  w i th  bidders o r  w i t h  

PGD. And I simply wanted t o  make sure t h a t  as bidders were 

being required t o  stand behind t h e i r  capacity values and heat 

r a t e  values t h a t  these heat r a t e  and capacity values t h a t  had 

provided f o r  the FPL s e l f - b u i l d  resources were o f  a comparable 

c~nd consistent nature. 

I thought i t  was essential t o  have an 

apples-to-apples k ind  o f  comparison here. So what was 

represented t o  me i s  a f t e r  the FPL b i d  evaluation team 

communicated w i th  PGD, they learned t h a t  the i n i t i a l  values, 

and we are t a l  k ing  about values back i n  October o f  2001, 

represented bas i ca l l y  brand new operating condit ions and t h a t  

those weren't  the appropriate numbers t o  use f o r  examining the 

resources over time. So t h a t  i s  when the rev is ion  occurred. 

Q Okay. Just so the record i s  c lear ,  PGD i s  the 

in te rna l  FPL s e l f - b u i l d  - -  o r  the  group t h a t  put together the 

numbers f o r  the in te rna l  FPL sel f - bu i  1 d, correct? 

A That i s  correct ,  yes. 
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Q So i s  i t  your testimony t h a t  you ra ised a concern 

about the  numbers t h a t  PGD was using i n  terms o f  the  a b i l i t y  t o  

neet what was set  f o r t h  i n  the  numbers? 

A No, I d i d  not ra i se  the  concern. I simply sa id be 

sure t h a t  t h i s  i s  an apples-to-apples comparison and t h a t  PGD 

i s  prepared t o  stand behind these numbers as representing 

average operating condi t ions ra ther  than something t h a t  was 

brand new. 

have any concerns. The heat ra tes  were f i ne .  There were 

So i n  looking a t  t he  numbers themselves, I d i d n ' t  

proposals t h a t  had lower heat ra tes,  but  I j u s t  wanted t o  mak, 

sure t h a t  t h i  s was an apples- t o -  apples comparison. 

Q You ta lked about the  FPL evaluation team, who was on 

the FPL evaluation team? 

A The primary person i n  charge o f  the team was Doctor 

S i m .  

Q 

A There was a lso Ms. Daisy Ig les ias .  

Q Anybody else? 

A Steve and Daisy, Doctor S i m  and Ms. I g les ias  were the  

Do you know anybody e lse  tha t  was on it? 

two primary ind iv idua ls .  There were addi t ional  s t a f f  who also 

helped out w i th  the process. 

Mr. Richard Brown. 

I bel ieve Ms. Sharon Fisher and 

Q 
A No. 

Q 

Were you on t h a t  team? 

How of ten were you i n  contact w i th  members o f  the 
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;earn? 

A It var ied over the course o f  the s o l i c i t a t i o n .  

lu r ing  the period immediately fo l lowing the rece ip t  o f  the 

roposals  and the evaluation o f  those proposals, I wou d say I 

vas i n  touch w i t h  the team on a d a i l y  basis usua l ly  by e i the r  

? - m a i l  and/or by phone. 

Q A l l  r i g h t .  Now, w i t h  respect t o  the  b ids,  wouldn't 

you agree t h a t  the b ids represent the best information as t o  

vhat i t  i s  t h a t  f o l ks  are proposing t o  do i n  response t o  FPL's 

Supplemental RFP? 

A The best information? Yes, I suppose. 

Q And i s n ' t  i t  t rue  t h a t  you never ever reviewed the 

Dids t h a t  were submitted t o  the supplemental RFP? 

A 

Q 

During the evaluation process t h a t  i s  t rue .  

Let me ask you about your scope o f  work, and I have a 

document t h a t  represents an agreement t h a t  you have. 

want t o  introduce i t  i n t o  the record because i t  has 

compensation f igures and out o f  respect I don ' t  want t o  do 

tha t ,  but  I do want t o  publ ish a por t ion  o f  t h i s  document t h a t  

re la tes t o  the scope o f  work, so tha t  i s  how I ' m  going t o  

handle t h a t  i f  I could approach. 

I don' t  

CHAIRMAN JABER: Mr. Moyle, j u s t  be rea l  c lear what 

i t  i s  you do not want the witness t o  r e f e r  t o .  

