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P R O C E E D I N G S  

(Transcr ipt  continues i n sequence from Vol ume 6. ) 

CHAIRMAN JABER: Good morning. We're ready t o  get 

s tar ted.  

FP&L, I t h ink  you were going t o  c a l l  your next 

witness. 

MR. LITCHFIELD: That 's  correct ,  Madam Chairman. 

MORAY PETER DEWHURST 

was c a l l e d  as a witness on behal f  o f  F lo r ida  Power & L igh t  

Company and, having been du ly  sworn, t e s t i f i e d  as fo l lows: 

DIRECT EXAM I NATI ON 

BY MR. LITCHFIELD: 

Q 

A Excuse me. My name i s  Moray Peter Dewhurst. My 

Would you s ta te  your name and address. 

address i s 700 Universe Boul evard, Juno Beach, F1 or ida  . 
Q And what i s  your p o s i t i o n  w i t h  F lo r ida  Power & L igh t  

Company? 

A I ' m  the Senior Financial  O f f i c e r .  

Q You've been prev ious ly  sworn i n  t h i s  case, have you 

not? 

A Yes, I have. 

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

consist ing o f  19 pages dated J u l y  16th, 2002? 

A Yes, I do. 

Q Are you sponsoring por t ions  o f  FPL's Need Study i n  

FLORIDA PUBLIC SERVICE COMMISSION 
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:hi s proceeding? 

A 

Q 

I sponsor Appendix I and I cosponsor Appendix N .  

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? 

A Yes, I have. 

Q As revised by t h a t  e r ra ta  sheet, i f  I were t o  ask you 

;he same questions as are i d e n t i f i e d  i n  your p r e f i l e d  d i r e c t  

testimony, would your answers be the same as re f l ec ted  therein? 

A Yes, they would. 

MR. LITCHFIELD: Madam Chairman, I would ask t h a t  

Ir. Dewhurst's p r e f i l e d  d i r e c t  testimony as revised by h i s  

w a t a  sheet be inser ted i n t o  the record as though read. 

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

4oray P. Dewhurst shal l  be inser ted i n t o  the record as though 

.cad, w i t h  the errata sheet. 

MR. LITCHFIELD: Thank you. 

FLORIDA PUBLIC SERVICE COMMISSION 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF MORAY P. DEWHURST 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Q. 

A. 

Please state your name and business address. 

Moray P. Dewhurst, 700 Universe Boulevard, Juno Beach, Florida 33408. 

Q. 

A. 

What is your employment capacity? 

I serve as Senior Vice President of Finance and Chief Financial Officer of 

Florida Power & Light Company (FPL or the Company). 

Q. Please describe your educational and professional background and 

experience. 

A. I have a bachelor’s degree in Naval Architecture from MIT and a master’s 

degree in Management, with a concentration in finance, from MIT’s Sloan 

School of Management. I have approximately twenty years of experience 

consulting to Fortune 500 and equivalent companies in many different 

industries on matters of corporate and business strategy. Much of my work 

has involved financial strategy and financial re-structuring. I was appointed to 

my present position in July of 2001. 

1 
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Q. 

A. 

What is the purpose of your testimony? 

My testimony will address two main subjects relevant to FPL’s Supplemental 

Request for Proposals (Supplemental RFP). The first subject deals with the 

evaluation of the financial viability and business commitment of bidders 

responding to FPL’s Supplemental RFP, including the importance of ensuring 

the supplier will have the financial strength to complete construction of the 

proposed plant in a timely manner, as well as the strength, skills and 

commitment to maintain and operate the facility over the term of the 

agreement in accordance with the supplier’s original promises. I will review 

the minimum financial requirements established in the Supplemental RFP and 

how those requirements factored into in the determination of the short list of 

bidders. 

My testimony will also support and supplement the testimony of Dr. Avera on 

the propriety of assigning an equity penalty to the costs of non-FPL bids 

submitted in response to FPL’s Supplemental RFP when comparing those bids 

to FPL’s self-build option, the methodology employed in computing the 

amount of debt equivalent added to the Company’s balance sheet, and the 

assumptions underlying the amounts computed. 

Q. 

A. 

Are you sponsoring any sections in the Need Study Document? 

Yes. 

Assumptions, and co-sponsoring Appendix N. 

I am sponsoring Appendix I, Summary of Financial and Economic 

2 
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Financial Viabilitv as a Non-Price Factor 

Q. Please explain why the Company should consider as non-price factors the 

financial viability of a potential supplier as well as other issues relating to 

the supplier’s ability to meet its commitments. 

The Company must look both to price and non-price factors when choosing 

the best solution to meet resource needs for providing power to customers. 

Price, or cost, is obviously important - other things equal, the lower cost 

alternative is preferred - and can be quantitatively evaluated. However, other 

things may not always be equal, and an alternative that appears promising 

solely on the basis of economic calculations may be much less so when 

considered more broadly. 

A. 

Bidders’ responses to the Supplemental RFP represent promises of future 

commitments, which may or may not be met, depending upon the specific 

circumstances of the particular bidder. Thus, it is necessary that FPL make 

assessments as to the reliability of each bidder’s promises and of its likely 

abilities to meet the commitments. Factors such as a bidder’s long-term 

financial viability, its operating track record, its stated or implied commitment 

to the business of operating generation projects, and its history of successfully 

delivering against commitments in prior projects are all important when 

making a long-term commitment to purchase power. A supplier that cannot 

complete construction of a plant according to the schedule agreed to, either 

3 
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because of operational failure or because of financial impairment, jeopardizes 

FPL’s ability to provide power sufficient to meet our customers’ needs. 

Similarly, a supplier must be able to maintain a strong financial profile over 

the life of the project. A supplier that fails to operate and maintain a project 

due to financial or other constraints will place FPL at risk of having to 

purchase replacement power on short notice and at the risk of higher prices or 

otherwise compromising system reliability. In addition, FPL may face 

increased risk of contract disputes with a financially weakened supplier. The 

cost of these various risks is ultimately borne in large part by our customers, 

who will directly bear the costs of replacement power if the supplier does not 

have the financial wherewithal to correct operational problems or to pay the 

replacement power costs in the form of damages. Accordingly, when 

evaluating bids, FPL must weigh a variety of non-price factors along with the 

promised economics of each alternative. 

Q. 

A. 

How did FPL go about assessing financial viability? 

FPL used a number of indicators of overall current financial health as a guide 

to assessing financial condition. Primary emphasis was placed on standard 

indicators of creditworthiness, including coverage ratios and leverage ratios. 

As an overall guide, credit assessments from the major credit rating agencies, 

Standard & Poor’s Corporation (S&P) and Moody’s Investors Service 

(Moody’s), were used. While rating agency assessments have limitations and 

4 
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cannot be used as an absolute or sole indicator of financial viability for all 

purposes, I believe that for the purpose of providing a general indicator of a 

bidder’s likely ability to meet its commitments under the Supplemental RFP 

they are a useful starting point. 

Q. 

A. 

How were rating agency ratings used in the evaluation process? 

Rating agency ratings were used to set a minimum threshold of credit quality. 

Ratings are by no means perfect indicators of financial strength or viability, 

and it would be inappropriate to draw too fine a distinction between, for 

example a company with a BBB+ rating and one with an A- rating. However, 

there is substantial evidence that default probabilities are correlated overall 

with ratings and, in particular, that default probabilities increase significantly 

as companies drop below the standard definitions of “investment grade.” For 

the purposes of the Supplemental RFP, FPL set a minimum threshold of 

“BBB” with a “stable” outlook, and we examined the specific circumstances 

of bidders whose ratings might be in doubt, to provide reasonable assurance 

that the rating agencies evaluations were appropriate for the bidders’ actual 

financial circumstances. 

Q. How does FPL know that a supplier who is credit worthy today will be so 

6 months from now, or 10 years from now? 

Financial viability and credit quality are influenced by many factors, including 

market conditions, strategic decisions of management, and general economic 

A. 
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conditions. Thus there can be no guarantee that a company that is 

creditworthy today necessarily will be so in the future. However, while it is 

impossible to perfectly predict long-term viability, it is feasible to assess a 

bidder’s current financial position and likely near-term (2 to 3 year) future 

financial position, as indicated both by publicly stated intentions and by rating 

agency assessments, to make informed judgements as to a supplier’s ability to 

maintain a strong financial position. For FPL’s purposes, the 2 to 3 year 

assessment is very important, because it coincides with the construction 

period for the assets that will be needed to fill the underlying capacity need. 

Because we applied a minimum credit threshold in our evaluation, it is not 

necessary to be absolutely precise about the relative levels of creditworthiness 

among bidders; rather, the intent was merely to ensure that entities that do not 

meet the minimum definition of creditworthiness were screened out. In 

addition to a minimum credit threshold, additional forms of security 

independent of credit ratings, such as completion and performance 

requirements, can also be employed to protect our customers from the cost of 

supplier non-performance. 

Q. Describe the current state of the independent power producer (IPP) 

industry as it relates to capital markets. 

On average, the trend in credit quality for the IPP segment of the U.S. utility 

industry has been negative for the past year. However, there have been 

significant variations across companies. In general, companies that have 

A. 
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overextended and over-leveraged themselves, andor those that have taken on 

excessive merchant generation or trading exposure in relation to their overall 

size, have seen their credit positions suffer most significantly. Companies that 

have taken significant exposure in many foreign markets - in particular those 

in Latin America - have also been negatively affected. On the other hand, 

companies whose investment programs have been well tailored to their 

available cash flow and balance sheet strength have been much less affected, 

as have those that have pre-emptively supported their growth plans through 

the issue of new equity or equity-linked securities. As a result, today there is 

a wide range of credit and balance sheet strength in the segment: some 

companies are eminently well positioned to meet the kinds of obligations 

required by FPL’s Supplemental RFP, while others are not. Given this wide 

range in financial conditions, it is especially important for FPL to carefully 

screen bidders for financial viability. 

Q. Given the concerns you have noted above, what minimum financial 

standards or requirements did FPL include in the Supplemental RFP and 

the power purchase agreement? 

The Supplemental RFP and the power purchase agreement contemplate the 

bidder maintaining a minimum credit standard and posting a completion 

security. Additionally, the power purchase agreement requires the bidder to 

provide performance security as described generally below. These minimum 

standards are necessary to help ensure that the facilities which will provide 

A. 

7 
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contracted power will be constructed, completed on schedule, and operated 

and maintained in a manner consistent with the terms of the contract. It should 

be noted that the completion and performance securities employed here by no 

means entirely eliminate risk to FPL or to its customers; rather, they represent 

an effort on the part of the Company to reduce such risk by means and within 

limits generally consistent with current commercial practice. 

Financial security. The power purchase agreement requires each bidder to 

maintain, at a minimum, a BBB grade rating with a “stable” outlook or 

provide a guarantee from another party with such credit standing. S&P’s 

definition of an investment grade issuer is an “...obligor who has adequate 

capacity to meet its financial commitments.” A requirement that bidders 

maintain, at a minimum, a BBB grade rating helps ensure that the bidder will 

be able to obtain financing for the project and that cash flows will be available 

for ongoing maintenance of the project. As indicated earlier, default 

probabilities escalate sharply across lower rated entities, particularly those of 

marginal investment grade or below. 

Completion security. To help ensure timely completion of the project, the 

Supplemental RFP and the power purchase agreement requires that the bidder 

provide completion security in an amount equal to no less than $50,000 per 

M W  of committed capacity. This security provides a ready source of funds to 

pay for replacement power if the project were to be delayed or to fail to 

8 
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achieve its in-service date and provides an incentive to the bidder to complete 

the project on schedule. 

Performance Security. The purchase power agreement also requires that 

each bidder provide performance security in an amount to be negotiated. 

Should an event of default occur and not be cured, performance security helps 

provide funds necessary for FPL to purchase replacement power or to operate 

the plant. 

Q. Did these standards and requirements result in the disqualification of any 

bidders from further consideration? 

Yes, the application of these standards and minimum requirements resulted in 

FPL declaring one bidder ineligible for further evaluation beyond the initial 

review of its proposals. As Mr. Silva describes in more detail in his 

testimony, upon receipt of the responses to the Supplemental RFP, FPL 

observed that some of the bidders had failed to adequately confirm their intent 

and willingness to provide the requisite completion security consistent with 

the terms of the Supplemental RFP. In response to a follow-up request for 

clarification from FPL, one of these bidders again failed to confirm its intent 

to provide the necessary completion security. That bidder was dropped from 

further consideration. Thus, the fact that one bidder was unwilling even to 

agree to these conditions confirms that there can be substantial differences 

among bidders on non-price factors. 

A. 
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Q. Were any other bidders declared ineligible for further consideration at 

this stage of the evaluation based on questions regarding their financial 

viability? 

As Mr. Silva indicates in his testimony, two other bidders were determined to 

be ineligible to be included in the evaluation beyond an initial review of their 

proposals. One of those bidders already had given FPL advance notice of its 

inability to meet the in-service date under an existing agreement to supply 

capacity and energy to FPL. This entity’s acknowledgment of its likely 

failure to meet an existing commitment to FPL is, I believe, due in large 

measure to its current financially weakened state (recently downgraded to 

“BB-“ by S&P), which significantly limits its ability to finance, construct, and 

operate the project consistent with its contractual obligations. This is 

precisely the h n d  of adverse impact that FPL seeks to avoid by attempting to 

hold bid respondents to certain minimum standards regarding financial 

viability and security. Clearly, it would not be advantageous for FPL to 

negotiate further with a company that has already signaled its inability to meet 

its existing commitments, much less enter into new ones. 

A. 

Q. Where else in the evaluation process did FPL consider the financial 

viability of the bidder? 

As Mr. Silva describes in his testimony, once FPL completed its economic 

evaluations and determined which combinations of resource options were 

among the more cost-effective portfolios, based strictly on price, the Company 

A. 

10 
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had to assess which, if any, of the bidders should be included on a “short list” 

of suppliers with whom FPL would enter into negotiatioiis. The purpose of 

the negotiations was to determine if the “short-listed” bidders in fact could 

provide the most cost-effective alternative, as well as to assure financial 

viability of the project. In considering candidates for the short list among the 

more price-competitive options based on the economic analysis, FPL 

considered the financial viability of the individual suppliers. 

Q. Did FPL eliminate any bidder from consideration for negotiations, i.e., 

not making the “short list,” based on financial viability of the bidder? 

Yes. FPL eliminated one additional entity from consideration for the short list 

based at least in part on questions concerning that bidder’s financial viability. 

Mr. Silva identifies this bidder as “Bidder X” in his testimony. 

A. 

Q. Please explain FPL’s reasons for electing not to include Bidder X on the 

short list. 

Bidder X was eliminated from the short list because of concerns regarding its 

financial viability. In particular, Bidder X did not maintain the requisite credit 

rating as defined in the Supplemental RFP. Neither did it indicate that it 

would supply a guarantee from an entity with at least a BBB rating as 

contemplated by the Supplemental RFP. To compensate for its below 

investment grade status, Bidder X offered an alternate security arrangement. 

This alternate form of security provided no additional protection against the 

A. 

11 
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risk of Bidder X not achieving its commercial service date. Moreover, the 

purchased power agreement FPL was prepared to offer investment grade short 

list bidders had the same security arrangement that Bidder X offered. In short, 

Bidder X essentially offered no financial security other than that which FPL 

would require of another investment grade bidder, yet Bidder X was below 

investment grade. 

FPL has good reason to be concerned about the financial viability of Bidder 

X. many advanced stage 

development projects had been placed on hold pending further review. Bidder 

X has also canceled delivery of approximately $3 billion of turbines originally 

slated for delivery between 2002 and 2005. Even with these actions, which 

should serve to strengthen credit quality, Bidder X was recently downgraded 

by both rating agencies and is currently rated “BB” by S&P and “Bl” by 

Moody’s. S&P’s definition of a “BB” rated issuer is one who “ ... faces 

major ongoing uncertainties and exposure to adverse business, financial, or 

economic conditions which could lead to the obligor’s inadequate capacity to 

meet its financial commitments.” The rating agencies have noted concerns 

over Bidder X’s high leverage, limited financial flexibility, substantial 

ongoing capital expenditure requirements to complete its build-out program, 

and Bidder X’s liquidity profile. At March 31, 2002, Bidder X’s total debt to 

total capitalization was 75%, or 78.5% including off-balance sheet debt. S&P 

Bidder X announced earlier this year that 

12 
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expressed concern “that nearly $3.5 billion of debt matures in late 2003-early 

2004 [which] places considerable pressure on [Bidder X’s] credit risk profile 

given growing concerns about [Bidder X’s] access to equity and debt 

markets.” Bidder X recently secured over $2 billion of debt, which according 

to S&P, will likely prevent Bidder X from obtaining unsecured debt financing 

in the future. 

Furthermore, Bidder X’s stock price has suffered immensely. The stock price 

has fallen for five consecutive quarters, for a total loss of approximately 87%. 

FPL does not believe it is in the best interests of its customers to accept the 

level of financial risk associated with a company in Bidder X’s financial 

position. 

Q. Should the Commission infer from FPL’s decision to enter into 

negotiations with El Paso that the Company had no concerns with respect 

to this supplier? 

No. While the credit ratings of El Paso Corporation (“El Paso”) (S&P) Issuer, 

BBB+/ Unsecured, BBB) (Moody’s Unsecured Baa2) met the investment 

grade criteria set forth in the Supplemental RFP, I was concern.ed over El 

Paso’s ability to maintain these ratings levels throughout the construction and 

subsequent contract period. According to S&P’s analysis of El Paso, its 

current ratings depend on the Company executing a challenging financing 

plan. Specifically, El Paso’s maintenance of an investment grade rating 

A. 
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depends upon successful and more or less simultaneous execution of a number 

of initiatives, even without consideration of a possible commitment to projects 

of the magnitude bid by El Paso in response to the supplemental RFP. 

In addition to questions I had concerning El Paso’s financial plan, I had 

questions that stemmed from El Paso’s announcement on May 29, 2002 of a 

strategic repositioning plan that would downsize and restructure the merchant 

energy segment of the business. The announcement stated further that El Paso 

intends to concentrate future investment in its core natural gas business. 

These issues would have been appropriately addressed in specific negotiations 

with the bidder. However, as Mr. Silva describes, circumstances did not 

warrant discussions beyond the initial meeting because the project economics 

were not sufficient to merit selection over the two FPL self build options. 

Equity Penalty 

Q. What is an “equity penalty” as employed by the Company in its analysis 

of responses to the Supplemental RFP? 

An equity penalty is an adjustment made in the calculation of the total cost of 

supply options containing purchased power obligations to reflect the fact that 

such obligations draw upon the debt capacity of the Company and, other 

things being equal, must be offset by increasing the ratio of equity in the 

A. 
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Company’s financing mix. Mechanically, an equity penalty is the net present 

value of the incremental cost of equity required to rebalance the Company’s 

capital structure (the incremental cost of equity is measured relative to the cost 

of debt). 