MR. MOYLE: It i s  a rather lengthy document, but  I ' m  

j u s t  going t o  have him read i n t o  the record what h i s  scope o f  
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rJork was. Basica l ly  what h i s  dut ies and respons ib i l i t i es  were. 

3Y MR. MOYLE: 

Q 

A 

Q 

F i r s t  o f  a l l ,  who i s  t h i s  agreement with? 

This i s  w i t h  the f i r m  o f  Steel, Hector and Davis. 

Okay. And on the second page there i s  some bold 

language there r i g h t  above the signatures o f  Mr. Guyton and 

Delow your signature. Would you please read t h a t  f o r  the 

record? 

A Authorization f o r  Sedway Consulting, Incorporated t o  

assist  Steel, Hector and Davis, LLP, i n  the evaluation o f  

responses t o  F1 o r i  da Power and L igh t  Company' s August 13th, 

2001 power supply RFP. 

Q And you d i d  ass is t  Steel, Hector i n  t h i s  evaluation, 

correct? 

A That i s  correct .  

Q Please read f o r  the record, and i t  w i l l  take j u s t  a 

minute, but  Attachment A i s  your scope o f  work. Could you 

please read t h a t  i n t o  the record? 

A Sedway Consulting proposes t o  provide advice and 

feedback regarding FPL's RFP, develop a response surface model, 

RSM, t o  f a c i l i t a t e  the economic evaluat on o f  responses t o  

FPL's RFP, review the economic port ions o f  a l l  proposals f o r  

conventional power supplies, develop questions f o r  bidders t o  

c l  a r i  fy  t h e i r  proposal s, i f necessary. These questions w i  11 be 

forwarded t o  Steel, Hector and Davis, LLP and FPL. Unless 
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Zommunications w i t h  any bidders. Communicate w i t h  FPL t o  

inderstand e l e c t r i c  transmission and/or fue l  supply 

interconnection costs or  1 im i ta t ions  associated w i t h  each 

iroposal . Develop a ranking o f  proposals or  sets o f  proposals 

that i d e n t i f i e s  the  best proposals from an economic 

ierspective. And the  l a s t  task, document t h i s  ranking i n  an 

2xecutive b r i e f i n g  memorandum t h a t  describes Sedway 

lonsu l t ing 's  process and ra t iona le  behind the proposal ranking. 

Q Okay. The word independent or  independence doesn't 

3ppear anywhere i n  t h i s  scope o f  work, does it? 

A No. 

MR. MQYLE: Thank you. I have no fu r ther  questions. 

CHAIRMAN JABER: Mr. McGlothlin. 

CROSS EXAMINATION 

BY MR. McGLOTHLIN: 

Q Mr. Taylor, you said i n  response t o  a question from 

Mr. Moyle t h a t  you d i d n ' t  know who the bidders were, i s  t h a t  

correct? 

A During the evaluation process t h a t  i s  correct .  I 

actua l l y  d i d  review the proposals t h i s  week and confirmed t h a t  

a l l  the information i n  the proposals i s  exact ly  what was 

represented i n  my RSM analysis. 

Q When you were reviewing the information, were you 

able t o  t e l l  which information was from bidders and which was 
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Q Yes. 
A Yes, the FPL information had actually been included 

i n  the supplemental RFP i t se l f .  
A t  Page 4 ,  Line 12, you said t h a t  FPL conferred w i t h  Q 

me regarding several th ings  t h a t  includes proposal of 

disqualification decisions, and w i t h  respect t o  t h a t  subject, 
d i d  they ask your opinion on t h a t  or d i d  they simply inform you 

who was d i  squal i f i ed? 
A In the i n i t i a l  RFP there were discussions about 

appropriate bases for proposal disqualification. 
supplemental solicitation, since I d i d  not  know the identity of 

the bidders i n  either solicitation, but  certainly i n  the 
supplemental there were issues t h a t  they were proceeding w i t h  

on disqualification grounds t h a t  I agreed w i t h ,  but  I was not 
involved w i t h  the decision and I was basically notified of 

which proposals would not be continuing for economic 
evaluation. 

In the 

Q A t  Page 6 ,  Line 6 ,  after describing the methodology, 
you state, "Thus,  I would not have t o  rely on FPL ' s  modeling of 

a proposal. 
i n t o  my own model and independently evaluate the economic 
impacts of any particular b id .  You are referring t o  your use 
of the RSM for t h a t  purpose? 