Q. Why is it appropriate for the Company to include an equity penalty as a 

cost for the non-FPL proposals in the comparison of those bids to the 

FPL self-build options? 

The equity penalty is a real cost to a utility and its customers of entering into a 

purchase power agreement. In assessing a utility’s credit quality, the bond 

rating agencies explicitly evaluate the utility’s purchase power obligations. 

Based on that examination, the rating agencies attribute to the utility’s balance 

sheet as debt-equivalent a portion of the net present value of the obligations 

under each power purchase agreement. The effect is to increase the relative 

share of debt and debt-like instruments in the capital structure. Accordingly, 

the utility would need to increase equity in its capital structure to attain the 

same level of financial security and flexibility with a purchased power 

obligation as without. The net present value of the incremental cost of 

increased equity to rebalance the capital structure must be added to the net 

present value of the cost of purchased power options evaluated to determine 

the total cost to FPL. FPL’s analysis of the bids took this incremental cost of 

capital into account. This comparison for each option enables FPL to fairly 

evaluate competing proposals against one another and against FPL self-build 

A. 
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8 4 8  

options. Were this not done, the economic comparison of self-build and 

external supply options would be biased in favor of the latter, leading to 

higher total revenue requirements to be borne by customers over the long run. 

Q. Please describe the basic methodology employed to determine the amount 

of imputed debt. 

While all of the rating agencies take off-balance sheet obligations into account 

when evaluating credit quality, S&P uses an approach that has both 

quantitative and qualitative aspects to value the debt component of off-balance 

sheet obligations. It involves first computing the net present value of the 

remaining capacity payments under the contract. A qualitative analysis of 

market, operating, and regulatory risk is then performed for each contract to 

derive a risk factor. 

A. 

Once the risk factor is determined, i t  is then multiplied by the net present 

value of the remaining capacity payments to determine the amount of off- 

balance sheet obligation to include as debt in the capital structure of the 

company for purposes of analyzing credit quality. 

Q. 

A. 

Do you believe an adjustment of this type is appropriate? 

Yes. In evaluating the capital structure of any company, investors will take 

into account major financial commitments, whether these are reflected on the 

balance sheet or not. In general, I agree that an adjustment for off-balance 

16 
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sheet obligations should be made in assessing the financial condition of a 

company. While our own calculation of the appropriate amount of purchase 

power obligation to include as a debt equivalent might be different, I believe 

S&P’s methodology produces an overall assessment that is reasonable and 

fairly represents the general investor viewpoint. 

Q. How did the Company calculate the incremental cost of equity or “equity 

penalty” for each bid in this case? 

We estimated the amount of imputed debt based on the S&P methodology 

described above. Once the imputed debt is calculated, equity would be 

required to rebalance the Company’s capital structure (currently 

approximately 55% equity on an adjusted basis) in order to maintain 

comparable financial flexibility and credit quality. The equity penalty 

represents the net present value of the incremental cost of the equity added to 

the capital structure. 

A. 

The equity penalty is then added to the net present value of the capacity 

payments under each contract to determine the total cost of each option. Once 

this is done, a meaningful comparison of the total cost of each option with 

FPL’s self-build option can be made. The equity penalty computations are 

shown in Appendix N of the Need Study. 

17 
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Q. Please indicate the risk factor that the Company used in its computation 

of the equity penalty attributed to each outside proposal and explain the 

basis for that factor. 

FPL employed a risk factor of 40 percent. During the RFP process, FPL 

furnished S&P with the basic terms of the power purchase agreement reflected 

in the RFP. FPL requested that S&P provide an estimate of the risk factor it 

would attribute to the contract in determining the amount of off-balance sheet 

debt to add back to FPL’s balance sheet for purposes of evaluating the 

Company’s credit quality. S&P indicated that i t  likely would assign the 

contract a risk factor ranging from 40 to 60 percent, i.e., it would add to the 

Company’s balance sheet between 40 and 60 percent of the net present value 

of the capacity payments as debt-equivalent. To be conservative and to avoid 

debate over which portion of this range more fairly represents the appropriate 

risk factor, FPL elected to use the bottom of the range, i.e., 40 percent, for 

purposes of its analysis. 

A. 

Q. Does this 40 percent risk factor consider the impact of a potential 

supplier’s financial viability, as discussed earlier in your testimony? 

A. No. The risk factor assigned by S&P represents the rating agency’s 

assessment of the debt characteristics of a particular purchased power 

agreement. While this entails an examination of a variety of qualitative 

factors related to the underlying contract and the extent to which the related 

financial risks are borne by FPL and its customers, S&P’s assessment 

18 
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8 5 1  

implicitly presumes that the generating facility has been placed in service and 

is operating under the terms of the purchased power agreement contemplated 

in the Supplemental RFP. Thus, the risk factor does not directly address the 

financial viability of individual suppliers or the impact that this has on the 

ability of a particular bidder to meet its commitments. 

Q. Has the Commission previously endorsed the use of an equity penalty in 

assessing the true costs of purchased power alternatives? 

A. Yes. In Order No. PSC-01-0029-FOF-EI, the Commission found Florida 

Power Corporation’s consideration of imputed debt based on a risk factor of 

40% to be appropriate for purposes of comparing third party proposals to 

FPC’s self-build option, the Hines Unit 2 .  The Commission also allowed 

consideration of imputed debt in approving FPL’s Standard Offer Contract in 

Order No. PSC-99-17 13-TRF-EG. 

Q. 

A.  Yes, at this time. 

Does this conclude your testimony? 

19 
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BY MR. LITCHFIELD: 

Q 

testimony? 
Mr. Dewhurst, would you please summarize your 

A Good morning, Commissioners. My testimony addresses 
two subjects: The role of financial v i a b i l i t y  and other 
nonprice factors i n  our evaluation of competing supply 
a1 ternatives and the equity penalty. 

W i t h  respect t o  the f i r s t ,  while price is  obviously 

important, i t  should not be the only factor considered i n  

evaluating a1 ternative means of meeting our customers' supply 

needs. We must also satisfy ourselves t h a t  suppliers have the 
financial v i a b i l i t y ,  track record and commitment t o  make i t  

highly likely t h a t  they will deliver on their commitments. The 
commi tments themsel ves are just promises. We need reasonable 
assurance t h a t  suppliers can and will follow through on their 
promises. 

Among these factors, finance viab i  1 i t y  i s  obviously 

important and particularly important today since many IPPs and 

merchant energy companies are suffering through significant 
deterioration i n  their financial positions. 

In the supplemental RFP we required a completion 
guarantee and we also expected each bidder t o  provide evidence 
of a b i l i t y  t o  remain a BBB or equivalent credit rating. We 
a lso  indicated t h a t  alternative forms of credit support could 
be offered. 
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F i  nanci a1 v i  abi 1 i t y  and re1 ated concerns p l  ayed a 

r o l e  i n  FPL's decis ion making and form part  o f  the reason f o r  

dropping some bidders from fu r ther  consideration a t  d i f f e r e n t  

po ints  i n  the process. 

I n  addi t ion,  notwithstanding the  f a c t  t h a t  we entered 

i n t o  prel iminary negot iat ions w i t h  E l  Paso, I had concerns 

about t h e i r  f inanc ia l  pos i t i on  and prospects and t h e i r  

commitment t o  the power business. However, we d id  not pursue 

these concerns since the  economics o f  the  E l  Paso b ids were not  

s u f f  c i e n t l y  economically a t t r a c t i v e .  

My second subject i s  the equ i ty  penalty. The equ i ty  

pena t y  i s  an adjustment made i n  the  ca l cu la t i on  o f  the t o t a l  

cost o f  those supply a1 ternat ives t h a t  contain f i x e d  capacity 

payments i n  order t o  r e f l e c t  the f a c t  t h a t  such payments draw 

upon the debt capaci ty o f  the company and, other th ings equal, 

must be o f f s e t  by increasing the r a t i o  o f  equ i ty  i n  the cap i ta l  

mix. 

The basic economic analysis t h a t  we performed 

imp1 i c i  t l y  assumed a constant cap i ta l  s t ruc tu re  across 

a l ternat ives,  ye t  t h i s  assumption i s  v io la ted  when the  analysis 

i s  appl ied t o  outside a l te rna t ives  f i x e d  capaci ty payments. By 

adding i n  the cost o f  the  equ i ty  needed t o  rebalance the 

c a p i t a l  s t ructure we obta in  a more accurate comparison. The 

equi ty penalty i s  no t  appl ied t o  turnkey supply a l te rna t ives .  

I n  performing our analysis, we u t i l i z e d  the  basic 

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 

855 

methodology employed by S&P t o  estimate the  amount o f  debt t h a t  

ylJould be imputed t o  each PPA a l te rna t ive .  The cost o f  

rebal ancing the  cap i ta l  s t ructure t o  accommodate t h i s  l eve l  o f  

incremental debt i s  then straightforward t o  calculate,  as 

described by D r .  Avera. 

We bel  ieve inc lus ion  o f  the  equ i ty  penalty i n  our 

analysis i s  required i n  order accurately t o  compare supply 

a l te rna t ives  t h a t  have f i x e d  capacity payments w i t h  those t h a t  

don ' t ,  and we a lso  bel ieve i t ' s  consistent w i t h  the 

Commi ss i  on ' s previous r u l  i ngs. Thank you. 

CHAIRMAN JABER: Thank you. 

MR. LITCHFIELD: Tender the  witness f o r  

cross-examination. 

CHAIRMAN JABER: M r .  Moyle? 

CROSS EXAMINATION 

BY MR. MOYLE: 

Q Thank you. Good morning, M r .  Dewhurst. 

A Good morning. 

Q 

get started, I wanted t o  ask you w i t h  respect t o  - -  you've 

been - -  have you been here f o r  the l a s t  few days? 

I have a number o f  questions f o r  you. But before I 

A Yes, I have. 

Q Okay. And d i d  you hear me ask D r .  S i m  a question i n  

h i s  rebut ta l  testimony where I pointed t o  some l i n e s  i n  the  

testimony i n  which - -  these a r e n ' t  the  exact words, but  i t  was 

FLORIDA PUBLIC SERVICE COMMISSION 
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ind icated t h a t  there was another bidder out there who had a 

proposal t h a t  had lower revenue requirements? Do you remember 

t h a t  l i n e  o f  questioning? And I subsequently asked him whether 

FPL had entered i n t o  a settlement agreement w i th  t h i s  bidder? 

A Yes. I r e c a l l  t h a t  general l i n e  o f  questioning. 

Q Okay. Given t h a t  you r e c a l l  t ha t ,  then l e t  me ask 

you t h i s  question. Are you aware whether FP&L has entered i n t o  

a settlement agreement w i t h  t h a t  bidder t h a t  a f fec ts  t h a t  

b idder 's  p a r t i c i p a t i o n  i n  t h i s  proceeding? 

MR. LITCHFIELD: Madam Chairman, I ' d  l i k e  t o  res ta te  

our ob ject ion and t o  preserve i t  f o r  the record. We understand 

your r u l i n g  w i t h  respect t o  the  question as t o  whether o r  not  

there was a settlement. 

CHAIRMAN JABER: Ac tua l l y  my r u l i n g  was a l lowing two 

questions: The f i r s t  was, are you aware o f  any settlement 

agreements? And t o  save my l i f e  I c a n ' t  remember the second 

one, bu t  hopefu l ly  you can. 

MR. MOYLE: I t h i n k  the  fo l low-up was, d i d  they enter 

i n t o  one? 

CHAIRMAN JABER: Okay. 

MR. MOYLE: I would no t  be doing my job  i f  I j u s t  

asked him i f  they were aware o f  one and d i d n ' t  ask a fo l low-up.  

BY MR. MOYLE: 

Q So given t h a t  preservat ion f o r  the record, are you 

aware as t o  whether FPL has entered i n t o  any agreement w i t h  

FLORIDA PUBLIC SERVICE COMMISSION 
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chat bidder t h a t  we've prev ious ly  i d e n t i f i e d  t h a t  a f fected 

the i r  p a r t i c i p a t i o n  i n  t h i s  proceeding? 

A Yes, I am. 

Q Okay. And d i d  FP&L enter i n t o  such an agreement? 

A Yes, they d id .  

MR. MOYLE: Okay. Given tha t ,  Madam Chair, I have a 

:ouple o f  other questions t h a t  I t h i n k  are per t inent  along t h a t  

l i ne .  

settlement agreement. 

3Y MR. MOYLE: 

I ' m  not  going t o  ask about the contents o f  the 

Q I bel ieve i n  t h a t  group o f  proposals there were, 

there were some others o r  a t  l e a s t  there were some others on a 

short l i s t  t h a t  has been ta l ked  about. Has FP&L entered i n t o  

an agreement o r  reached an understanding w i t h  the  Tampa 

Z l e c t r i c  Company - -  - 

MR. LITCHFIELD: Objection. 

MR. MOYLE: 

MR. LITCHFIELD: I apologize f o r  i n te r rup t i ng ,  

- -  w i t h  respect t o  t h i s  proceeding? 

Counsel. 

Again, I would reurge our ob ject ion f o r  the record. 

And i f  t h a t ' s  a lso a question you 'd l i k e  t o  have answered, 

t h a t ' s  f i n e .  But I would l i k e  t o  have t h a t  ob jec t ion  preserved 

f o r  the record. 

CHAIRMAN JABER: And what exact ly  i s  the  object ion? 

MR. LITCHFIELD: The object ion i s ,  i s  t h a t  t h i s  

FLORIDA PUBLIC SERVICE COMMISSION 
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informat ion would tend t o  disclose p o t e n t i a l l y  conf ident ia l  

settlement communications and, as i s  t y p i c a l  i n  settlement 

agreements, o f ten  a condi t ion o f  the settlement i s  t h a t  the 

f a c t  o f  the  settlement i t s e l f  i s  con f ident ia l .  And t o  ask the 

witness t o  disclose one way or  the  other whether there was a 

settlement we t h i n k  tends t o  cu t  across the p r i n c i p l e  o f  

p ro tec t ing  settlement communications among pa r t i es .  

CHAIRMAN JABER: A t  l eas t  w i t h  respect t o  one 

example, your witness j u s t  said t h a t  there was a settlement 

agreement. So what I need t o  f i n d  out i s  i s  there a, an 

agreement t o  hold those discussions conf ident ia l?  For the 

record I ' d  l i k e  f o r  you t o  s ta te  t h a t .  

MR. LITCHFIELD: With respect t o  the  answer t h a t  Mr. 

Dewhurst gave regarding the  settlement reached w i t h  Bidder X .  

F a i r  enough. I ' m  not sure whether Mr. Dewhurst knows the 

answer t o  t h a t  question, but  - -  
MR. GUYTON: I can address t h a t  f o r  the  record. 

CHAIRMAN JABER: Go ahead, Mr. Guyton. 

MR. GUYTON: The agreement, by i t s  terms, i s  

con f i den t ia l ;  both pa r t i es  t r e a t  i t  as such. 

CHAIRMAN JABER: Okay. Mr . Moyl e, govern yoursel f , 

you know, accordingly. 

MR. MOYLE: Sure. And I ' m  not ,  I ' m  not  asking 

anymore questions about t h a t  agreement. 

asking what i t s  terms are. 

I d o n ' t  - - I am not 

I ' m  j u s t  asking simply has there 

FLORIDA PUBLIC SERVICE COMMISSION 
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ieen an agreement entered i n t o  w i t h  pa r t i es  t h a t  have 

i a r t i c i p a t e d  i n  t h i s  process t h a t ' s  a f fected t h e i r  

i a r t i c i p a t i o n  i n  t h i s  process, you know, yes o r  no? 

CHAIRMAN JABER: I'll al low it. Go ahead. 

MR. MOYLE: And I'll leave i t  a t  t h a t .  

3Y MR. MOYLE: 

Q So, Mr. Dewhurst, re tu rn ing  t o  my o r i g i n a l  question, 

be l ieve t h a t  my reco l l ec t i on  i s  t h a t  there were some other 

i idders  on t h a t  short  l i s t ,  one o f  which was the  Tampa E l e c t r i c  

Zompany. Has FP&L entered i n t o  an agreement o r  reached any 

tind o f  understanding, had discussions re la ted  t o  t h a t  

Zompany's p a r t i c i p a t i o n  i n  t h i s  proceeding? 

A I don ' t  know. 

Q Okay. Who would know tha t?  

A I don ' t  know. 

Q 

A 

Q Okay. The same question wi th  respect t o  F lo r i da  

Would the  president o f  the  company know tha t?  

He might o r  he might not.  

Power Corporati on. 

A My response i s  t he  same. 

Q Okay. The same question w i t h  respect t o  any other - - 
A Same. 

Q - -  bidder - -  l e t  me f i n i s h  i t  - -  
A Sorry. 

Q - -  any other bidder o r  intervenor i n  t h i s  case? 

FLORIDA PUBLIC SERVICE COMMISSION 
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A No. I ' m  aware tha t  a t  l e a s t  one other intervenor has 

I ' m  not sure whether jpproached us f o r  settlement discussions. 

my agreement has been reached. 

Q So l i k e  w i th  South Pond t h a t  withdrew on the day 

i e fo re  the hearing, you don ' t  know whether there was an 

ggreement o r  understanding reached w i t h  them? 

A I don ' t  know. 

Q Okay. Did you - -  I th ink  you t e s t i f i e d  t h a t  you 

looked a t  creditworthiness and th ings l i k e  tha t .  Did you 

g f f i rma t i ve l y  f i n d  any company t o  be creditworthy? 

A Could you explain what you mean by "a f f i rma t i ve l y  

f i nd  them t o  be credi tworthy"? 

Q We1 1, you have evaluated companies where they 

:redi twor th i  ness, f i  nanci a1 v i  abi 1 i t y  has been an issue. Did 

you make a determination t h a t  any e n t i t y  t h a t  submitted b ids,  

j i d  you decide t h a t  they were f i n a n c i a l l y  v iable? 

A Yes and no. Yes i n  the  sense t h a t  there were several 

i idders  who a t  l eas t  passed the  i n i t i a l  screen f o r  f i nanc ia l  

r i a b i l i t y ;  i .e., they had an investment-grade c r e d i t  r a t i n g  and 

from my general knowledge o f  t h e i r  s i t ua t i on ,  I would have 

:onsidered them per fec t l y  adequate partners i n  a PPA 

91 te rna t ive .  

Q But t h a t  wasn't a d e f i n i t i v e  thumbs-up or  thumbs-down 

: a l l  on the f i nanc ia l  v i a b i l i t y  o f  t h a t  company? 

A No. As you heard yesterday o r  the day before, the  
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process was to complete the economic evaluation and enter into 
negotiations with a short list. At that point we would have 
gone into more depth on any concerns that we might have had 
vJith nonfinancial factors, including financial viability. 

Are you familiar with the completion guarantee Q 
arrangement? 

A Yes. 
Q Security arrangement? 
A Yes, somewhat. 
Q 
A Yes. Fundamentally the completion security requires 

Would you describe what that provision does? 

that bidders post a $50,000 a megawatt completion security to 
be drawn at the rate o f  $330 per megawatt per day if the 
project does not complete when it ' s committed to compl ete. 

So, in other words, if the contractor were late, if 
they were a day late, Florida Power & Light would be entitled 
to draw on that security for $330 per megawatt for each day. 

And so if somebody submitted a 1,000 megawatt bid, Q 
that would be a $50 million pot of money; is that correct? 

A That's correct. 
Q Okay. And that protects the ratepayers, does it not, 

from a construction delay? 
A No. It helps to protect them but it doesn't protect 

them. And let me explain. 
The $330 per megawatt per day, if you divide it by 
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12, that's, excuse me, 24, would amount to roughly 13 or 14 

bucks per megawatt hour. So if the project were late, we could 
be in the situation where we're buying power in the open 
marketplace at prices of 40 or 50 bucks a megawatt hour and 
getting compensated to the tune of 13 or 14 on the customers' 
behalf. So there could be still very substantial exposure for 
the customer from that. 

However, we do believe that the inclusion of that 
completion security provides a strong incentive for the 
supplier to get the project completed on time. 

Q If I heard - -  so given your testimony about it, you 
wouldn't be protected if prices were in the $40 to $50 range? 
How often have they been in the $40 to $50 range in the last 
year, if you know? 

A I couldn't say statistically, but certainly in the 
summer, which is when the projects will be due to complete, it 
vJould be quite likely that they would be in $40 to $50 megawatt 
hour range. 

Q So is it, is it your testimony that the completion 
security provision that y'all drafted does not - -  was drafted 
in a way that doesn't completely cover the risk re 
FP&L's not having that power available and doesn't 
enough money necessarily to go into the market to, 
additional power if the power plant is not availab 

ated to 
give them 
to pick up 
e? 

A That's correct. I don't believe we could write in 
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any provision that would absol utel y protect customers. I 
believe this provision is a reasonable protection for some 
circumstances. And, as I say, I believe it also provides a 
strong incentive for the supplier to complete the project on 
time. So I think it's a good balance there. 

Q Okay. Now with respect to - -  if I understand it, 
this completion guarantee money is a pot of money out there. 
If a plant is a week late, a month late, there's a pot of money 
that FP&L can rely on to go in and cover, to use a legal term, 
or to go into the market and buy excess power; correct? 

A Yes. 
Q Okay. Now in FP&L's self-build option is there a 

similar mechanism that is in place to protect the ratepayers if 
the project i s del ayed? 

A 
mechani sm"? 

Q 

Can you explain what you mean by "a similar 

A pot of money, a pot of money that has been set 
aside that can be looked to to go in and pick up extra power if 
the, if the project is delayed? Just use your description of 
the completion security agreement. 

A Yes. I think there is. FPL is always ready to 
purchase additional power, if that's needed, to meet the needs 
of our customers. That's part of our responsibility. 

But there's not - -  you haven't set any money aside or Q 
you won't set any money aside, will you, to do this? 
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A No. We wouldn't specifically set a particular pot of 
money aside for this particular risk. We have general 
liquidity available to us for a variety o f  different purposes. 
So there's a central pool of liquidity available to us. 

Q 
A 

Are you testifying as an expert today? 
I don't believe so. I believe expert is a legal term. 

So I'm not entirely clear. 
expert. 

Q 
A Yes. 
Q 

I don't consider myself a legal 

Page 9 of your testimony. 

There's a provision on Line 4 through 8; it talks 
about performance security. What, what is envisioned by 
performance security as set forth in your testimony? 

A The performance security is somewhat analogous to the 
completion security, but would apply once the project is in 
operation. To the extent that the project fails to meet its 
operational commitments, there would be some form of security, 
which, as we, as I indicated here in the testimony, would have 
been to be negotiated in the PPA, again, to provide at least 
partial protection in the event that we had to go out and 
purchase power because the project wasn't del ivering. 

Q Okay. And the same question with respect to FP&L's 
self-build. 
sel f - bui 1 ds? 

A 

Is a similar type arrangement envisioned in FP&L's 

Yes. Again, we always stand ready to go out and 
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purchase additional power, if we need to, to meet our 
customers ' needs. 

Q Okay. You cannot answer that yes or no? 
A I said yes. 
Q Okay. So there is a performance security arrangement 

envisioned in FP&L's sel f-build options? 
A Well, yes and no. There is no specific contractual 

provision between FPL and itself saying that we will do that. 
It seems to me it's part of our obligation to serve; if we have 
a situation where, for whatever reason, a plant goes down, has 
an unexpected outage, we then go out and cover that need either 
through our existing resources or by purchasing power in the 
open market. 

Q There's been discussion about a short list, and I 
think on Page 10 you talk about a short list. 
11. 

I'm sorry. Page 

A Yes. 
Q And it says you eliminated Bidder X from 

consideration; is that right? 
A Yes. We did eliminate Bidder X from consideration. 
Q Did you, did you consult with Bidder X and discuss 

the situation with them prior to eliminating them? 
A No, we didn't. In my view, that would have been a 

waste of time. 
Q And did you talk to your expert, Mr. Avera, about 
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:oncerns re la ted  t o  t h a t  b idder 's  f i nanc ia l  condi t ion before 

31iminating them? 

A No, we d i d n ' t .  That was not  necessary. 

Q Okay. Were you a t  the  meeting t h a t  I th ink  Mr. S i l v a  

;alked about the other day where there was, he brought i n  a 

l i s t  o f  f i v e  proposed bidders f o r  a shor t  l i s t  and you ended up 

v i t h  two out o f  t h a t  meeting? 

A Yes, I was. 

Q Okay. Do you r e c a l l  why you on ly  went out w i th ,  w i th  

two the short  l i s t  from t h a t  f i ve?  

A Yes, I do. 

Q Please, please ind i ca te  why. 

A Commissioners, there were f i v e  basic a l te rna t ives  

)resented t o  us on June 18th, and I bel ieve an exh ib i t  was 

shown e i the r  yesterday or  the  day before i nd i ca t i ng  the, the  

f i v e  t h a t  we evaluated a t  t h a t  June 18th meeting. 

I f  I could k ind  o f  expla in  the  decision-making l o g i c .  

There's a group labeled E t h a t  on a t o t a l  economic basis i s  

rough1 y $182 m i  11 i o n  more expensive than the  sel f - bui 1 d option. 

de f e l t  t h a t  t h a t  was too f a r  out  o f  the  money economically t o  

darrant going fu r the r  w i th  enter ing i n t o  negotiat ions. 

Secondly, we noted t h a t  a l l  f i v e  o f  these groups 

contain one o r  other o f  the E l  Paso a l te rna t ives .  So we noted 

tha t  i f  anybody was t o  be on the  short  l i s t ,  i t  was going t o  

have t o  include E l  Paso. 
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Thirdly, we then looked a t  - -  or I t h i n k ,  I believe, 
[ articulated this i n  the meeting. I f  you compare the two 
lairs of remaining alternatives, i f  you compare A and B and C 

md D ,  i n  each case we fel t  t h a t ,  I fe l t  t h a t  the f i r s t  i n  the 
9 1  phabet was cl early superior. 

And l e t  me explain t h a t .  Let me take A and B .  A i s  
the a1 ternative which we d i d  pursue short 1 i s t  negotiations 
d i t h  t h a t  consists of the 50-megawatt power sa e from Florida 
lower Corp plus  the El Paso alternative, and I compared t h a t  
d i t h  B ,  which consists of the Martin expansion 200 megawatt 
supply from TECO, Bidder X ,  and the E l  Paso alternative. 

T h a t  second alternative was, i n  my mind, roughly 
equivalent i n  promi sed economics. 
included ourselves, Florida Power Corp and E l  Paso, the second 
included TECO and Bidder X .  

However, where the f i r s t  

We had some concerns, as you heard yesterday, about 
whether TECO could meet the reserve margin and supply t h a t  
200 megawatts. I personally was not too concerned about t h a t  
because I thought  we could resolve i t  one way or another; 
either they would have i t  or they wouldn ' t  have i t .  We could 
sati sfy oursel ves of t h a t  1 ater on. 

My problem was w i t h  Bidder X.  Bidder X is  a very 
reputable company, b u t  i t  has had some trouble lately. 
an expansion plan calling for i t  t o  reach roughly 
80,000 megawatts of generation by 2005. 

I t  had 

I t  was entirely 
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lependent on the cap i ta l  markets t o  meet t h a t  expansion plan. 

t has been downgraded a t  l eas t  once, possibly more times i n  

;he l a s t  year. A t  the time we reviewed it, I bel ieve I ' m  

:orrect i n  saying t h a t  i t  had a Moody's ra t i ng  o f  B. And t o  

)ut t h a t  i n  perspective, a B r a t i n g  means t h a t  s t a t i s t i c a l l y ,  

: ' m  not saying t h i s  would happen t o  t h a t  p a r t i c u l a r  company, 

)u t  s t a t i s t i c a l l y  we could expect roughly 30 percent odds t h a t  

;hat company would be i n  de fau l t  w i t h i n  f i v e  years. 

It was a company t h a t  had also announced t h a t  i t  was 

~ l l i n g  back on pro jects  i n  construct ion i n  other par ts  o f  the 

:ountry. 

:ontinue and enter i n t o  de ta i led  negotiat ions w i t h  them when we 

lad an a l te rna t i ve  which had roughly s im i la r  economics and 

I i d n ' t  contain them. 

I f e l t  t h a t  i t  would be inappropriate f o r  us t o  

I made the same argument w i t h  respect t o  pa i r s  C and 

1. Bidder X was i n  D. There was another a l t e rna t i ve  i n  C. I n  

;hat case the a l te rna t i ve  was also economically worse. So I 

:ouldn't  see any l o g i c  by which i t  would make sense f o r  us t o  

:ontinue w i t h  Bidder X.  

Therefore, when we reduced the l o g i c ,  i t  seemed t o  me 

that  the A a l t e rna t i ve  was the only one t h a t  had any r e a l i s t i c  

prospect o f  producing something t h a t  i n  de ta i led  negotiat ions 

might get us c loser t o  the economics. 

And, remember, t h a t  a t  t h i s  t ime we bel ieved t h a t  

that  a l t e rna t i ve  was roughly $80 m i l l i o n  more expensive i n  
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i n t o  negot iat ions,  we found t h a t  t h a t  gap increased. 

That was my l o g i c  and I said so a t  the  time, although 

I th ink  my words may have been a l i t t l e  more c o l o r f u l .  

COMMISSIONER DEASON: Let  me ask - -  I ' m  sorry.  Let  

me ask a question. 

I assume t h a t  Bidder X 's  i d e n t i t y  i s  con f ident ia l ;  i s  

t h a t  correct? 

MR. MOYLE: I t ' s  not .  We've kept i t  out o f  the 

record as a courtesy, but  i t ' s  not  con f iden t ia l .  

COMMISSIONER DEASON: Okay. I'll just ,  I'll get t h a t  

informat ion from s t a f f  a t  t he  break then. 

MR. MOYLE: Okay. Yes. I mean, i t ' s  Calpine, but  

we've j u s t  been r e f e r r i n g  t o  them as Bidder X .  

was out o f  the bag the  other day when I asked the witness t o  

read the l i n e  from the  testimony, and I asked him t o  r e f e r  t o  

i t  as Bidder X and he sa id Calpine. 

I th ink  the cat  

CHAIRMAN JABER: Right . 
BY MR. MOYLE: 

Q I was j u s t  going t o  comment, i n  l a w  school they t r a i n  

young lawyers not t o  ask why questions dur ing cross, and your 

answer reminded me o f  why, why they t r a i n  lawyers t h a t  way. I 

appreciate the answer. 

You have a long h i s t o r y  i n  finance, do you not? I ' v e  

read your testimony and you've been i n  the f inanc ia l  world f o r  
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a number o f  years; correct? 

A I ' v e  studied f i nanc ia l  issues f o r  approximately 20 - -  
23, 24 years. 

Q Are you f a m i l i a r  a t  a l l  o r  j u s t  maybe i n  general 

terms w i th  the leading auct ion houses i n  the  country: 

Sotheby's, Chr is ty 's?  

A 

Q Okay. Do you know t h a t  they p requa l i f y  bidders 

I ' m  general ly f a m i l i a r  w i th  them, yes. 

before they put th ings out  t o  b id ,  p a r t i c u l a r l y  th ings t h a t  

cost a l o t  o f  money, t h a t  before they go through the e f f o r t  o f  

receiv ing b ids and going through tha t  process, t h a t  they ask 

them t o  submit ce r ta in  f i nanc ia l  informat ion t h a t  they then 

make a judgment as t o  whether tha t  pa r t i cu la r  bidder i s  able t o  

b i d  o r  not? 

A I do not  know t h a t .  

Q 

A Yes. I n  some circumstances I can see t h a t  t ha t  could 

Can you see how t h a t  would make some sense? 

make sense, p a r t i c u l a r l y  f o r  t h e i r  business. 

Q So j u s t  so I ' m  c lear ,  you negotiated - -  the short  

l i s t  had E l  Paso, Bidder X ,  PG&E, TECO and F lo r i da  Power Corp; 

c o r r t c t ?  

A No, t h a t ' s  not correct .  The short  l i s t  had F lor ida 

Power Corp and E l  Paso. 

Q Okay. But the  short  l i s t  t h a t  was used as an exh ib i t  

the other day t h a t  we t a l  ked about t h a t  Mr. S i l va  brought i n t o  
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a meeting had the f i v e  e n t i t i e s  I j u s t  l i s t e d ;  correct? 

MR. LITCHFIELD: I'll object ,  Madam Chairman. I 

bel ieve t h a t  Mr. Moyle i s  mischaracterizing testimony t h a t ' s  

already been received i n t o  evidence. We do not  be l ieve t h a t  

the  e x h i b i t  t h a t  he 's  r e f e r r i n g  t o  has ever been characterized 

as the short  l i s t .  

MR. MOYLE: Ma'am, the e x h i b i t  speaks f o r  i t s e l f .  A t  

the top o f  i t  i t  says "Short L is t ' '  and underneath i t  there are 

f i v e  names? 

CHAIRMAN JABER: Yeah. Mr. L i t c h f i e l d ,  I remember 

t h a t  conversation v i v i d l y  because I jok ing l y  re fe r red  t o  i t  as 

the medium l i s t .  

MR. LITCHFIELD: You're cor rec t .  But I th ink  

Mr. S i l v a ' s  testimony was t o  the e f f e c t  t h a t  t h a t  was simply a 

l i s t  o f  po ten t i a l  par t i c ipants  on the shor t  l i s t  and t h a t  i t  

was presented t o  management, and then management determined the  

two who ac tua l l y  made the short  l i s t .  And you ' re  correct ,  and 

you re fe r red  t o  t h i s  as the medium l i s t .  

CHAIRMAN JABER: With a l l  o f  t h a t  c l a r i f i c a t i o n ,  I 

th ink  we understand Mr. Moyle's po in t  i n  t h a t  regard. 

THE WITNESS: Could you repeat the  question, please? 

BY MR. MOYLE: 

Q Sure. There, there was a l i s t  t h a t  was used dur ing 

the cross-examination o f  Mr. S i l va  t h a t  contained f i v e  names o f  

companies on it: E l  Paso, Bidder X ,  PG&E, TECO and Flor ida 
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lower Corporation. Do you r e c a l l  t h a t  testimony? 

A Yes, I r e c a l l  t ha t .  

Q Okay. So l e t ' s  t a l k  about E l  Paso. You negotiated 

r i t h  them, you had one meeting w i t h  them: correct? 

A Yes. We had one meeting w i t h  them. 

Q And p r i o r  t o  t h a t  meeting you sent them a l e t t e r  t h a t  

said - -  you asked them t o  lower t h e i r  p r i c e  before they came t o  

the meeting; correct? 

A I ' m  personally not f a m i l i a r  w i t h  exact ly  what was i n  

that  l e t t e r .  I bel ieve Mr. S i l va  was the  one who sent the 

1 e t t e r  . 
Q A l l  r i g h t .  Bidder X ,  you never had any discussions 

A t h  them? 

A That 's correct .  

Q 
A That 's  correct .  

Q 

A I don ' t  bel ieve so. That 's correct .  

Q 

PG&E, you never had any discussions wi th  them? 

TECO, you never had any discussions w i t h  them? 

And FPC, you never had any discussions w i t h  them 

e i ther ,  d i d  you? 

A I, I bel ieve t h a t ' s  incor rec t .  I thought we - -  my 

understanding i s  t h a t  we had a t  l e a s t  one o r  two telephone 

conversations w i t h  them, but I could be wrong on tha t .  

Q So you maybe had a telephone conversation, bu t  no 

face- to- face negotiat ions? 
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A I d o n ' t  bel ieve there were any face- to - face  

negotiat ions. O f  course, t h a t  was a very small piece o f  the  

a l te rna t ive  t h a t  we were considering. So u n t i l  we could get E l  

Paso locked i n ,  they were going t o  be the key, obviously, t o  

improving the economics o f  t h a t  a l te rna t ive .  So u n t i l  we could 

get t h a t  done, there was no p o i n t  i n  t a l  k ing  t o  FPC i n  d e t a i l  . 
I n  addi t ion,  w i t h  a 50-megawatt block, we d idn ' t  perceive t h a t  

there would l i k e l y  be any major issues w i t h  t h a t  piece. 

Q 

L ight? 

Are you on the board o f  d i rec to rs  o f  F lo r i da  Power & 

A Yes, I am. 

MR. MOYLE: May I approach? 

CHAIRMAN JABER: Yes. 

MR. MOYLE: I ' m  showing you a document t h a t  was 

produced by F lo r ida  Power & L igh t  dur ing discovery. And f o r  

the record I'll i d e n t i f y  i t  as, a t  the  bottom Bate stamp number 

00104858 ND through 00104866 ND. 

Attached i s  a presentat ion t o  F lo r i da  Power & L i g h t ' s  

board o f  d i rec to rs .  Have you ever seen t h i s  document before? 

A Yes, I have. And I need t o  correct  something. This 

i s  not a presentation t o  F lo r i da  Power & L i g h t ' s  board o f  

d i rec to rs .  

d i rec to rs .  There's obviously a d i f ference.  

I t ' s  a presentation t o  FPL Group's board o f  

Q Okay. Do you s i t  on t h a t  board as we l l ?  

A No, I don ' t .  
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Q 

A Normally I do, yeah. Normally I attend par ts  o f  

Do you attend those meetings? 

hem, yes. 

Q 
A 

What was the purpose o f  t h i s  presentation? 