Instead I would be able t o  insert my own inputs 
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A That i s  correct .  

Q I n  your testimony you describe how you obtained some 

EGEAS data points from FPL t o  include i n  your RSM model, i s  

t ha t  correct? 

A That i s  correct .  

Q And i f  I understand cor rec t ly ,  a t  your request FPL 

used something o f  a proxy resource o r  resources o f  d i f f e r e n t  

sizes, plugged t h a t  i n t o  EGEAS and gave you the impact on 

production costs assuming d i f f e r e n t  pr ices,  i s  t h a t  correct? 

A Yes, bas ica l ly .  

Q And you populated those data points i n  your 

spreadsheet model f o r  use i n  approximating production costs 

when you evaluated one o f  the b id  proposals, correct? 

A Correct. 

Q So t h a t  i f  you had a resource o r  a proposal t h a t  was 

o f  the same s ize t h a t  was modeled but  a t  a d i f f e r e n t  p r i c e  you 

would extrapolate from the data  po ints  supplied by FPL t o  

approximate the impact on production costs? 

A That i s  correct .  

Q So would you agree t h a t  when you approximated the  

production costs associated w i t h  a pa r t i cu la r  b id  you were 

using a methodology t h a t  was derived from EGEAS runs supplied 

t o  you by FPL? 

A With t h a t  small f ac to r  o f  the  production cost. Most 

o f  the costs o f  the proposals was embodied i n  the f i xed  cost o f  
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a proposal which involved things l i k e  capacity, and f i xed  O&M 

pr ic ing,  fuel  t ransportat ion,  and so fo r th .  Those costs were 

calculated e n t i r e l y  independently i n  the RSM. Also, the 

var iable dispatch pr ice  o f  a resource, which i s  a c r i t i c a l  

component o f  determining what i t s  fuel savings may be when i t  

gets represented i n  the FPL system, was also e n t i r e l y  

independently calculated i n  the RSM w i th  no re1 iance whatsoever 

on EGEAS. So out o f  three categories o f  costs, two o f  the 

1 argest ones were r e a l l y  handled e n t i r e l y  independently and the 

t h i r d  one was based on t h i s  response surface t h a t  came from 

information from EGEAS t h a t  was obtained before the bids were 

opened. 

Q And the ca lcu lat ion o f  the capacity cost  component i s  

simply taking the b idder 's  p r i ce  and mul t ip ly ing  tha t  by the 

amount o f  megawatts offered, i s  i t  not? 

A With fuel  t ransportat ion costs and s t a r t - u p  costs and 

other th ings t h a t  were included i n  the evaluation. 

Q So w i th  respect t o  the production cost component, you 

d id  r e l y  on the data points  t h a t  were supplied t o  you from 

EGEAS runs provided by FPL? 

A Correct. 

Q And w i th  respect t o  the number o f  s t a r t s  t o  be 

assumed, tha t  number was also provided t o  you by FPL, was i t  

not? 

A Yes. 

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 

815 

Q And the transmission integration costs, were those 
supplied t o  you by FPL? 

A Yes, from their consultant. 

Q 
statement, "Although the RSM is not a detailed model and could 
not simulate FPL ' s  production costs w i t h  EGEAS accuracy, i n  the 
end the independent RSM evaluation results track the EGEAS 

results quite well." And so the objective w i t h  which you were 
successful was t o  attempt t o  track the EGEAS results t h a t  FPL ' s  

EGEAS model would have cal cul ated? 
A 

A t  Page 11, beginning a t  Line 9 ,  you make this 

No, I would not say t h a t  was the objective a t  a l l .  
The objective was for me t o  perform an independent evaluation. 
What I am meaning by t h a t  statement In my testimony is t h a t  
FPL's costs lined up w i t h  mine, so there was no concern t h a t  
there had been by the end of the process any significant errors 
introduced or anything. Tha t  I was really retained as an 
independent evaluator t o  make sure i t  d id  not happen. 

Q W i t h  respect t o  the equity penalty, i t  i s  true, i s  i t  

not ,  t h a t  you d i d  not examine any other aspect of FPL's  risk 
profile such as a balance sheet i n  assessing whether and how 
ratings agencies would review i t s  risk? 