I ' m  not sure I know prec ise ly  since I d i d n ' t  prepare 

,he presentation. I d i d n ' t  make the presentation e i ther .  I 

believe i t  was t o  update the  FPL Group board as o f  the date o f  

,he presentation, February 11th o f  t h i s  year, o f  the current 

t a t u s  o f  the RFP process. 

Q 
A Most l i k e l y ,  yes. I c a n ' t  say f o r  sure. I don ' t  

Iecall d e f i n i t e l y  t h a t  he d i d  make t h a t  presentation, but most 

i k e l y  he d id .  

Who would have made t h i s  presentation; Mr. Evanson? 

Q Let me r e f e r  you t o  - -  t he re ' s  a page i n  here - -  the 

rresentation i s  not marked, bu t  a t  the bottom the Bate stamp 

lumber, i t ' s  00104864 ND. A t  the  top  i t  says, "Descript ion o f  

f i n d  t h a t  page, please? lar t in  and Manatee Projects."  Can you 

t h i n k  i t ' s  t h i r d  from the  back. 

A Yes. 

Q The second b u l l e t  po in t  down 

x addi t ional  CTs o f  purchase ob l i ga t  

:now what t h a t  re fe rs  to?  

says , "Projects w i l l  use 

on w i  Lh GE. 'I Do you 

A Yes. I bel ieve t h i s  ind icates t h a t  the pro jects  

iould use s i x  gas turbines. 

Q I s n ' t ,  i s n ' t  t h a t  something t h a t  i s  s i g n i f i c a n t  w i t h  
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respect t o  your ob l iga t ion  w i t h  GE, the f a c t  t h a t  s i x  turbines 

~ o u l d  be placed i n  these two pro jects? 

A Not necessarily. I t ' s  going t o  obviously depend on 

the term "signi f icance. " 

Q Well, I - -  i s  i t  - -  l e t  me ask i t  t h i s  way. Do you 

3elieve i t ' s  benef ic ia l  t o  FP&L t h a t  s i x  addi t ional  turbines 

are being placed i n  these u n i t s  w i t h  respect t o  the overa l l  

arrangement tha t  i t  has w i t h  GE? 

A I ' m  sorry. Could you repeat t h a t  question? 

Q Do you bel ieve i t ' s  benef ic ia l  t o  the i n t e r e s t  o f  

-P&L t h a t  these s i x  addi t ional  turbines are being placed i n  the 

l l a r t i n  and Manatee pro jects ,  given the contractual re la t ionsh ip  

it has w i t h  GE? 

A Yes. I t h i n k  the re ' s  some bene f i t  t o  FPL. 

MR. MOYLE: May I approach? 

CHAIRMAN JABER: Sure. 

MR. MOYLE: I t h i n k  I forgot  t o  mark t h a t  previous 

? x h i b i t ,  the presentat on t o  the board o f  d i rec to rs  as - - 
COMMISSIONER JABER: Hearing Exh ib i t  26 w i l l  be 

i d e n t i f i e d  as February l l t h ,  2002, presentation t o  FPL Group, 

Doard o f  d i rectors .  

(Exhib i t  26 marked f o r  i d e n t i f i c a t i o n .  1 

MR. MOYLE: Okay. And the one - -  
MR. LITCHFIELD: Madam Chairman, may I poin t  your 

a t tent ion t o  the l a s t  page attached t o  t h i s  document t h a t  has 
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3een characterized a t  a presentation. And apparently an E - m a i l  

clated 1/29/02 from Mr. Waters t o  Mr. Evanson i s  attached t o  the 

Dack o f  t h i s  document. I ' m  not sure how t h a t  re la tes  t o  the  

clocument as a whole. I t ' s  c e r t a i n l y  dated separately from the 

clocument t h a t ' s  attached t o  the f i r s t  E - m a i l  dated 02/04/2002. 

CHAIRMAN JABER: Thank you, M r .  L i t c h f i e l d .  I t h i n k  

for  purposes o f  i d e n t i f y i n g  the e x h i b i t ,  though, j u s t  

i d e n t i f y i n g  it, w e ' l l  c a l l  i t  February l l t h ,  2002, presentation 

t o  FP&L Group board o f  d i rec to rs  w i th  E - m a i l s .  

MR. LITCHFIELD: That 's  f i ne .  

MR. MOYLE: And then the document I j u s t  handed out 

I guess we can i d e n t i f y  as press release. 

CHAIRMAN JABER: Hang on a second, M r .  Moyle. I 

think w i t h  respect t o  the  comment t h a t  Mr. L i t c h f i e l d  j u s t  made 
I -  

MR. MOYLE: Yes, ma'am. 

CHAIRMAN JABER: - - are you, do you in tend t o  ask 

questions on the E-mails? 

MR. MOYLE: I can ask a couple. The purpose o f  the 

clocument was r e a l l y  re la ted  t o  the turbines. I mean, I t h i n k  

the document speaks f o r  i t s e l f .  It shows t h a t  Sam Waters and 

qr. Evanson were discussing t h i s  board presentat ion t o  the RFP. 

I asked him who he th inks  made the presentation. He said 

qr. Evanson. 

CHAIRMAN JABER: Here's my po in t .  I don ' t  want t o  
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c l u t t e r  the record w i t h  th ings t h a t  you ' re  no t  going t o  ask 

questions on. That 's  not an i n v i t a t i o n  f o r  you t o  ask 

questions. I j u s t  need t o  know what i t  i s  you want i d e n t i f i e d .  

MR. MOYLE: Okay. 

CHAIRMAN JABER: I f  you ' re  j u s t  i d e n t i f y i n g  the 

presentation, then I'll modify the i d e n t i f i c a t i o n  o f  the 

exh ib i t .  

l e t  me know. 

I f  you are intending t o  ask questions on the E-mails, 

MR. MOYLE: Okay. I'll ask one question on the 

E - m a i l  so we can i d e n t i f y  i t  t h a t  way. 

CHAIRMAN JABER: Okay. So t h a t  w i l l  be hearing 

Exh ib i t  26. 

BY MR. MOYLE: 

Q Mr. Dewhurst, regarding the  E - m a i l  t h a t  your counsel 

brought up, have you seen t h a t  document before? 

A I ' m  sorry.  I ' m  now confused. There's two E-mails 

here. There's the  February 4 th  and the  January 29th. Which 

one are you r e f e r r i n g  to?  

Q The one a t  the very end o f  t he  composite document I 

gave you. I t ' s  dated 1/29. 

A And the  question i s ?  

Q 

A I ' m  no t  sure. I may or  may no t  have. I don ' t  reca 

Have you seen t h a t  before? 

it. 

Q Okay. L e t ' s  s h i f t  your a t ten t i on  t o  the document I 
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just handed ou t ,  which I believe will be marked as 27, Exhibit  

?7. I t ' s  an FP&L press release, as I understand i t .  I pulled 
it up off the Internet under FP&L's web s i te .  Have you seen 
this document before? 

A Yes, I have. 

Q 
A 

And describe for the Commission w h a t  i t  is .  
I t ' s  the text of a press release t h a t  we issued, 

le t ' s  see, a couple of weeks ago indicating t h a t  our third 
quarter results wil l  be affected by a number of one-time or 
musual items, and then going on t o  describe those and certain 
zhanges we're making i n  our businesses i n  l i g h t  of current 
industry conditions. 

Q As the CFO of FP&L, d id  you review this before i t  was 
re1 eased? 

A Yes, I d i d .  

Q Did you have involvement i n ,  i n  p u t t i n g  i t  together? 
A Yes, I d i d .  

Q Let me direct your attention t o  the bottom of the 
clocument and ask you t o  read the f i r s t  bullet poin t  where i t  

says, "Major el ements of the restructuri ng i ncl ude, col on. I' I f  

you would read t h a t  f i r s t  bullet poin t ,  the f i r s t  sentence. 
A "Major elements of the restructuring include: 

Successful contract renegotiations t o  significantly reduce 
overall commitments for gas turbines and other related 
equipment, resulting i n  a termination charge of $10 mill ion 
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a f t e r  tax. I n  a separate agreement, FPL Energy has committed 

t o  purchase wind turbines t o  support i t s  indus t ry - lead ing  wind 

development a c t i v i t i e s .  'I 

Q So am I reading t h i s  c o r r e c t l y  t h a t  FP&L had t o  

cancel some turbines and had t o  pay a $10 m i l l i o n  terminat ion 

charge t o  GE as a r e s u l t  o f  not  accepting some turb ines i t  had 

o r i g i n a l l y  agreed t o  take? 

MR. LITCHFIELD: I'll object  t o  the  question. I 

th ink  i t  mischaracterizes what M r .  Dewhurst j u s t  read i n t o  the 

record. He read "FPL Energy," and Mr. Moyle i s  now asking 

about FP&L. I t h i n k  t h a t ' s  an u n f a i r  question. 

CHAIRMAN JABER: So your ob ject ion i s  t h a t  - -  your 

object ion goes t o  the character izat ion o f  the  wi tness's 

response? 

MR. LITCHFIELD: My object ion i s  t o  the  form o f  the 

question i n  t h a t  i t  mischaracterizes the  response. 

CHAIRMAN JABER: Mr. Moyle? 

MR. MOYLE: Well, I guess I can rephrase it. I mean, 

I ' m  look ing a t  a press release t h a t  came o f f  o f  FP&L's web 

s i t e .  

CHAIRMAN JABER: Just  rephrase it. 

MR. MOYLE: I f  he needs t o  expla in  h i s  answer t h a t  i t  

was not FP&L bu t  - -  
CHAIRMAN JABER: Just  rephrase your question. 

BY MR. MOYLE: 
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Q Okay. Am I reading this correctly t o  indicate t h a t  
some FP&L entity under FP&L Group has been forced t o  not take 
as many gas turbines as i t  had originally agreed t o  and 

consequently pay a termination charge of $10 million? 

A Yes. Some entity, not FPL. 

Q Now explain for me how your, how your gas turbine 
contracts work. Who, who is  the contract w i t h ;  between GE and, 

and who? 
A I'm not personally familiar w i t h  the details of the 

various GE contracts. I believe there are numerous contracts 
w i t h  G E .  They are our number one - - they're our largest single 
supplier. I believe some of them are w i t h  FPL Group, some of 

them are w i t h ,  potentially w i t h  FPL Group Capital  and some of 

them are w i t h  FPL Energy. There will be contracts also between 
FPL and General Electric. 

Q Okay. There aren't - -  are there turbine contracts i n  

place now as we s i t  here today for the turbines t h a t  are going 

t o  be i n  this Manatee and Martin facility t h a t  was referenced 
i n  this board presentation? 

A Yes and no. Florida Power & Light has no contractual 
commitment t o  turbines. FPL Group has available t o  i t  turbines 
t h a t  coul d be used for these projects. 

Q Am I correct i n  understanding t h a t  y ' a l l  have like an 
overall master turbine agreement w i t h  G E ;  y ' a l l  being FPL 

Group? 
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A Yes. That 's a f a i r  character izat ion.  

Q Okay. And so then I guess going back t o  my po in t  i n  

t h i s  board presentation, do you know how much addi t ional  money 

FP&L would have had t o  have taken o f f  as,  as a charge i f  i t  had 

not been using the s i x  turbines referenced i n  t h a t  board 

presentation i n  the Manatee and Mart in pro jects? 

A Again, l e t  me correct  you. FPL took no charge i n  

connection w i th  the renegot iat ion o f  the tu rb ine  agreement. 

Q Okay. FP&L Group? 

A No. I don ' t  - -  t h a t ' s  - -  I th ink  the re ' s  no way t o  

know how t h a t  renegot iat ion would have gone had we changed it. 

There were a l o t  o f  d i f f e r e n t  moving pieces. As I indicated, 

GE i s  our biggest s ing le  suppl ier .  We j o i n t l y  share an 

i n t e r e s t  i n  continuing t o  see t h a t  we have a productive 

business re la t ionship.  They, therefore, have an i n t e r e s t  i n  

seeing t h a t  we are happy. 

And given the s ta te  o f  the wholesale market today, we 

had ind icated t h a t  we j u s t  d i d n ' t  need or want the  turbines 

t h a t  we had contracted f o r  and, therefore, renegotiated them. 

When d i d  you know t h a t  you might - -  when d i d  you - -  Q 
when d i d  FP&L - -  the e n t i t y  t h a t  renegotiated the contract, 

when d i d  i t  know i t  might have t o  renegotiate these contracts? 

A I don ' t  t h i n k  I can answer t h a t  question w i th  a 

d e f i n i t i v e  date. 

Q Bal lpark.  
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A Well, there have been several renegotiations. I 

mean, we're almost i n  constant renegotiation. As I indicated, 
they're our number one supplier for all kinds of different 
components, so there's an ongoing relationship w i t h  them. So I 

d o n ' t  know t h a t  I could po in t  t o  any specific date or general 
era when we recognized we were going t o  be renegotiating w i t h  

them. I t ' s  an ongoing process. 
Q Do you t h i n k  i t  was before April of this year t h a t  

you had some discussions i n  t h a t  respect? 
A As I indicated, we've had multiple renegotiations 

I d o n ' t  know how far back those go, bu t  certainly w i t h  GE. 
we've renegotiated. We had an amendment, I believe, sometime 
last year. There may have been others. I'm not  sure. 

Q You heard testimony t h a t  contractual commitment was a 
factor t h a t  the evaluators of these RFPs considered i n  making 

i t s  decision. Do you recall t h a t  testimony? 
A No, I d o n ' t  right now. 
Q Let me ask you this. The fact t h a t ,  t h a t  FP&L, one 

of these entities was renegotiating a contract, not sticking t o  
an original contract, d i d  t h a t  come in to  the decision i n  any 

way, shape or form about the direction FP&L would take w i t h  

respect t o  i t s  self-build option? 
MR. LITCHFIELD: Madam Chairman, for clarity of the 

record I would object just t o  the form of the question, b u t  

simply t o  note t h a t  Mr. Moyle continues t o  refer t o  FP&L i n  the 
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context o f  negot iat ing,  renegot ia t ing t h i s  contract ,  and I 

think the witness has made c lear  t h a t  i t  i s  a group contract .  

4nd so I t h ink  Mr. Moyle can j u s t  be c learer  i n  h i s  questions 

and we can move forward. 

CHAIRMAN JABER: Mr. Moyle? 

MR. MOYLE: I'll rephrase. 

3Y MR. MOYLE: 

Q FPL Group was renegot ia t ing 

A Yes. 

Q Do you know whether the  f o l l  

i t s  contract; correct? 

s evaluat ing the b ids  

Eonsidered the f a c t  t h a t  FP&L Group was renegot iat ing i t s  

zontract when FP&L, the regulated company, made the decis ion as 

to  which bidder had the  most cos t -e f fec t i ve  a l te rna t ive?  

A I don ' t  know. 

Q That would be something t h a t  would be s ign i f i can t ,  

j o n ' t  you th ink?  

No, I don ' t .  No I don ' t .  A 

Q 
A 

Q 

You don ' t?  

No. 

Have you reviewed Mr S i  1 va ' s testimony about the  

zontracLual commitment o f  an e n t i t y  i n  t r y i n g  t o  make a 

judgment about whether they would be w i  11 i n g  t o  stand by t h e i r  

Zont r a c t  s? 

MR. LITCHFIELD: Madam Chairman, may I ask t h a t  

zounsel re fe r  Mr. Dewhurst t o  the  testimony upon which he 's  
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questioning him i f  he 's  going t o  go forward w i t h  t h i s  l i n e ?  

MR. MOYLE: 

CHAIRMAN JABER: Okay, Mr. Moyle. 

I t h i n k  I made my po in t .  I'll move on. 

BY MR. MOYLE: 

Q Let me r e f e r  your testimony - -  r e f e r  you t o  Page 14 

o f  your testimony. 

CHAIRMAN JABER: Are you about t o  leave the  press 

re1 ease? 

MR. MOYLE: Yeah. For a minute. Do you want t o  take 

a break? 

CHAIRMAN JABER: No. I j u s t  wanted f o r  purposes o f  

the record t o  i d e n t i f y  the FP&L press release from the web s i t e  

as Exh ib i t  27. 

(Exh ib i t  27 marked f o r  i d e n t i f i c a t i o n .  1 

CHAIRMAN JABER: Okay. Now what page o f  the 

testimony, M r .  Moyle? 

MR. MOYLE: I ' m  going t o  Page 14. 

CHAIRMAN JABER: Thank you. 

BY MR. MOYLE: 

Q Page 14 o f  your testimony i n  Lines 5 through 9, you 

t a l k  about E l  Paso, and I would ask you i f  you would j u s t  read 

f o r  the record Lines 5 through 9. 

A " I n  add i t ion  t o  questions I had concerning E l  Paso's 

f inanc ia l  plan, I had questions t h a t  stemmed from E l  Paso's 

announcement on May 29th, 2002, o f  a s t ra teg i c  repos i t ion ing  
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plan t h a t  would downsize and rest ructure the merchant energy 

segment o f  the business. The announcement stated fu r ther  t h a t  

E l  Paso intends t o  concentrate fu tu re  investment i n  i t s  core 

natural gas business. 'I 

Q With respect t o  the press release t h a t ' s  been 

i d e n t i f i e d  as Exh ib i t  27, would I be correct  i n  reading t h i s  

press release t o  ind ica te  t h a t  there i s  a major res t ruc tu r ing  

o f  unregulated businesses w i t h i n  FP&L Group? 

A No. I would not characterize i t  as a major 

rest ructur ing.  

Q Just  a rest ructur ing? 

A Yes. 

Q That was s i g n i f i c a n t  enough where you f e l t  you had t o  

issue a press release about it; correct? 

A Yes. 

Q Did you n o t i f y  the SEC about t h i s ?  

A Yes. An AK was f i l e d  a t  the same time. 

Q Okay. And the standards f o r  n o t i f y i n g  the SEC are 

dhat, mater ia l  e f f e c t  upon business operations? 

A The u l t imate  standard, I bel ieve, i s  would a 

reasonable investor  want t o  know t h i s  informat ion i n  evaluating 

the secur i ty .  

Q And t h a t ' s  because i t  p o t e n t i a l l y  could have an 

e f fec t  on the stock pr ice? 

A Potent ia l l y ,  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 

886 

Q Okay. And you f e l t  t h a t  t h i s  res t ruc tu r ing  was 

s ign i f i can t  enough t o  a t  l e a s t  n o t i f y  the SEC about; correct? 

A Yeah. We bel ieve i n  e r r i n g  on the conservative side 

d i t h  respect t o  t h a t  standard, yes. 

MR. MOYLE: May I have a minute? 

CHAIRMAN JABER: Uh-huh. 