A I'm not sure I f u l l y  understand you question. I f  you 

could repeat t h a t .  
Q Yes. You have some discussion o f  the equity penalty 

and your approval of the concept, but  i sn ' t  i t  true t h a t  rating 
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agencies evaluate f a r  more than t h i s  imputed debt subject when 

assessing the r i s k  p r o f i l e  o f  a u t i l i t y  f o r  purposes o f  

rat ings? 

A That i s  correct .  

Q And you d i d  not  look t o  any other aspect o f  FPL's 

r i s k  p r o f i l e  t o  assess how r a t i n g  agencies might view FPL i n  a 

purchased power s i tua t ion? 

A No. The important issue here, I was not retained t o  

examine any o f  the r i s k  issues i n  the s o l i c i t a t i o n ,  but j u s t  t o  

examine the economic i ssues o f  the sel f - bui 1 d versus outside 

proposals and come up w i t h  the best plan. 

equi ty  penalty concept i t s e l f  i s  something t h a t  can be 

s p e c i f i c a l l y  quant i f ied and therefore deserves t o  be i n  the 

economic analysis. That doesn't mean t h a t  there a r e n ' t  other 

issues on the r i s k  s ide o f  the p i c tu re  both f o r  and against 

s e l f - b u i l d  and f o r  and against outside proposals t h a t  do need 

t o  be considered, but I was not retained t o  look a t  those 

issues. 

I do t h i n k  t h a t  the 

MR. McGLOTHLIN: That 's a l l  I have. 

MR. PERRY: I have no questions. 

MR. HARRIS: We j u s t  have a few questions. 

CROSS EXAM1 NATION 

BY MR. HARRIS: 

Q Would i t  be safe t o  say, Mr. Taylor, t h a t  you have 

worked on a t  leas t  a dozens s o l i c i t a t i o n s  s imi la r  t o  t h i s  one? 
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A Yes. 

Q And t o  maintain your knowledge base and your 

ro fess ional  standing, do you keep t rack  o f  other 

io1 i c i t a t i o n s ?  

A Yes, although there i s  not a great deal o f  

nformation one can obtain from those s o l i c i t a t i o n s  unless you 

r e  d i r e c t l y  involved, but  I am aware o f  them occasionally. 

Q Do you read the requests f o r  proposals or  the terms 

if the s o l i c i t a t i o n s ?  

A Occasionally, yes. 

Q Considering a l l  the s o l i c i t a t i o n s  t h a t  you have 

iersonally worked on o r  t h a t  you have become aware o f  i n  the 

:ourse o f  your professional duties, would i t  be correct  t o  say 

;hat the MidAmerican s o l i c i t a t i o n  i n  the upper miclwest i s  the 

mly  s o l i c i t a t i o n  outside o f  F lor ida t h a t  you have knowledge o f  

vhere the equi ty  penalty concept was ac tua l l y  considered by a 

state commission? 

A Yes, t h a t  i s  t rue.  

Q And i t ' s  t r u e  t h a t  the MidAmerican s o l i c i t a t i o n  was 

:onsidered by I l l i n o i s ,  Iowa, and South Dakota, i s  t h a t  

Zorrect? 

A Right. A l l  three s tate commissions reviewed the 

resu l ts  o f  t h a t  s o l i c i t a t i o n ,  which d i d  include the imposit ion 

o f  an equi ty  penalty. 

Q I s n ' t  i t  t r u e  t h a t  none o f  those s tate commission 
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rders  made any reference t o  the equity penalty concept? 
A T h a t  i s  true. My recollection of the results of t h a t  

solicitation were t h a t  the equity penalty was not a significant 
factor i n  t h a t  case. 
solicitation t h a t  involved a self-build facility. 
an aff i l ia te  transaction and t h a t  aff i l ia te  contract was 
also - - i t  had an equity penalty applied t o  i t ,  as well. So i t  

das an issue where an equity penalty was applied consistently 
across anything t h a t  would impact the buying u t i  1 i t y  ' s bal ance 
sheet. 
das o f  no surprise not t o  see i t  explicitly referenced i n  the 

In fact, i t  wasn't actually even a 
I t  involved 

B u t  i t  was not a significant factor, so therefore i t  

commission orders. 

Q 
A I d o n ' t  believe i t  was. 

Q 

Was i t  mentioned i n  the orders? 

How do you have knowledge of i t  being an issue i n  

those state commission dockets, then? 
A Because I reviewed the economic analysis,  the 

calculation of the equity penalty and the ranking of the 
various proposals and know t h a t  i t  was not a significant 
factor. 

Q The equity penalty adjustment as Florida Power an( 
Light i s  proposing i t  be being applied i n  this proceeding, was 
i t  designed by - - t o  the best of your knowledge, was i t  

designed by Standard & Poor's or was i t  designed by Florida 
Power and Light? 
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A The imputed debt p a r t  o f  the ca lcu lat ion as f a r  as 

low much debt might be assumed w i th  various purchased power 

agreements i s  something t h a t  Standard 81 Poor's has published 

information on. The ca lcu la t ion  o f  the technical equ i ty  

penalty as an equi ty versus debt cost d i f ference i s  something 

that I have seen other u t i l i t i e s  use both here i n  t h i s  s ta te 

and outside o f  the state. And i n  reviewing the formulaic 

approach tha t  was appl ied i n  t h i s  case, I can say t h a t  i t  i s  

consistent w i th  what I have seen done i n  other states and here 

i n  Flor ida.  

Q So your answer would be t h a t  i t  was or was not 

designed by Standard and Poor's as being applied here? 

A 

Q 
H a l f  o f  i t  was designed. 

And would i t  be f a i r  t o  say tha t  you have worked on a 

number o f  sol i c i t a t i o n s  t h a t  have involved purchased power 

contracts? 

A Yes. 

Q And would you agree t h a t  from the viewpoint o f  a 

c red i t  r a t i n g  agency there are pos i t i ve  aspects t o  a purchased 

power contract  t ha t  would decrease the r i s k  t o  the purchasing 

u t i  1 i ty? 

A That I ' m  not sure o f .  I guess I would say t h a t  there 

i s  a p o s s i b i l i t y  i f  a u t i l i t y  were i n  a very f i n a n c i a l l y  

stressed s i tua t ion ,  the f inanc ia l  community may have greater 

f a i t h  i n  t h e i r  obtaining t h e i r  power supplies from an outside 
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lower provider than t r y i n g  t o  b u i l d  the f a c i l i t y  themselves, 

l a r t i c u l a r l y  i f  they d i d  not  have a very good t rack  record. So 

1 suppose i n  a d istressed u t i l i t y  s i t ua t i on  I could imagine 

Mhere a purchase contract  may ac tua l l y  be viewed by the  r a t i n g  

3gencies more favorably. But outside o f  t h a t  k ind  o f  extreme 

:ircumstance, I c a n ' t  t h ink  o f  a s i t ua t i on  where t h i s  element 

3s f a r  as the  app l ica t ion  o f  an equ i ty  penal ty  would not be the 

Ease. 

MR. HARRIS: That i s  a l l  the questions I have. Thank 

you. 

CHAIRMAN JABER: Commi ssioners. Redirect. 

MR. NIETO: Just  a couple o f  questions. 

RED1 RECT EXAMINATION 

BY MR. MIETO: 

Q Mr. Taylor, could I d i r e c t  your a t ten t i on  t o  the 

l e t t e r  t h a t  M r .  Moyle handed you? 

A Yes. 

Q Would you t u r n  t o  the  very l a s t  page o f  t ha t?  Could 

you expla in  t o  me what t h i s  l a s t  page i s ,  which i s  a separate 

l e t t e r  from the f i r s t  7 pages? 

A Yes. This bas i ca l l y  represents simply an expansion 

o f  the scope. 

Q Could you read f o r  us Paragraph 1 out  o f  the  three 

numbered paragraphs? 

A "This l e t t e r  serves t o  confirm our verbal agreement 
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;o expand the scope - - '' 

Q I'm sorry, Paragraph 1 where the paragraphs are 
jctually numbered. 

A I'm sorry. 

Q After the f i r s t  unnumbered paragraph there is  a 
series of numbered paragraphs or bullet points. Could you read 
:he first  of those? 

A About developing testimony? 
Q Yes. 
A "To develop testimony and exhibits explaining the 

independent evaluation process and results from Sedway 
:onsulting's activities i n  the FPL solicitation project for 
Pi1 ing  an FPL needs study docket. " 

Q Mr. Moyle had asked you some questions regarding the 
earlier letter and the fact the word independent i s  not i n  i t .  

In your mind was your role independent of FPL? 