(Pause. 1 

3Y MR. MOYLE: 

Q You've ta lked some about f inanc ia l  v i a b i l i t y .  I ' m  

t r y i n g  t o  understand i n  my mind how, how t h a t  decis ion was mad 

,vi t h  respect t o  a company' s f i  nanci a1 v i  abi 1 i ty.  We ' ve a1 ready 

talked and you said you haven't,  you d i d n ' t  consul t  an 

independent, your independent expert on f i nanc ia l  matters. 

you have conversations w i t h  analysts from e i t h e r  Moody's o r  

Standard & Poor's i n  making t h a t  decision? 

Did 

A I n  making what decision? 

Q That Bidder X was not  able t o  move through because o f  

f i nanci a1 concerns? 

A Did we have conversation was analysts o r  Standard & 

Poor's o r  Moody's? We - -  I d o n ' t  be l ieve we had conversations 

w i th  them. We c e r t a i n l y  re fe r red  t o  mater ia l  t h a t  they had put  

out,  both analysts and Standard & Poor's and Moody's. 

Q Okay. And you d i d n ' t  have any conversations w i t h  

Bidder X? 

A That 's correct .  
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Q Did FP&L ever develop a ranking o f  the  b ids i t  

received i n  terms o f  one through whatever number wi thout 

grouping the bids? 

A I don ' t  know. I th ink  you'd have t o  ask D r .  S i m  

tha t .  

Q Current ly as we s i t  here today does FP&L conduct 

business w i th  any e n t i t y  t h a t  does not meet investment-grade 

r a t i n g  leve ls? 

A Yes, we do. 

Q Who might t h a t  be? 

A Well, there are a whole va r ie t y  o f  companies we do 

business w i th  who don ' t  meet investment grade. An example t h a t  

comes t o  mind i s  AES. 

Q Do you bel ieve t h a t  IPPS are genera l ly  o f  a higher 

leve l  o f  r i s k  than u t i l i t i e s ?  

A No. I don ' t  t h i n k  you can make t h a t  categor ical  

statement. 

Q A l l  th ings being equal, do you know i f  r a t i n g  

agencies view u t i l i t i e s  t h a t  have I P P  a f f i l i a t e s  more r i sky ,  

r i s k i e r  than u t i l i t y  companies wi thout I P P  a f f i l i a t e s ?  

A Are you asking as a general ru le?  

Q Yes, s i r .  

A I don ' t  know t h a t  you can say tha t .  I th ink  i t  

depends on the spec i f i c  indus t ry  environment. I th ink  i n  

today's environment t h a t  would be a f a i r  character izat ion.  
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Q Okay. There's been a l o t  of t a l k  about the equity 
3enalty issue i s  a factor affecting how bond rating companies 
diew a company. Have you been i n  the room for some of t h a t  
zonver sat i on? 

A I've been i n  the room for some of t h a t  conversation, 
yes. 

Q Has FP&L recently endured a downgrade by the rating 
agencies? 

A Depending on what you mean by "recently," we were 
downgraded by S&P last year, yes. 

Q Okay. And t h a t ,  t h a t  downgrade - -  do you know - -  I 

think you were asked this question i n  your deposition. Do you 

know why t h a t  downgrade took place principally? 
A There were several reasons for t h a t  downgrade. 

Q And as far as you know, none o f  them had t o  do w i t h  

an equity penalty, d i d  they, or imputation of debt? 
A No, that ' s  incorrect. The rating decision i s  the 

outcome o f  the rating agency's overall evaluation of a l l  

factors affecting credit. 
consideration of off-balance sheet obligations, particularly i n  

the form of fixed capacity payments associated w i t h  PPAs. 

Included i n  t h a t  is  the 

Particularly w i t h  S&P that ' s  a major concern, and, as 
I t h i n k  you've heard testimony, they have an explicit 
methodology for calculating the amount of imputed debt. So 

t h a t  calculation was definitely a part of their evaluation of 
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sion t o  

Q Do you consider t h a t  t o  be a major reason why t h a t  
downgrade took place? 

A I d o n ' t  know. I d o n ' t  consider the, the debt 
imputation itsel f t o  be the reason for the downgrade because 
the amount o f  imputed debt had not changed i n  t h a t  period. 

Q There was an exhibit, there's been testimony, w h a t  
no t ,  and I d o n ' t ,  I'm trying t o  move this along. Just le t  me 
generally ask you the question. 

I t  seems t o  show t h a t  given where F P L ' s  current 
contractual arrangements are w i t h  outside suppliers of energy, 
t h a t  t h a t  amount i s  trending downward. Would you agree w i t h  

t h a t ?  
A I'm not sure I do. I t h i n k  for the next few years i t  

trends upwards. 
Q How about i n  the, the 2010 time frame? 
A I f  we d o n ' t  replace contracts, then, yes, obviously 

eventually i t  will taper o f f .  

Q Okay. Is one opt ion ,  i f  you're concerned about the 
debt/equity ratio, simply not t o  replace contracts t h a t  you 

could consider t h a t  are otherwise set t o  expire? 
A I'm sorry. Could you repeat the question? 
Q Sure. My recollection is  I saw some information t h a t  

indicated a l o t  o f  these contracts were expiring and i t  was 
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k ind  o f  a downward, downward path. There's been a l o t  o f  

discussion about t h i s  imputation o f  debt. To my way o f  

th ink ing,  I thought, we l l ,  i f  t h a t ' s  a rea l  concern from FP&L, 

one way t o  do i t  i s  t o  simply not,  one way t o  deal w i t h  the  

issue i s  t o  simply not  sign, reexecute or  renegotiate some o f  

these contracts t h a t  are set  t o  expire.  

I guess my question i s ,  i s  t h a t  - -  am I r i g h t  i n  

tha t?  I s  t h a t  an opt ion t h a t  you could pursue i f  you are 

concerned about a ce r ta in  l eve l  o f ,  o f  contracts t h a t  you have 

w i t h  IPPS and other outside power suppliers? 

A Yes. Cer ta in ly  we could pursue t h a t .  But t h a t  

doesn't  deal w i t h  the issue t h a t  t he  equ i t y  penal ty as appl ied 

i n  t h i s  case i s  designed t o  address. 

The equ i ty  penalty here i s  simply designed t o  pu t  the 

two a l te rna t ives  on the same economic basis. So whichever way 

we were t o  go, whether i t  was a s e l f - b u i l d  opt ion or  a PPA 

s t ructure going forward, we could maintain our cap i ta l  

s t ructure balance by doing a number o f  d i f f e r e n t  th ings. 

One o f  them would be f a i l i n g  t o  renew e x i s t i n g  PPAs. 

Another one would be f a i l i n g  t o  reissue debt as i t  came due. 

So the re ' s  a l o t  o f  d i f f e r e n t  ways t h a t  we could keep the  

cap i ta l  s t ruc tu re  a t  our ta rge t  l eve l s .  But those would apply 

whether i t  was a s e l f - b u i l d  op t ion  or  the  PPA. 

The issue here i s  t h a t  when we do the analysis o f  

the - -  when D r .  Sims does the, S i m  does the  analysis i n  EGEAS, 
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we are assuming i n  t h a t  analysis a constant cap i ta l  s t ructure 

going forward. That 's f i n e  f o r  t he  s e l f - b u i l d  and turnkey 

options. But f o r  the PPA options t h a t  assumption doesn't  hang 

together because we know t h a t  they w i l l  b r i ng  w i t h  them imputed 

debt. So the actual debt/equi ty r a t i o  i n  t h a t  a l t e rna t i ve  w i l l  

be d i f f e r e n t .  So t o  get them a n a l y t i c a l l y  back on the  same 

the  equ i ty  basis we need t o  adjust  f o r  tha t .  That 's what 

penal ty i s  doing. 

Q M r .  Dewhurst, i t ' s  been, i t ' s  been a 

and I ' m  not  sure whether I asked you these que 

long three days, 

t i o n s  re la ted  t o  

the turb ine.  I ' m  going t o  jump back t o  the tu rb ine  issue j u s t  

f o r  a minute. 

Do you know - -  wasn't the  f a c t  t ha t  FP&L, the 

regulated company, was able t o  use s i x  turbines from GE a 

fac to r  t h a t  was considered i n  the  evaluation o f  FP&L's 

sel f - bu i  1 d proposal versus the  outside bids? 

A No. 

MR. LITCHFIELD: I bel ieve tha t  was asked and 

answered. 

THE WITNESS: That 's  not correct .  

BY MR. MOYLE: 

Q That 's  not? So i t  wasn't considered i n  any way, 

shape or  form; i s  t h a t  your testimony? 

A No. I th ink  I ' v e  described the evaluat ion process. 

Q Okay. 
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COMMISSIONER PALECKI: Could I jump i n  and 

question? 

Mr. Dewhurst, have, do you know i f  the  gas 

have been i d e n t i f i e d  f o r  FPL's Mar t in  and Manatee se 

woposal s? 

THE WITNESS: I d o n ' t  know t h a t .  

COMMISSIONER PALECKI : Which witness would 

have know1 edge o f  tha t?  

892 

ask a 

turbines 

f - b u i l d  

be, would 

THE WITNESS: 

COMMISSIONER PALECKI : Thank you. 

I bel ieve Mr. Yeager might know tha t .  

3Y MR. MOYLE: 

Q There was some testimony yesterday from your, FPL's 

2xpert from Texas about the  equ i ty  penalty, and you have some 

testimony about the equ i ty  penalty. 

Standard & Poor's, they received some documents from 

you a l l  t o  review i n  g i v i n g  you some feedback on the equi ty  

Denalty o r  the imputation o f  debt; i s  t h a t  correct? 

A That 's  correct .  

Q Okay. And a ra t i ng  agency, when i t ' s  making a 

clecision about a re la t i onsh ip  and how much debt should be 

imputed, i s n ' t  the p r inc ipa l  document t h a t  i t  reviews the 

wrchased power agreement between the two pa r t i es  t h a t  wou 

set f o r t h  the respective dut ies and respons ib i l i t i es?  

No, t h a t ' s  not  necessar i ly  correct .  A 

Q Why not? 
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A Because what the r a t i n g  agency i s  going t o  t r y  and 

Anderstand i s  the charac ter is t i cs  o f  the  p a r t i c u l a r  PPA 

3 l te rna t ive .  

As I th ink  we heard some testimony yesterday, one o f  

the issues tha t  g rea t l y  concerns them i s  how s o r t  o f  firm the 

commitment t o  the capac t y  payments i s .  So there are a l o t  o f  

j i f f e r e n t  ways tha t  one can convey t h a t  informat ion t o  them. 

Where a PPA already ex i s t s ,  obviously an easy way i s  

simply t o  give them the  PPA. They can then read i t  and judge 

fo r  themselves what they t h i n k  the  charac ter is t i cs  are. 

I n  t h i s  case, o f  course, we d i d n ' t  have an actual PPA 

a t  t he  t ime we were look ing f o r  the input  on the r i s k  

adjustment fac to r ,  so we gave them the i n i t i a l  RFP and we 

jescribed the general charac ter is t i cs  o f  the  a1 ternat ives t h a t  

rJe thought we were l i k e l y  t o  get.  That was the  informat ion 

that they had. 

Q Okay. There was a d r a f t  PPA t h a t  was prepared i n  

t h i s  case, was there not? 

A Yes, there was. 

Q Okay. And you never provided t h a t  d r a f t  PPA 

agreement t o  the r a t i n g  agencies, d i d  y u? 

A No, we d i d  not.  It was prepared much l a t e r .  

Q Did Standard & Poor's give you any k ind  o f  repor t  or  

analysis o f  the imputation o f  debt other than the E - m a i l ?  

A You mean f o r  t h i s  spec i f i c?  
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Q Yes. 

A No. Well, t h a t ' s  not qu i te  correct .  Let me say 

there i s  an E - m a i l  documenting what they t o l d  us. There were, 

I bel ieve, a t  l eas t  one, maybe more telephone conversations 

between members o f  my s t a f f  and representatives o f  S&P i n  which 

they discussed those issues. But those were then documented i n  

the E - m a i l  t ha t  S&P sent us. 

Q The d r a f t  purchased power agreement t h a t ' s  been 

introduced i n t o  evidence, t h a t ' s  a pay-for-performance PPA, i s  

i t  not? 

A It was contemplated t h a t  the PPA would have 

pay- f o r  - performance character is t ics ,  yes. 

Q So i s n ' t  i t  t r u e  t h a t  F lo r ida  Power & L igh t  would 

only have a l i a b i l i t y  w i t h  respect t o  t h a t  purchased power 

agreement t h a t  i s  contingent on the I P P  performing under the 

contract? 

MR. LITCHFIELD: I object  t o  the  extent i t  c a l l s  f o r  

a legal  conclusion. 

MR. MOYLE: I ' m  not  asking him f o r  a legal  

conclusion. He's a CFO o f  F lo r ida  Power & L igh t ,  the 

company. 

i n  essence. 

I ' m  asking him i f  i t  would be a contingent 

regulated 

i a b i  1 i ty,  

CHAIRMAN JABER: You may want t o  rephrase i t  t o ,  t o  

be i s  i t  h i s  understanding t h a t  i t  would be a contingent 

1 i a b i  1 i ty. 
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MR. MOYLE: Okay. 

CHAIRMAN JABER: Based on his financial experience. 
MR. MOYLE: Okay. 

CHAIRMAN JABER: That's the question. 
BY MR. MOYLE: 

Q 

A I have reviewed i t  briefly; not recently. 

Q 
A 

Have you reviewed the purchased power agreement? 

Have you reviewed i t  i n  f u l l ?  

I couldn't say t h a t  I have read every single word i n  

t h a t .  

Q Would you have a view as t o  whether t h a t ,  the 
ob1 igat ions set forth under the purchased power agreement could 
properly be classified as a contingent l iabi l i ty  w i t h  respect 
t o  F P & L ' s  obligations? 

A I d o n ' t  know for sure, but  I would agree t h a t  there 
was intended t o  be an element of pay-for-performance any PPA 

t h a t  we negotiated. 
customers. 

I t h i n k  that 's  appropriate t o  protect the 

Q Okay. So i n  effect F P & L ' s  obl iga t ion  i s  contingent 
on the I P P ' s  performance; right? 

A T h a t  would be correct. 
Q There were a o t  of questions about this equity 

penalty and who gets t o  claim credit for inventing i t .  I d o n ' t  

t h i n k  i t ' s  a patentable idea, b u t  d i d  FP&L invent the equity 
penalty? 
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A I d o n ' t  believe - -  no, I d o n ' t  be l i eve  FP&L invented 
the equity penal ty .  
i t s  logica l  consequences goes back t o  l a t e   O OS, e a r l y  '90s a s  
f a r  a s  I can determine when u t i l i t ies  f i rs t  s t a r t e d  entering 
i n t o  c o n t r a c t s  w i t h  IPPs i n  s i g n i f i c a n t  q u a n t i t i e s .  And a f t e r  
a while, a v a r i e t y  of people recognized t h a t  t hose  had many of 
the same economic c h a r a c t e r i s t i c s  a s  debt  and t h a t  t h a t ,  i n  

f a c t ,  ended up changing the e f f e c t i v e  c a p i t a l  structure. I 

d o n ' t  t h i n k  FP&L invented t h a t  concept.  Although I will say 
t h a t  FPL has been applying t h a t  economic l o g i c  c e r t a i n l y  sinc 
the e a r l y  '90s a s  f a r  a s  I can te l l  from skimming the 
h i s t o r i c a l  record.  

I t h i n k  the concept of  imputed debt and 

Q How many, how many companies i n  the United S t a t e s  put  
energy and capac i ty  out  for b i d ,  i f  you know? 

A I d o n ' t  know. 

Q Are you aware of any o t h e r  companies i n  this country 
t h a t  use this equity penal ty  a s  the b a s i s  f o r  analyzing bids? 

A Yes. 
Q F lor ida  Power Corporation? 
A Yes. 
Q Any o the r s?  
A I d o n ' t  personal ly  know of any, although I have been 

to ld  i n  the course of  var ious  d i scuss ions  t h a t  o t h e r s  do around 
the country,  bu t  I d o n ' t  know. 

Q How many have you been t o l d  do? 

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 

897 

A I don't know. 
Q Back to the purchased power agreement, it provides 

that FP&L would pay both capacity and energy payments to the 
IPP; correct? 

A Yes. 
Q Okay. So if the IPP were not dispatched, FP&L would 

not pay, pay any energy payments to the IPP under the contract; 
correct? 

A If the plant were not dispatched, there were no, 
there would be no energy payments. That's correct. 

Q Okay. So FPL also controls or at least in its draft 
PPA controlled the dispatch rights o f  the IPP under, under the 
draft agreement? 

A Yes. We had a strong preference for controlling 
dispatchability of any project to make sure it could be 
integrated proper1 y i nto our overall system. 

Q All right. And you would agree that, that FP&L 
controls then whether or not it makes energy payments to the 
IPP under the contract given those dispatch rates? 

A Yes and no. To the extent that we dispatch the 
plant, then, yes, we'll make the energy payment. But, o f  

course, the reason that we're dispatching the plant is to meet 
load. And we don't control the load; we have an obligation to 
serve it . So yes and no. 

MR. MOYLE: If I could just have one minute. I think 
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[ ' m  done. 

(Pause. ) 

3Y MR. MOYLE: 

Q Just one f i n a l  question on t h i s  equ i t y  penalty. 

The - -  obviously i t  a f fec ts  deals t h a t  have a longer term i n  it 

than as compared t o  deals t h a t  have a shorter term; correct? 

A Other th ings equal, a longer term deal i s  going t o  

lave more imputed debt, yes. 

Q Okay. During the course o f  evaluat ing these 

2roposals d i d  you ever see the E - m a i l  t h a t  I t h i n k  was 

introduced the  other day i n  which the equ i ty  penal ty i s  

re fer red t o  not,  not ,  no t  the  i c i n g ,  not t he  cake, but maybe a 

zandle o r  words t o  t h a t  e f f e c t ?  

A 

Q 

I have seen t h a t  E - m a i l ,  yes. 

Okay. Did you see i t  a t  the t ime t h a t  you were doing 

these evaluations o f  the  bids? 

A No. 

Q 

A Yes. 

You've seen i t  more recent ly? 

MR. MOYLE: Okay. Thank you. I have no, no fu r the r  

ques ions. 

CHAIRMAN JABER: Thank you, Mr. Moyle. 

Mr. McGl o th l  i n ?  

CROSS EXAM I NATION 

BY MR. McGLOTHLIN: 
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Q Mr. Dewhurst, you are the Chief Financial  O f f i ce r ;  i s  

t h a t  correct? 

A Yes, I am. 

Q A moment ago you t o l d  Mr. Moyle t h a t  F lo r i da  Power & 

L igh t  Company has been applying the  economic l o g i c  o f  t h i s  

equ i t y  adjustment f o r  the  l a s t  decade or  so; i s  t h a t  correct? 

A I bel ieve t h a t ' s  correct .  