A Absolutely. Certainly i n  a l l  verbal discussions from 
the very beginning i t  was my understanding and w h a t  was 
represented t o  me was t h a t  my evaluation had t o  be entirely 
independent. And I was given fu l l  reign t o  perform my own 
eval ua t ion ,  decide t o  i ncl ude or excl ude whatever parameters I 

thought were most important i n  the evaluation, and t o  challenge 
anyth ing  t h a t  I saw i n  FPL ' s  analysis t h a t  I d i d  not feel was 
appropriate. 

Q Mr. Moyle asked you a couple of questions regarding 
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vhether you had reviewed the bids,  and I bel ieve your answer 

vas t h a t  you had not reviewed the bids dur ing the evaluation 

irocess. Have you had occasion t o  review the  bids since then? 

A Yes. During the evaluation process the evaluation 

das performed on a masked basis where the i d e n t i t i e s  o f  the 

ridders were kept from me t o  make sure t h a t  i f  I had any s o r t  

I f b ias f o r  or  against various bidders because o f  experiences 

i n  other s o l i c i t a t i o n s ,  t h a t  t h a t  would not i n  any way co lor  my 

in te rpre ta t ion  o f  the b i d  information. 

I ,  f o r  the record, do not have biases. However, FPL 

f e l t  best i n  providing the information on an e n t i r e l y  b l i n d  o r  

nasked basis. However a t  the beginning o f  t h i s  week, I took 

the opportunity t o  review the proposals, they were made 

avai lable t o  me, and confirmed t h a t  a l l  o f  the information t h a t  

had been provided by FPL indeed corroborated w i t h  what was i n  

the or ig ina l  proposals. I wanted t o  make sure t h a t  there was 

challenge t o  the economic evaluation t h a t  I performed as not 

having been i n  some way corroborated w i t h  the actual proposals. 

MR. NIETO: Thank you. That 's a l l  I have. 

CHAIRMAN JABER: Exh ib i t  24, without ob ject ion w i l l  

- -  what, Mr. Moyle? 

MR. MOYLE: No, I was th ink ing  maybe - -  I said I was 

going t o  publ ish tha t .  

scratched out the p r i c e  terms, and there were two l e t t e r s  t h a t  

were referenced here, i t  may be clearer f o r  the record i f  I go 

I have taken about f i v e  copies and 
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ahead and introduce t h i s  l e t t e r .  

CHAIRMAN JABER: I d i d n ' t  have a copy o f  the l e t t e r .  

Confer w i th  counsel and see i f  you a l l  can reach a s t i pu la t i on .  

My problem w i t h  i t  i s  t h i s ,  Mr. Moyle, I wasn't look ing a t  the 

l e t t e r  wh i le  you a l l  were asking questions about i t , i t  wasn't 

passed out.  Confer w i th  counsel. This may be qu ick ly  resolved 

by s t i p u l a t i o n  and I w i l l  be a l l  r i g h t  w i t h  it. 

( O f f  the  record. ) 

MR. NIETO: Madam Chair, we agree and have no 

object ion.  

CHAIRMAN JABER: Mr. Moyle, g ive  me a short  t i t l e  and 

t h a t  w i l l  be Hearing Exh ib i t  25. 

MR. MOYLE: I t h ink  i t  w i l l  be a composite e x h i b i t  

t ha t  consists o f  a - - l e t ' s  j u s t  c a l l  i t  agreement w i th  

subsequent mod i f i ca t ion  between Sedway Consult ing and Steel , 

Hector. 

CHAIRMAN JABER: Thank you. It i s  Hearing Exh ib i t  

25. 

(Exh ib i t  25 marked f o r  i d e n t i f i c a t i o n . )  

CHAIRMAN JABER: A1 1 r i g h t .  And without ob ject ion 

Exhibi Ls 24 and 25 are admitted i n t o  the  record. 

(Exh ib i ts  24 and 25 admitted i n t o  the  record.) 

CHAIRMAN JABER: Mr. Moyle, I am going t o  w a i t  f o r  

you t o  s i t  down. 

and what we expect. Mr. Taylor, you may be excused. 

I want t o  t a l k  about witnesses f o r  tomorrow 
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THE WITNESS: Thank you. 

CHAIRMAN JABER: M r .  Moyle, you have i d e n t i f i e d  two 

v i  tnesses, Sam Waters and Da i  sy I g l  es i  as as adverse witnesses. 