Q T e l l  me, when a power purpose contract  t h a t  FPL has 

w i t h  another e n t i t y  expires,  does FPL have the  p rac t i ce  o f  

revamping i t s  cap i ta l  s t ruc tu re  t o  add more debt t o  replace 

t h a t  imputed debt t h a t  i s  no longer on the  o f f  books? 

A Broadly speaking, yes. It may not be on t h a t  exact 

day, but  i n  general a t  any given po in t  i n  t ime we w i l l  have a 

t a rge t  cap i ta l  s t ruc tu re  t h a t  we bel ieve i s  appropriate f o r  the  

overa l l  pos i t i on  and r i s k  mix o f  the company, and we w i l l  seek 

t o  maintain tha t  going forward i n  t ime u n t i l  circumstances 

change. 

So the exp i ra t i on  o f  a pa r t i cu la r  ob 

i t  be a spec i f i c  debt instrument o r  a PPA t h a t  

t h a t  cap i ta l  s t ructure,  would cause us then t o  

cap i ta l  s t ructure accordingly. 

i ga t i on ,  whether 

would change 

readjust  the  

Q I s  the exp i ra t i on  o f  a PPA an e x p l i c i t  p a r t  o f  the  

ca lcu la t ion  o f  the cap i ta l  s t ruc tu re  t h a t  you then t r y  t o  meet? 

A Yes. I n  the  sense t h a t  whenever we review the 

cap i ta l  s t ructure,  we look on an adjusted basis; i .e.,  we 

FLORIDA PUBLIC SERVICE COMMISSION II 



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 

900 

adjust the debt for the imputation associated w i t h  PPAs. So, 
yes, absol utel y. 

Q Okay. W i t h  t h a t  i n  mind, you're familiar w i t h  the 
prefiled testimony of Mr. S i l v a ,  are you not? 

A Yes. 

Q Early i n  his testimony he describes t h a t  FPL intends 
t o  - - we1 1 ,  FPL will see the expiration of power purchases from 
2,620 megawatts currently t o  something like 382 megawatts by 

2010. In t h a t  vein, would i t  not be appropriate t o  regard an 
addi t iona l  1,900 megawatts of power purchase contracts as 
simply replacing or offsetting the diminishing amount of 

imputed debt involved i n  those power contracts? 
A No, i t  wouldn ' t .  

Q And why not? 
A Because the time frames are completely different. I f  

we go forward w i t h  a PPA here, we're going t o  have incremental 
imputed debt right from day one. Those other contracts d o n ' t  
roll off for some time. 

Q You've t o l d  Mr. Moyle t h a t  a t  one poin t  you were 
comparing the, whether i t ' s  the medium l i s t  or the short l i s t ,  
the remaining proposals w i t h  FPL's self-build options,  and you 

were commenting on the distance i n  dollars between FPL's 
sel f - bui 1 d and the remaining proposal s. 

To be clear, i n  t h a t  statement you were including the 
impact of the equity adjustment on t h a t  distance, were you not? 
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A Absolutely, yes. 

MR. McGLOTHLIN: That ' s  a l l  the questions I have. 

CHAIRMAN JABER: Thank you, Mr . McGl o t h l  i n .  

Mr. Perry? 

CROSS EXAMINATION 

BY MR. PERRY: 

Q Good morning, Mr. Dewhurst. 

A Good morning. 

Q My name i s  Timothy Perry. I represent the  F lo r ida  

Indus t r i a l  Power Users Group. 

A Good morning. 

Q Do you r e c a l l  discussing w i t h  Mr. Moyle the 

compl e t i  on secu r i t y  requi rement a moment ago? 

A Yes,. I do. 

Q Okay. I s  i t  your understanding t h a t  the completion 

secur i ty  requirement he1 ps t o  m i  t i g a t e  the cost o f  rep1 acement 

power i f  an I P P  o r  a bidder cannot perform or  cannot complete 

t h e i r  p ro jec t  on time? 

A Yes. 

Q And I bel ieve you sa id  t h a t  FPL doesn't have a 

completion secu r i t y  requirement w i t h  t s e l f  per se, but  i s  

ready t o  purchase power i n  the  open market i f  i t  can complete 

i t s  s e l f - b u i l d  p ro jec t  on time; i s  t h a t  correct? 

A Yes, we would have t o .  

Q Do you know i f  you would attempt t o  recover the f u l l  
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cost o f  t h a t  replacement power from the ratepayers? 

A I don ' t  know s i t t i n g  here today. That would depend 

upon - - you ' re  posing a hypothet ical .  We have no reason t o  

bel ieve t h a t  the pro jec ts  w i l l  not  complete on t ime, 

p a r t i c u l a r l y  given the t rack  record. So I don ' t  know, I c a n ' t  

say. 

Q Okay. The same f o r  the  performance secu r i t y  

requi rement , you don ' t have a performance secu r i t y  requi  rement 

yourself per se, but you would go on the open market i f  you 

could not perform; i s  t h a t  correct? 

A That 's correct .  

Q And you don ' t  - -  do you know whether o r  not  you 

dould, can attempt t o  recover the  f u l l  amount o f  t he  

rep1 acement power from the  ratepayers? 

A S i t t i n g  here today, again, you ' re  asking a 

hypothetical question. So without so r t  o f  being i n  t h a t  

zircumstance, I ' m  not  sure I know. 

Q 

2asi s? 

A 

But you don ' t  have any plan o r  contingency f o r  t h a t  

I th ink  our normal p lan  would be t o  seek recovery o f  

311 costs t h a t  we would incur  i n  the  normal course o f  doing 

2usi ness, and i t  woul d then be the  Commi s s i  on ' s responsi b i  1 i t y  

and r i g h t  t o  determine whether those, you know, as I understand 

it, had been prudent ly incurred. 

MR. PERRY: Okay. Nothing fu r ther .  
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CHAIRMAN JABER: S t a f f ?  

MR. HARRIS: Thank you. 

CROSS EXAMINATION 

BY MR. HARRIS: 

Q Good morning. Larry  Har r is  on behal f  o f  the  

Commi ss i  on. 

A Good morning. 

Q Mr. Dewhurst, would you agree t h a t  t he  purpose o f  

t h i s  proceeding i s  t o  determine whether the  FPL s e l f - b u i l d  

options, t h a t  i s  the Mart in  and Manatee p lan ts ,  are the most 

c o s t - e f f e c t i v e  a l te rna t ives  t o  meet the i d e n t i f i e d  capacity 

needs from the perspective o f  FPL's ratepayers? 

A Yes and no. S t r i c t l y  my understanding i s  t h a t  

t hey ' re  t o  determine whether the Commission should grant the 

p e t i t i o n  o f  need. But as p a r t  o f  t h a t ,  a key piece c l e a r l y  i s  

are these the  most c o s t - e f f e c t i v e  a l te rna t ives  f o r  customers? 

When FPL Group submits f i nanc ia l  statements re la ted  

t o  u t i l i t y  operations and t h i s  i s  submitted t o  the  Secur i t ies  

and Exchange Commi ssion, do the actual account bal ances 

submitted r e f l e c t  the imputed debt associated w i t h  purchased 

power contracts? 

Q 

A No, they do not .  The imputed debt i s  an of f -balance 

sheet ob l iga t ion .  

Q Okay. When FPL Group submits the  same f inanc ia l  data 

t o  the Secur i t ies  and Exchange Commission regarding 
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nonregul ated operations, do those account bal ances, the actual 

account bal ances r e f 1  ec t  purchased power agreements? 

A I ' m  sorry.  Could you repeat the  question? I ' m  not  

q u i t e  c lear  what you ' re  r e f e r r i n g  t o  now. 

Q The same f inanc ia l  statements t h a t  would be submitted 

t o  the  Secur i t ies  and Exchange Commission, I bel ieve you 

t e s t i f i e d  f o r  the regul ated u t i  1 i t y  the  account bal ances would 

no t  r e f l e c t  the imputed debt; i s  t h a t  correct? 

A Correct. 

Q Okay. For the nonregulated u t i l i t i e s  t h a t  FPL Group 

i s  associated w i t h  - - nonregul ated operations, not  u t i  1 i t i e s  - - 
nonregul ated operations, would those actual account bal ances 

r e f l e c t  any type o f  imputed debt? 

A No, they would not.  I f ,  i f  FPL Energy had a PPA w i t h  

a t h i r d  party, any imputed debt associated w i t h  t h a t  would not 

be d i r e c t l y  re f l ec ted  i n  the  balances. 

Q Okay. Would the imputed debt be t rea ted  the same on 

both sets o f  statements, t h a t  i s  as a footnote t o  the actual 

account balances? 

A Under current GAAP , general 1 y accepted accounti ng 

p r inc ip les ,  the kinds o f  ob l igat ions t h a t  we've been descr ib ing 

here, i .e. , purchased power, f i x e d  capaci ty payments, are 

t rea ted  as commitments o r  contingencies. They' r e  not i ncl  uded 

i n  the actual balances o f  the  accounts. But i f  they ' re  

s i  gni f i  cant, they'  r e  required t o  be d i  sc l  osed i n  the footnotes. 
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Q 
A And t h a t  would be the same. That ' s  a ma t te r  o f  GAAP. 

Q Would you agree t h a t  because o f  the  Standard & Poor's 

So i t  would be the same f o r  both? 

nethodology t h a t  looks a t  the consolidated core, the  

consolidated e n t i t y ,  the FPL Group e n t i t y ,  t h a t  the  degree o f  

leverage a t  the group l e v e l ,  the consolidated l eve l  would have 

an impact on the r a t i n g  o f  the regulated u t i l i t y ?  

A Yes. Under S&P' s consol idated methodology overa l l  

group leverage has an impact on the  r a t i n g  o f  a l l ,  a l l  

companies and e n t i t i e s  i n  the family. 

Q And would you agree t h a t  when the r a t i n g  agencies 

look a t  the regulated u t i l i t y ,  they would take i n t o  account the 

r i s k  associated w i t h  the a c t i v i t i e s  o f  other subsid iar ies o f  

FPL Group? 

A Yes, I would. 

Q When FPL Group o r  i t s  n o n u t i l i t y  subs id iar ies make 

nonregul ated investments and these investments have a much 

lower percentage o f  equi ty ,  and t h a t  much lower percentage i s  

r e l a t i n g  t o  the equ i t y  percentage o f  the  FPL Group holding 

company, who would bear the cost o f  rebalancing the  cap i ta l  

s t ructure o f  the e n t i t y  i f  t h a t  cost o r  when t h a t  cost was 

recognized? 

A I ' m  sorry.  Could you repeat the  question? 

Q Sure. FPL Group has a, a cap i ta l  s t ructure,  and some 

o f  i t s  nonregul ated, nonuti 1 i t y  subsidiar ies enter i n t o  
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investments o r  p ro jec ts  w i th  a much lower percentage o f  equi ty.  

dho would bear the cost o f  rebalancing the  cap i ta l  s t ruc tu re  i n  

that event? 

A I th ink  I have t o  s o r t  o f  question the - -  t he re ' s  an 

i m p l i c i t  premise i n  there, which i s  t h a t  the same cap i ta l  

Structure i s  appropriate f o r  a l l  businesses, and t h a t ' s  not 

iecessar i l y  t rue .  

So, f o r  example, I could see a s i t ua t i on  i n  which we 

nade an investment i n  an FPL Energy p ro jec t  t h a t  ca r r i ed  

subs tan t ia l l y  higher debt r a t i o  than others w i t h i n  FPL Energy 

3 r  a subs tan t i a l l y  higher debt r a t i o  than FPL, and t h a t  would 

have no negative impact on overa l l  group c red i t .  So I th ink  - -  
there 's  not necessar i ly  a cost I guess i s  my answer. 

Q Okay. I guess I don ' t  understand tha t  answer then. 

To my way o f  t h ink ing  - - and I ' m  not,  you know, a 

f inanc ia l  expert.  To my way o f  th ink ing ,  i f  FPL Group has a 

capi ta l  s t ruc tu re  and a number o f  nonregul ated e n t i  t i e s  

underneath i t  and those nonregulated e n t i t i e s  go out and enter 

i n t o  a bunch o f  e i t he r  contracts o r  agreements o r  arrangements 

a t  very low equi ty ,  equ i ty  f inancing, wouldn' t  t h a t  have some 

e f fec t  on FPL Group's overa l l  cap i ta l  s t ructure? 

A It would depend upon what 

the, how much equ i ty  we put i n t o  the  spec i f i c  p ro jec t  r e l a t i v e  

t o  i t s  r i s k  charac ter is t i cs .  

It might o r  i t  might not.  

I n  other words, i f  we put  i n  enough equ i ty  t o  
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compensate, i f  you l i k e ,  f o r  t he  r i s k  charac ter is t i cs  o f  t h a t  

p a r t i  cul  a r  p ro jec t  o r  business, i t  wouldn't  have any e f f e c t .  

I f  we put i n  more, i t  would be favorable t o  everybody's c red i t .  

I f  we put i n  less,  i t  would be unfavorable t o  everybody's 

c red i t .  So there 's  no necessary connection. You need t o  - -  
you'd need t o  know a l o t  more before you could speci fy.  

Q So a r a t i n g  agency would look a t  the leve l  o f  r i s k  

and then whether the  equ i ty  t h a t  was put  i n  was s u f f i c i e n t  t o  

compensate f o r  t ha t  r i s k ;  i s  t h a t  correct? 

A Yes. That 's  a f a i r  statement. 

Q I f  the consolidated group, FPL Group o r  i t s  

nonuti 1 i t y  subsidiar ies,  make the  same type o f  nonregul ated 

investments and t h i s  i s  a lower equ i ty  leve l  than t h a t  

maintained by the FPL Group cap i ta l  s t ruc tu re  - -  I ' m  sorry.  

I '1  1 withdraw t h a t  question. 

I'll move t o  a new area. Did Standard & Poor's 

the  equ i ty  penal ty adjustment t h a t  FPL i s  proposing 

t h i s  proceeding? 

No, they d i d  not. 

Did Standard & Poor's make any recommendations t o  FPL 

pate i n the  devel opment o f  the  economi c eval ua Lions 

tha t  are being presented t o  the  Commission a t  t h i s  time? 

A No. They made no recommendations. The input  t h a t  

they provided us was t h e i r  assessment o f  what r i s k  adjustment 

factor  would be applied i n  the  imputed debt ca l cu la t i on  f o r  the 
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Q And i t ' s  my understanding tha t  - -  from previous 

testimony, not yours, previous testimony i n  t h i s  docket - -  t ha t  

the  other r a t i n g  agencies have s i m i l a r  evaluations, but  they 

have not revealed the way they make those ca lcu la t ions .  Would 

t h a t  be correct? 

A Yes. That 's  correct .  Standard & Poor 's i s  the only  

one t h a t ' s  reasonably expl i c i t  about how they do the 

ca lcu lat ions.  

Q 
A Yes, s i r .  

Q Could you r e f e r  t o  Page 12? And beginning w i th  

Do you have your d i r e c t  testimony handy? 

approximately Page or ,  I ' m  sorry,  Line 119, t he re ' s  a l i t t l e  

discussion about Bidder X .  

A Yes, I see tha t .  

Q And beginning on Page or  Line 22, you begin a 

discussion about the  t o t a l  debt t o  t o t a l  cap i ta l i za t i on  o f  

Bidder X ;  i s  t h a t  correct? 

A That 's  correct .  

Q And I bel ieve you s ta te  tha t  i t ' s  e i t h e r  75 or  

78 percent - - 75 percent o r  78.5 percent; i s  t h a t  correct? 

A That 's correct .  

Q 

passed out,  I ' d  l i k e  t o  get you t o  take a look a t  it. 

I ' d  l i k e  t o  pass out an exh ib i t .  And once we get i t  

MR. HARRIS: And, Madam Chairman, I ' d  l i k e  t o  ask 
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t h a t  i t  be marked f o r  i d e n t i f i c a t i o n  once the  witness has had a 

chance t o  review i t  and describe it. 

Wayne makes h i s  way over here, CHAIRMAN JABER: When 

Mr. H a r r i s ,  w e ' l l  - -  
MR. HARRIS: I d i d n ' t  

Chairman. And I'll give counse 

t h a t ' s  okay. 

want t o  say i t  t h a t  way, Madam 

a chance t o  review t h i s ,  i f  

THE WITNESS: Thank you. 

(Pause. ) 

BY MR. HARRIS: 

Q 

A Yes, I do. 

Q 

A There are two documents here. The second document i s  

Mr. Dewhurst, do you recognize t h i s ?  

Could you b r i e f l y  describe what i t  may be? 

a copy o f  the E - m a i l  from Standard & Poor's t o  one o f  the 

members o f  my s t a f f  descr ib ing the range o f  r i s k  adjustment 

fac to r  t h a t  would l i k e l y  be applied t o  the  kinds o f  PPAs t h a t  

we were contemplating i n  the RFP. And the  f i r s t  i s  a 

l a t e - f i l e d  deposi t ion e x h i b i t  requested by s t a f f  providing some 

summary book value s t a t i s t i c s  on FPL Group cap i ta l  s t ructure.  

Regarding the  f i r s t  then, the  document requested by Q 
s t a f f ,  do you know when t h a t  was requested? 

A 

Q 
A No, I don ' t .  

I r e c a l l  t h a t  was requested a t  my deposit ion. 

And do you know why s t a f f  requested tha t?  
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Q Okay. Mr. Dewhurst, will you agree t h a t  the schedule 
you prepared f o r  s t a f f  i n d i c a t e s  t h a t  the equity r a t i o  f o r  FPL 

Group Capital  i s  18.9 percent  a s  of  June 30 th ,  2002? 

A On an unadjusted book b a s i s ,  yes, I would agree w i t h  

t h a t .  
Q And would t h a t  mean t h a t ,  using the information on 

t h a t  schedule, t h a t  the t o t a l  debt t o  t o t a l  c a p i t a l i z a t i o n  
r a t i o  would be approximately 81 percent?  

A Again, on an unadjusted book b a s i s ,  yes, t h a t ' s  
c o r r e c t .  

Q And comparing t h a t  schedule w i t h  the r a t i o  from 
Bidder X i n  your testimony on Page 12 ,  would you agree t h a t  
the, the e q u i t y  r a t i o  of FPL Group Capi ta l  is  higher than t h a t  
of Bidder X a s  of June 30 th ,  2002? On March 31st f o r  Bidder X. 

A On an unadjusted book b a s i s ,  yes, I would. 
Q Okay. Given t h a t ,  would you say  t h a t  FPL Group 

Capi ta l  was better o f f  o r  worse o f f  than  Bidder X based on t h a t  
equity r a t i o  from a r a t i n g  perspec t ive?  

A 

perspective. 
I t h i n k  t h a t  r a t i o  is i r r e l e v a n t  from a r a t i n g  agency 

Q And why is  t h a t ?  
A Because, a s  I discussed e a r l i e r ,  when a r a t i n g  agency 

eva lua te s  c red i twor th iness ,  i t  looks t o  the t o t a l  f i nanc ia l  
p i c t u r e  of the e n t i t y  t h a t  i t ' s  eva lua t ing .  
any individual  da t a  poin t  a s  the only  da t a  p o i n t ,  and i t  

I t  doesn't look a t  
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ce r ta in l y ,  as we've j u s t  been discussing extensively,  makes 

adjustments t o  spec i f i c  f inanc ia l  parameters t o  r e f l e c t  other 

aspects o f  a company's overa l l  f i nanc ia l  s i t u a t i o n  t h a t  are 

re1 evant . 
Q Would the  f a c t  t h a t  a,  t h a t  an ind iv idua l  e n t i t y  was 

pa r t  o f  a l a rge r  consolidated e n t i t y  o r  a stand-alone e n t i t y  be 

a fac to r  t h a t  would be considered? 

A Yes. 

Q Would it be f a i r  t o  say t h a t  F lo r i da  Power & L igh t  

does not always agree w i th  the  concerns expressed by r a t i n g  

agencies regarding how the r i s k  exposure a t  t he  holding company 

leve l  o r  the consolidated e n t i t y  leve l  impacts the 

creditworthiness o f  t h a t  regul ated u t i  1 i ty? 

A Yes, t h a t  would be a f a i r  statement. We o f ten  

disagree w i th  S&P on a number o f  factors ,  inc lud ing  t h a t  one. 

Q And would i t  also be f a i r  t o  say tha t ,  t h a t  the  

company might a lso disagree w i t h  Standard & Poor's o r  the other 

r a t i n g  agencies regarding how the  debt leverage o f  the  

nonregul ated investments a f fec ts  creditworthiness? 

A Yes. That would be another area where we would be, 

t y p i c a l l y  we would be pushing the  r a t i n g  agencies. 

Another example would be the regul a to ry  environment 

here i n  F lo r ida .  We are always pushing t o  i nd i ca te  the, the 

good nature o f  the  regulatory  environment. So there are a 

number o f  d i f f e r e n t  areas where we would disagree w i t h  S&P. 
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Q Would i t  be f a i r  t o  say tha t  your testimony i s  t ha t  

the Commission should r e l y  upon Standard & Poor's remarks 

regarding the imputed debt and the  e f f e c t  on FPL, but  should 

not take i n t o  account other remarks by Standard & Poor's, 

inc lud ing  the amount o f  debt leverage a t  the hold ing company 

leve l  and the amount o f  debt leverage t h a t  are f inanc ing 

nonuti  1 i t y  investments? 

A 

please? 

Could you repeat the  f i r s t  pa r t  o f  t h a t  question, 

Q Sure. I bel ieve t h a t  the  company and you are 

t e s t i f y i n g  or  presenting t h a t  the  Commission should r e l y  on the 

statements made by Standard & Poor 's regarding the  equ i ty  

penal t y  adjustment; i s t h a t  correct? 

A No, t h a t ' s  not correct .  We are not proposing t h a t  

the Commission should r e l y  on Standard & Poor's f o r  the  equ i ty  

penal ty adjustment. We bel ieve t h a t  the  Commission should be 

look ing t o  us t o  j u s t i f y  tha t .  We bel ieve we have on the  basis 

o f  i t s  fundamental economics. 

S&P comes i n t o  - -  l e t  me t r y  and d i s t i ngu ish  between 

two pieces o f  the issue. F i r s t ,  t he  question o f  imputed debt. 

It seems t o  me t h a t  t h a t  i s ,  I know people disagree, but  i t  

seems t o  me t h a t ' s  i ncon t rove r t i b le .  I t ' s  a basic matter o f  

economics, i t ' s  been recognized by a l o t  o f  d i f f e r e n t  people 

fo r  wel l  over ten  years, i t ' s  been described i n  d i f f e r e n t  

memos, i t ' s  been used i n  various cases. That there i s  imputed 
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debt associated w i th  f i x e d  capacity payment ob1 iga t ions  seems 

t o  me t o  be qu i te  c lear .  

That 's a separate issue from how should we r e f l e c t  

t h a t  i n  our analysis. As I indicated before, t he  problem comes 

because the analysis, the  underlying economic analysis tha t  

we've done presumes a constant cap i ta l  s t ruc tu re  going forward, 

which i s  f i n e  f o r  the s e l f - b u i l d  and turnkey options, but 

doesn't  work when you apply i t  t o  the  PPA a l te rna t ives .  So we 

have used the equ i ty  penal ty t o  adjust  f o r  t ha t .  

So i t  seems t o  me t h a t  we're not r e l y i n g  on S&P, not 

asking the Commission t o  r e l y  on S&P f o r  t h a t  element o f  it. 

We bel ieve t h a t  we have made reasonable economic modeling 

assumptions i n  applying t h a t  t o  get the a l te rna t i ves  back on ai 

consistent basis. We have used S&P as an i nd i ca to r  t o  help us 

get a handle on t h i s  r i s k  adjustment fac to r  which we use i n  our 

modeling, but  we're not  asking the  Commission t o  r e l y  on S&P t o  

approve or  disapprove the  methodology. We t h i n k  the  

methodology needs t o  stand or  f a l l  on i t s  own weight. We th ink  

i t  makes sound economic sense. We th ink  we've appl ied the 

methodology co r rec t l y .  But t h a t ' s ,  I th ink ,  the  issue here. 

Q I ' m  sorry. Maybe I, maybe I asked the  wrong 

question. 

My understanding - -  and thank you f o r  your 

explanation. My understanding then i s  t h a t  the  impact o f  the 

o f f  - bal ance sheet adjustments was raised by Standard & Poor ' s 
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3s a r a t i n g  issue; i s  t h a t  correct? 

A I t ' s  - -  the impact o f  o f f -ba lance sheet ob l igat ions 

i s  a p a r t  o f  the overa l l  f inanc ia l  p i c tu re  o f  the  company which 

S&P addresses, yes. 

Q Would i t  be f a i r  t o  say t h a t  were S&P's and the other 

f inanc ia l  r a t i n g  companies not concerned about the  impacts o f  

t h i s  pa r t i cu la r  type o f  of f -balance sheet ob l iga t ion ,  F lo r ida  

Power & L igh t  would not fee l  obl igated t o  ask the  Commission t o  

make t h a t  adjustment? 

A It might o r  i t  might not. I would hope, I would hope 

it would. However, the reason I ' m  hes i ta t i ng  i s  u l t ima te l y  

what we're coming back t o  i s  how do cap i ta l  markets view these 

things? We're using r a t i n g  agencies as a very important proxy 

f o r  how investors are l i k e l y  t o  view th ings.  So - -  but  a t  the 

same time, you know, r a t i n g  agencies a r e n ' t  per fec t  any more 

than the  r e s t  o f  us are per fect .  They have, you know, 

d i  sagreements amongst themsel ves . There ' s a range i n here. 

So I th ink  we are saying t h a t  t he  r a t i n g  agencies are 

an important reference po in t  f o r  the Commission t o  re fe r  t o ,  

and I th ink  i t ' s  p e r f e c t l y  appropriate t o  take note o f  what the 

r a t i n g  agencies say as i t ' s  i nd i ca t i ve  o f  how investors may 

react.  But I ' m  not suggesting tha t  j u s t  because a r a t i n g  

agency says X, t h a t ' s  what the Commission should conclude i s  

the case. 

judgment. 

It seems t o  me we a l l  have t o  exercise independent 
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And as we were t a l k i n g  earlier, there are areas where 
we disagree w i t h  S&P over the various financial parameters. We 
t h i n k  they have a more pessimistic view o f  the regulatory 
structure i n  Florida t h a n  we do. So there's a ,  you know, 
there's a balance t h a t  has t o  be struck there. 

Q Thank you. Would you agree t h a t  Florida Power & 

Light Group and i t s  subsidiaries are on credit watch w i t h  

negative imp1 ications? 
A W i t h  S&P, yes, that 's  correct. 

Q 
A 

Could you briefly describe w h a t  t h a t  means? 
What t h a t  means i s  t h a t  S&P i s  currently undergoing a 

reevaluation of our overall credit posit ion.  In other words, 
they are not withdrawing their current ratings, but  they have 
pu t  the investment community on notice t h a t  they are rethinking 
them. And I believe the actual S&P announcement was t h a t  the 
result could be an affirmation or a downgrade. In principle 
the result could also be an upgrade. B u t  they're working 
through right now w h a t  their current view i s .  

Q And would i t  be fair  t o  say this, this treatment, 
this credit watch w i t h  negative implications was p u t  i n  place 
on approximately or ab ut April 18th of 2002? 

A Subject t o  check, about then, yes. 

Q And was t h a t  a t  the same approximate time t h a t  
Florida Power or, I'm sorry, t h a t  the announcement t h a t  the 
company was going t o  purchase an 88 percent interest i n  the 

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 

916 

ieabrook nuclear p l a n t  was made? 
A Yes. There were two key things t h a t  S&P t o l d  us a t  

;he time. One was the announcement of the decision t o  acquire 
;he interest i n  Seabrook, and the second was the outcome of the 
'ate settlement which had occurred right a t  t h a t  time. And 

;hey were concerned w i t h  the credit imp1 ications of the 
250 mi 1 1 ion rate reduction. 

Q So i t  would be your testimony t h a t  one of the events 
/as a regulated u t i l i t y  event and the other was a nonregulated 
mti t y  event? 

A Yes. T h a t ' s  a fair  characterization. 

Q And are you familiar w i t h  a FPL Group announcement I 
; h i n k  a t  the end o f  September regarding a certain t a x  ruling, 
:RS ruling? 

A Yes. 
Q Okay. And briefly w h a t  was t h a t  ruling? 
A Briefly we - -  t a k i n g  advantage of a calculation 

iethodology t h a t  the I R S  allowed, we were able t o  go back and 

'ecal cul ate the a1 1 ocation of certain expenses between capital 
ind current expense. The net effect was t h a t  we were able t o  
2xpense more currently, we could carry t h a t  back for several 
{ears and were, therefore, able t o  claim a refund, which should 
;otal approximately $300 m l l i o n .  

Q And was this the 
A I t ' s  a one-time favorable catch effect. 
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Q Was the regulated u t i l i t y  or  nonregulated u t i l i t y ?  

CHAIRMAN JABER: Excuse me. I ' m  sorry.  You were 

able t o  c la im a refund f o r  what period? 

THE WITNESS: I t h i n k  i t  goes back f o r  three or  four 

years. I ' m  not  exact ly  sure. 

CHAIRMAN JABER: Has the  company received t h a t  

refund? 

THE WITNESS: We've received $229 m i  11 i o n  o f  t ha t .  

CHAIRMAN JABER: When d i d  you receive tha t?  

THE WITNESS: I would say a few days before the 

announcement, so m i  d - September. 

CHAIRMAN JABER: A few days before which 

announcement? 

THE WITNESS: The announcement - -  the press release 

t h a t  was re fe r red  t o  e a r l i e r  which had a discussion o f  events 

t h a t  w i l l  a f f e c t  our t h i r d  quarter repor t ing.  That 's  one t h a t  

we bel ieve i s  s i g n i f i c a n t  f o r  investors.  

CHAIRMAN JABER: Thank you. 

BY MR. HARRIS: 

Q And t h i s  re la ted  t o  the  regulated u t i l i t y  o r  

nonregul ated e n t i t y ?  

A That piece s p e c i f i c a l l y  was applying the  methodology 

t o  the regulated u t i l i t y .  We're now going and look ing and 

seeing what the  e f f e c t  o f  t h a t  methodology i s  on the r e s t  o f  

the businesses. 
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Q Do you, do you know approximately when F lo r ida  Power 

k L igh t  began working on t h a t  tax refund? 

A That 's a p ro jec t  t h a t  we've been working on f o r  a 

:ouple o f  months. I ' m  not  sure exact ly .  

Q Would i t  be f a i r  t o  say t h a t  i t ' s  been since the 

iegi nni  ng o f  the year? 

A I don ' t  know t h a t  I could say t h a t ,  no. 

MR. HARRIS: May I have a few moments? 

(Pause. ) 

MR. HARRIS: We have nothing fu r ther .  Thank you. 

MR. TWOMEY: Madam - - 
CHAIRMAN JABER: M r .  H a r r i s ,  I don ' t  t h i n k  I ever 

i d e n t i f i e d  your e x h i b i t  f o r  you. 

MR. HARRIS: I be l ieve  t h a t ' s  correct ,  Commissioner. 

CHAIRMAN JABER: Okay. L a t e - f i l e d  deposi t ion Exh ib i t  

? from Mr. Dewhurst's testimony w i l l  be i d e n t i f i e d  as Exh ib i t  

?8. 

(Exh ib i t  28 marked f o r  i d e n t i f i c a t i o n . )  

CHAIRMAN JABER: Commissioners, do you have any 

questions? 

MR. TWOMEY: Madam Chairman, i f  you would please 

indulge me, I ac tua l l y  have two very short  questions. 

CHAIRMAN JABER: You know, we don ' t  - -  were you not 

s i t t i n g  there when I asked i f  you had questions? 

I was s i t t i n g  back there.  MR. TWOMEY: 
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CHAIRMAN JABER: Two questions, Mr. Twomey, on ly  

iecause you weren't  s i t t i n g  a t  the  tab le .  But l e t  me g ive you 

3 heads-up; we're not doing any s o r t  o f  recross. So i f  you ' re  

l o t  s i t t i n g  there, you snooze, you lose. 

MR. TWOMEY: I appreciate tha t .  Thank you. 

CHAIRMAN JABER: Okay. 

CROSS EXAMINATION 

3Y MR. TWOMEY: 

Q Mr. Dewhurst, f i r s t ,  w i t h  respect t o  your discussion 

Ai th  Mr. Moyle regarding your October press release re la ted  t o  

FPL Group's res t ruc tu r ing  o f  unregulated businesses, you r e c a l l  

that ;  r i g h t ?  

A Yes, s i r .  

Q Okay. The press release - -  the f i r s t  element o f  the 

res t ruc tu r ing  read, and I quote, "Successful cont ract  

renegotiat ions should s i g n i f i c a n t l y  reduce overa l l  commitments 

f o r  gas turbines and other re la ted  equipment r e s u l t i n g  i n  a 

terminat ion charge o f  $10 m i l l i o n  a f t e r  tax." 

And my question w i t h  respect t o  t h a t  i s  what was the 

overa l l  commitment f o r  gas turbines p r i o r  t o  the  contract  

renegotiat ions and the  $10 m i l l i o n  terminat ion charge and what 

i s  the remaining FPL Group commitment f o r  gas turbines? 

MR. LITCHFIELD: I'll object  t o  the  question t o  the 

extent t h a t  i t  may requ i re  the  disclosure o f  con f ident ia l  

informat ion from a contract .  I don ' t  know whether t h i s  witness 
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knows the answer, but  the basis o f  my ob jec t ion  i s  t h a t  - - 
CHAIRMAN JABER: You know, l e t  me t e l l  you, i t ' s  the  

same caution I gave you yesterday. Put your ob ject ion on the 

record. Do not speculate about what the  witness knows or  

doesn't  know because i t  could be in te rpre ted  t h a t  you ' re  

1 eadi ng your witness . 
MR. LITCHFIELD: I apologize. I apologize. 

CHAIRMAN JABER: What i s  your object ion? 

MR. LITCHFIELD: My object ion i s  t h a t  the question as 

framed may requi r e  t h i s  witness t o  d isc lose conf ident i  a1 

informat ion t h a t  i s  p a r t  o f  a contract ,  the  terms o f  which may 

be conf ident ia l .  

CHAIRMAN JABER: Mr. Twomey, your response? 

MR. TWOMEY: Now t h a t  he 's  been, i t ' s  been suggested 

t h a t  i t  might be con f iden t ia l ,  I t h i n k  the  answer t o  t h a t ,  

Madam Chair, i s  t h a t  the  witness can s ta te  whether he knows 

whether i t ' s  subject t o  c o n f i d e n t i a l i t y  o r  not  and, i f  not, 

s ta te  the answer - -  
CHAIRMAN JABER: I'll al low it. 

MR. TWOMEY: - - i f  he knows. 

CHAIRMAN JABER: I'll al low it. 

THE WITNESS: Could you repeat the  question, please? 

BY MR. TWOMEY: 

Q Yes, s i r .  With respect t o  the,  the  element o f  

renegot iat ing the  tu rb ine  contract  w i th ,  I t h i n k  i t  was General 
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number i s  32. As of the moment we have commitments 
Q Okay, s i r .  Thank you. And my last  quest 

Florida Public Service Commission approves the Mart 
Manatee need determinations being sought here, will 

A 

Q 
A 

which 
put  i n  

921 

Electric, how many turbines were, was FPL Group committed t o  
prior t o  the renegotiations and the $10 million termination 
charge, and how many, i f  any, turbines is  FPL Group committed 
t o  after the renegotiations? 

A Prior t o  this renegotiation, immediately prior t o  
this renegotiation, we had commitments for, I believe the 

for seven. 
on, i f  the 
n and 

FP&L commit 
t o  being bound by the cost da ta  contained i n  i t s  winning 

self-build bids when i t  later seeks rate recovery of the 
capital and operating costs of the units from this Commission? 

S i t t i n g  here today I would say, no, we would not. 
No, you would not be bound by the - - 
We would expect t o  continue i n  the present structure, 

s we will estimate those projects as best we can, we'll 
a contingency, we'll construct those projects as best we 

can. 
we would expect t o  bring t h a t  forward t o  the Commission as part 
of rate base. A t  t h a t  time the Commission, i f  there were t o  be 
an overrun, could determine whether t h a t  was appropriate or 
not. 

I f  there is  any difference, whether i t ' s  over or under, 

MR. TWOMEY: Okay. Thank you, s i r ,  and t h a n k  you, 

Madam Chair. 
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CHAIRMAN JABER: Commissioners, d i d  you have any 

questions? Okay. Redirect? 

MR. LITCHFIELD: Thank you. 

RED1 RECT EXAM I NATION 

BY MR. LITCHFIELD: 

Q Mr. Dewhurst, you r e c a l l  Mr. Moyle asking you whether 

you were an expert,  do you not? 

A Yes, I do. 

Q Are you the Chief Financial  O f f i c e r  o f  F lo r i da  Power 

& L igh t  Company? 

A Yes, I am. 

Q And you've t e s t i f i e d  t o  two p r i n c i p l e  issues i n  t h i s  

case, have you not? 

A I have. 

Q What i s  your p r i o r  education and experience t h a t  

would q u a l i f y  you t o  serve as CFO o f  FP&L? 

A Academic background, I have an advanced degree i n  

management w i t h  a spec ia l i za t ion  i n  finance. 

i n  various forms f o r  approximately 20 years p r i m a r i l y  i n  the 

consul t ing and inves t i ng  f i e l d s .  