[ am assuming there has been a subpoena issued? 

MR. MOYLE: There has f o r  M r .  Waters. Ms. Ig les ias  

i s  i n  the room and counsel has made her avai lable.  

CHAIRMAN JABER: Excel lent .  So both o f  those people 

rill be here tomorrow. I want a l l  witnesses l e f t  on the l i s t  

ie re  tomorrow. 

MR. MOYLE: Mr. Waters has been under subpoena. I 

t o l d  him e a r l i e r  i n  the week t h a t  I was not releasing him from 

the subpoena. I wanted t o  see how th ings progressed and 

dhether I would need him. E don ' t  need him. I ' m  not  going t o  

ca l l i ng  him, so I l e f t  i t  w i t h  him t h a t  i f  he d i d n ' t  hear back 

from me he was excused. I n  e f f e c t ,  reserving my r i g h t  t o  c a l l  

him i f  something developed today where I needed him. 

CHAIRMAN JABER: But l e t  me be c lear  f o r  the record, 

you w i l l  not  be c a l l i n g  Mr. Waters as a witness? 

MR. MOYLE: That i s  correct .  

MR. GUYTON: May I inqu i re  as t o  Ms. Ig les ias? I 

have been t r y i n g  t o  f i n d  out a l l  week as t o  whether he intended 

t o  c a l l  her o r  not.  

MR. MOYLE: I don ' t  know. I need t o  t a l k  w i th  my 

c l i e n t .  And my c l i e n t  w i l l  be here, Mr. Finnerty, he has a 

4:OO o'c lock plane, I believe, tomorrow afternoon. So 
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iope fu l l y  we can accommodate him. 

CHAIRMAN JABER: A l l  r i g h t .  So as o f  t h i s  po in t ,  Mr. 

hy ton ,  Ms. Ig les ias  w i l l  be expected t o  be here tomorrow and 

iou a l l  can continue t o  t a l k  about it. 

MR. GUYTON: Any no t i ce  t h a t  we can be given we would 

ippreci ate. 

CHAIRMAN JABER: Sure. Mr. 

-easonable request, bu t  a t  the  same t 

idverse witness, so I w i l l  expect her 

hear otherwise. 

MR. GUYTON: I understand. 

Moyle, I t h i n k  t h a t  i s  a 

me she i s  l i s t e d  as an 

t o  be here tomorrow u n t i l  

And as we have ind icated 

to Mr. Moyle from the s t a r t ,  we may object  t o  c a l l i n g  her, but  

Ire have not  forced t h a t  issue because i t  has been unclear t o  us 

Irhether o r  not  she would a c t u a l l y  be ca l led,  Madam Chairman. 

MR. MOYLE: That 's  r i g h t .  And a lso she was going t o  

)e here anyway, so j u s t  f o r  the  record i t  i s  no t  as I 

inderstand an imposit ion. She was planning on being here 

myway and counsel agreed t o  make her avai lable.  We worked i t  

)ut, so I don ' t  have her under subpoena. ~~ 

MR. GUYTON: That i s  the  part  t h a t  - -  I have no t  

agreed t o  make her avai lab le.  I have sa id t h a t  she would be i n  

rallahassee. I have cons is ten t ly  t o l d  Mr. Moyle t h a t  I reserve 

the r i g h t  t o  object .  

MR. MOYLE: He i s  cor rec t .  

CHAIRMAN JABER: Well, l e t  me t e l l  both o f  you 
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something. The prehearing o f f i c e r  signed an order t h a t  

indicates t h a t  both o f  those people are l i s t e d  as adverse 

vitnesses. That puts both you on not ice on what the game plan 

i s .  M r .  Moyle, out o f  professional courtesy, f i gu re  out i f  you 

ieed t h a t  witness or not and l e t  FPL know. But, M r .  Guyton, 

vhether you made her avai lable a t  Mr. Moyle's request or she 

vas going t o  be here doesn't matter. This order indicates she 

vas t o  be ca l led  as an adverse witness, so I w i l l  expect her 

ie re  tomorrow. We are going t o  conclude f o r  t h i s  evening. We 

M i l l  p i ck  up a t  8:30 tomorrow morning. 

(The hearing adjourned a t  6:15 p.m.1 

(Transcr ipt  continues i n  sequence w i th  Volume 7.) 
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