I have prac t iced  

I have extensive experience i n  deal ing w i t h  a l l  

manner o f  f i n a n c i a l  issues from MNA a c t i v i t y  t o  basic 

s t ruc tu r ing  o f  companies. 

Q How does t h a t  background and experience bear on the 

issues t h a t  you ' re  addressing i n  t h i s  case? 
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A With respect t o  the nonprice fac to rs ,  I have 

extensive experience i n  e i t h e r  d i r e c t l y  undertaking b ids,  

p a r t i c i p a t i n g  i n  bids,  helping companies evaluate business 

deals, a l l  o f  which involve,  i n  my view, the app l i ca t i on  o f  

sensible business judgment. So I t h i n k  I have both p rac t i ca l  

experience i n  seeing how other companies make decisions and as 

well  as the  range o f  c r i t e r i a  t h a t  should go i n t o  basic 

busi ness deci s i  ons. 

With respect t o  the  equ i t y  penalty, there  I t h i n k  I ' m  

r e l y i n g  more on my fundamental understanding o f  f inance and 

economic analysis,  as wel l  as the  reviews t h a t  I ' v e  conducted 

since I ' v e  been w i t h  F lo r i da  Power & L igh t  o f  the  s p e c i f i c  

issues associated w i t h  the equ i t y  penal ty i n  t h i s  indus t ry  and 

i n  t h i s  p a r t i c u l a r  environment. 

Q Thank you. Mr. Moyle asked you about the s e t t  

t h a t  was entered i n t o  between Bidder X and F lo r i da  Power 

L igh t  ; correct? 

A Yes. 

Q 

A 

Q 

Do you know who approached whom? 

My understanding i s  Bidder X approached us. 

Do you know when F l o r i d a  Power & L i g h t  Company 

approached by Bidder X? 

A I bel ieve  i t  was i n  e a r l y  August. 

ement 

& 

was 

MR. MOYLE: I guess I - -  w i t h  respect t o  t h i s  I was 

under the  impression t h a t  we were having l i m i t e d  discussion 
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.elated t o  the, you know, t o  the  settlement. I f  we're going t o  

JO beyond t h a t ,  I ' d  l i k e  t o  have an opportuni ty t o  explore i t  a 

l i t t l e  fu r ther  as we l l .  

CHAIRMAN JABER: Mr. Moyle - -  Mr. L i t c h f i e l d ,  your 

response? 

MR. LITCHFIELD: I t h i n k  the discussion was t o  be 

sel f -contained and l i m i t e d .  However, Mr. Moyle has asked a 

question w i th  respect t o  the  existence o f  a settlement, and I 

th ink  i n  fairness the record should r e f l e c t  who approached whom 

and when t h a t  settlement was entered i n t o  and when, when Bidder 

X approached F lo r ida  Power & L igh t  Company t o  avoid M r .  Moyle 

being able t o  u n f a i r l y  character ize the settlement as having 

been obtained by FPL a t  a t ime p r i o r  t o  f i l i n g  testimony i n  

order t o  somehow improperly e l iminate a bidder t h a t  would 

otherwise have been on the  short  l i s t .  

CHAIRMAN JABER: I'll allow the question. 

THE WITNESS: Could you repeat the  question? 

MR. LITCHFIELD: I t h i n k  the question has been asked 

I t h i n k  M r .  Moyle's ob ject ion was t o  a po in t  and answered. 

untimely, but  I t h i n k  we can move on. 

CHAIRMAN JABER: 1 d i d n ' t  hear the  answer, f o r  what 

t h a t ' s  worth t o  you, so. 

MR. LITCHFIELD: I'll ask the question again. 

BY MR. LITCHFIELD: 

Q Do you know when Bidder X approached F lo r i da  Power & 
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L igh t  Company f o r  purposes o f  pursuing a settlement? 

I bel ieve i t  was i n  ea r l y  August. A 

Q Okay. When Mr. Moyle asked you t o  explain the 

ra t iona le  t h a t  l e d  t o  the conclusion t h a t  E l  Paso and F lo r ida  

Power Corporation would be included on the short  l i s t ,  you gave 

an explanation. He asked you t o  explain and you d i d  explain. 

And I ' d  l i k e  t o  know what e x h i b i t  you were r e f e r r i n g  t o  when 

you gave t h a t  explanation f o r  the record? 

A I was looking a t  RS-7 from Mr. S i l v a ' s  testimony. I 

bel ieve i t ' s  the same char t  t h a t ' s  i n  the  June 18th 

presentation t h a t  I bel ieve became an e x h i b i t  yesterday, but  I 

bel ieve the numbers are the  same. I t ' s  the  same informat ion 

t h a t  was conveyed t o  us on June 18th. 

Q M r .  Moyle asked you, I th ink ,  a couple o f  instances a 

question i n  which he inser ted the term "FP&L Group." When he 

used t h a t  term, what d i d  you understand t h a t  t o  mean? 

A I believed he was r e f e r r i n g  t o  FPL Group. When I 

heard the term "Group," I assumed i t  re fer red  t o  FPL Group. 

Q I f  no settlement had been reached w i t h  Bidder X ,  

Mr. Dewhurst, would FPL's recommendation t o  t h i s  Commission be 

any d i f f e r e n t ?  

A No. As I described e a r l i e r ,  the  decis ion t o  drop 

Bidder X was, t o  me, one o f  those things t h a t  you r e f e r  t o  as a 

no-brainer. 

t ime. And, frankly, I ' d  be embarrassed t o  be up here today 

It was apparent i n  June 18th. I said so a t  the 
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r o p o s i n g  a purchased power agreement w i t h  a company i n  t h a t  

pa r t i cu la r  s i tua t ion .  

Q Mr. Moyle also asked you whether FPL i s  cu r ren t l y  

engaged i n  business w i th  any e n t i t y  whose c r e d i t  r a t i n g  i s  

below investment grade. Do you r e c a l l  t ha t?  

A Yes, I do. 

Q And do you r e c a l l  i n d i c a t i n g  tha t  we, t h a t  FPL 

cu r ren t l y  has a business re la t i onsh ip  w i t h  AES? 

A That 's  correct .  

Q And AES i s  cu r ren t l y  no t  investment-grade q u a l i t  

correct? 

A That 's  correct .  

Q When FPL entered i n t o  the  re la t i onsh ip  w i th  AES, 

was AES's qua l i t y?  

what 

MR. MOYLE: Let me object .  I t ' s  a leading question, 

1 eadi ng the witness . 
MR. LITCHFIELD: I ' m  asking, I ' m  asking what AES's 

c r e d i t  q u a l i t y  was when we entered i n t o  the business 

re1 a t i  onshi p .  

CHAIRMAN JABER: 

THE WITNESS: A t  the  t ime we entered i n t o  Lhe 

I'll al low the  question. 

business re la t i onsh ip  i t  was investment grade. 

BY MR. LITCHFIELD: 

Q M r .  Har r is  asked you whether i t  was the Commission's 

responsi b i  1 i t y  t o  determine whether the  proposal s submitted 
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1 t h a t ?  

Q Are there any factors other t h a n  price t h a t  the 
Zompany would consider before bringing a recommendation t o  the 
:ommission? 

A Yes, there are. As I indicated i n  my testimony, as 
4r. S i lva  indicated, there were a variety o f  nonprice factors 
rJhich we believe should be considered i n  evaluating any of the 
2ompeting supply a1 ternatives. 

Q Would any such nonprice factors i n  this case have 
trumped the price factor i n  your opinion? 

A In this case, no. To me this one was very clear. 
The self-build options were both better economically and a t  
least as good, i f  not better, on the nonprice factors. So we 
never really got  in to  a detailed evaluation of a l l  the specific 
nonprice factors. The basic driver was the economics, b u t  

certainly i t  was clear t h a t  on the nonprice factors the 
sel f - bui 1 d options 1 ooked very good. 

Q Mr. Harris asked you about the submissions of Florida 
Power & Light Company t o  the SEC. Do you recall t h a t  line of 

questioning? 
A Yes, I do. 

Q And he asked you specifica 
debt amounts were ref1 ected on FPL s 

A T h a t ' s  correct. 

l y  whether the imputed 
balance sheets: correct? 
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Q And your answer, I bel ieve, was t h a t ,  no, they are by 

d e f i n i t i o n  of f -ba lance sheet ob l iga t ions ;  correct? 

A I bel ieve I said t h a t .  Yes. 

Q He ind icated also t h a t  the  debt imputations and 

purchased power ob l igat ions were r e f l e c t e d  i n  the  SEC 

footnotes. Do you r e c a l l  t ha t?  I n  the  footnotes t o  the 

F lo r ida  Power & L igh t  Company's f i nanc ia l  statements f i l e d  w i t h  

the SEC. Do you r e c a l l  t ha t?  

A Yes. I should c l a r i f y  something here. What's i n  the 

footnotes i s  a descr ip t ion o f  the capaci ty payments, the  

commitments themselves, not  the  S&P ca l cu la t i on  o f  how much 

debt t h a t  t h a t  would t rans la te  t o .  

Q 

t o  the SEC? 

A 

Why i s  t h a t  informat ion provided i n  the  disclosures 

Because, as I indicated e a r l i e r ,  we are required t o  

disclose s i g n i f i c a n t  commitments and contingencies t h a t  a 

reasonable investor  might want t o  consider i n  th ink ing  about 

the purchase or  sale o f  the secur i t ies ,  and those commitments 

are very s i g n i f i c a n t  and, therefore,  meet t h a t  t e s t .  

CHAIRMAN JABER: I s  t h a t  an opportuni ty t o  also 

disclose how a regulatory  agency may al low f o r  cost  recovery 

associated w i t h  a purchased power agreement? 

THE WITNESS: That f a c t  would not be disclosed a t  

t ha t  p a r t i c u l a r  po in t .  But t h a t  f a c t  i s  very c l e a r l y  disclosed 

i n  other par ts  o f  the K and the  Q. Again, because i t ' s  
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important f o r  an investor t o  understand the r i sk  

charac ter is t i cs ,  so the f a c t  t h a t  the fue l  and capaci ty clauses 

e x i s t ,  those are  i n  there, we described them, so t h a t  

in format ion i s  d e f i n i t e l y  avai lab le t o  investors.  

CHAIRMAN JABER: And you also have investor  

conferences, meetings , don ' t you? 

THE WITNESS: We do. 

CHAIRMAN JABER: Where you expla in  what the 

regu la to ry  environment i s  and what the, and the  mechanisms f o r  

cost recovery woul d be. 

THE WITNESS: Yes, we do. 

CHAIRMAN JABER: How o f ten  i s  t h a t  done? 

THE WITNESS: I would say I meet w i t h  investors o r  

sale s ide analysts several times a months. Those may be 

ind iv idua l  meetings, s m a l l  group meetings or ,  you know, la rge  

meetings w i t h  presentations. Several times a year w e ' l l  do 

major presentations. Maybe once a year w e ' l l  do an overa l l  

investor  conference, t h a t  k ind  o f  th ing.  But we spend a l o t  o f  

time t r y i n g  t o  communicate. 

CHAIRMAN JABER: It gives them an opportuni ty t o  ask 

you questions about th ings t h a t  would make them uncomfortable 

about your p a r t i c u l a r  stock? 

THE WITNESS: Absolutely.  Absolutely. 

CHAIRMAN JABER: M r .  L i t c h f i e l d ?  

3Y MR. LITCHFIELD: 
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Q Do you reca l l  Mr. H a r r i s  asking you about the input  

t ha t  S&P had i n t o  the  evaluation process? 

A Yes, general ly.  

Q And I th ink  you ind icated the  input  was the 

communication w i th  respect t o  the  r i s k  fac to r  t h a t  was used i n  

the equ i ty  penal ty computation, d i d  you not? 

A That 's correct .  

Q 

recommended? 

What was the  amount o f  the  r i s k  fac to r  t h a t  S&P 

A I n  the, the  feedback from S&P, which i s  r e f l e c t  d i n  

the E - m a i l ,  they ind icated t h a t  based on the  charac ter is t i cs  o f  

the k ind  o f  deal t h a t  we were look ing a t  t h a t  a 40 t o  

60 percent r i s k  adjustment fac to r  would be applied. We chose 

t o  use 40 percent i n  our analysis t o  be on the  conservative end 

o f  t ha t .  

Q You were asked by a couple o f  d i f f e r e n t  attorneys 

here today, Mr. Dewhurst, w i t h  respect t o  the  completion 

secur i ty  requi rement i n  the  purchased power agreement; correct? 

A Yes. 

Q And then you were asked w i th  respect t o  a possible 

s i t ua t i on  where F lo r i da  Power & L igh t  Company had t o  go i n t o  

the market t o  replace power. Do you r e c a l l  t h a t  question? 

A Yes, I do. 

Q Well, l e t  me ask i t  t h i s  way. I f  F lo r i da  Power & 

L igh t  Company were t o  f a i l  t o  meet the requi red i n -se rv i ce  
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lates f o r  i t s  s e l f - b u i l d  options and had t o  go i n t o  the market 

,o purchase replacement power, i s  FPL guaranteed recovery o f  

:hose costs? 

A No, i t ' s  not .  

Q Mr. Har r is  asked you several questions concerning the  

u t i 1  i t y ' s  mpact o f  FPL Group's unregulated a c t i v i t i e s  on the  

: red i t  ra t ings .  Do you r e c a l l  t ha t?  

A Yes, I do. 

Q What can you t e l l  me w i t h  respect t o  the, 

If FPL' s unregul ated a c t i v i t i e s ,  whether FPL choose 

; e l f - b u i l d  opt ion o r  an outside suppl ier? 

the 

i t  

impact 

A Those factors ,  whatever they are, would be the same 

in e i t h e r  case, and t h a t ' s  why i n  my view t h e y ' r e  not relevant 

;o the  issue a t  hand, which i s  how t o  r e f l e c t  the  d i f ference i n  

:he economic charac ter is t i cs  o f  the  PPA a1 te rna t ives  and the  

;el f - bu i  1 d and turnkey a1 ternat ives.  So they would e x i s t  

vhichever way we go. So they would not  have an impact on 

vhether we should be applying the  equ i t y  penal ty o r  not.  

MR. LITCHFIELD: That 's  a l l  I have. 

CHAIRMAN JABER: Okay. Exh ib i ts .  

Mr. Dewhurst, thank you. 

THE WITNESS: Thank you. 

CHAIRMAN JABER: CPV Exh ib i t s  26 and 27. 

MR. MOYLE: We would move those i n .  

MR. LITCHFIELD: We, we would - -  I d o n ' t  t h ink  we 
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lave an object ion t o  the E - m a i l  from Mr. Waters t o  Mr. Evanson 

joing i n ,  although I would ind ica te  t h a t  t h i s  was the, t h i s  was 

isked o f  Mr. Waters i n  Mr. Waters deposit ion. I t h i n k  

Ir. Moyle could have had Mr. Waters here t o  proper ly  

iuthent icate t h i s  E - m a i l .  Cer ta in ly  we'd be w i l l i n g  t o  have 

Ir. Water's deposit ion go i n t o  the record t o  accompany t h i s  

: - m a i l ,  but  otherwise we have no object ion.  

CHAIRMAN JABER: Let me make sure I understand which 

h a i l  you ' re  r e f e r r i n g  t o .  The object ion I thought t h a t  was 

iutstanding re la ted  t o  the l a s t  page o f  t h i s  document, t h a t  

: -ma i l  from Mr. - -  i s  t h a t  what you ' re  t a l k i n g  about now? 

MR. LITCHFIELD: Yes. 

CHAIRMAN JABER: Okay. And are you withdrawing t h a t  

ib ject ion;  i s  t h a t  what you ' re  saying? 

MR. LITCHFIELD: Yes. 

CHAIRMAN JABER: Okay. Well, then without object ion,  

['ll admit Exh ib i t  26 i n t o  the  record. 

(Exh ib i t  26 admitted i n t o  the record. ) 

CHAIRMAN JABER: Exh ib i t  27 i s  the press release. 

MR. MOYLE: Yes, ma'am. 

Without object ion,  Exh ib i t  27 i s  CHAIRMAN JABER: 

jdmitted i n t o  the record. 

(Exh ib i t  27 adm 

MR. HARRIS: We 

CHAIRMAN JABER: 

t t e d  i n t o  the record.) 

d move Exh ib i t  28. 

Without object ion,  Exh ib i t  28 i s  

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 

933 

jdmitted i n t o  the  record. 

(Exh ib i t  28 admitted i n t o  the  record. 1 

MR. GUYTON: I s  Mr. Dewhurst - -  I ' m  sorry.  I s  

Vlr. Dewhurst excused? 

CHAIRMAN JABER: Yes. Yes. 

MR. GUYTON: Thank you. 

CHAIRMAN JABER: The next witness i s  M r .  Yeager. And 

Mhile you b r i n g  him up, FP&L, we w i l l  take a ten-minute break. 

(Recess taken. 1 

CHAIRMAN JABER: We are ready t o  get s tar ted.  C a l l  

your next witness. 

MR. BUTLER: We'd c a l l  Mr. Yeager. And I bel ieve 

that  Mr. Yeager has previously been sworn. 

WILLIAM YEAGER 

das ca l l ed  as a witness on behal f  o f  F lo r ida  Power & L igh t  

Company and, having been du ly  sworn, t e s t i f i e d  as fo l lows: 

DIRECT EXAM1 NATION 

BY MR. BUTLER: 

Q Mr. Yeager, would you please 

address f o r  the record. 

A Yes. W i l l i a m  Yeager, 700 Un, 

Beach, F1 o r i  da . 
Q By whom are you employed and 

s ta te  your name and 

verse Boul evard, Juno 

i n  what capacity? 

A By F lo r ida  Power & L igh t  as the General Manager o f  

F1 or ida Projects . 
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Do you have before you p r e f i l e d  d i r e c t  testimony 

:onsisting o f  29 pages, I ' m  sorry,  excuse me, 26 pages and 

i t tached documents WLY - 1 through WLY - 14? 

Q 

A Yes, I do. 

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

J i rect ion,  supervision o r  cont ro l?  

A Yes, they were. 

MR. BUTLER: I ' d  ask t h a t  the next e x h i b i t  number, 

vhich I bel ieve i s  29, be assigned as a composite t o  h i s  

Aocuments. 

CHAIRMAN JABER: Sure. Hearing E x h i b i t  29 w i l l  be 

i d e n t i f i e d  f o r  WLY-1 through - -  what's the l a s t  number? 

MR. BUTLER: 14. 

CHAIRMAN JABER: Thank you. Through WLY - 14. 

(Exh ib i t  29 marked f o r  i d e n t i f i c a t i o n .  1 

3Y MR. BUTLER: 

Q Mr. Yeager, are you also sponsoring por t ions o f  FPL's 

Need Study i n  t h i s  proceeding? 

A Yes. I sponsor Appendix L and cosponsor Section 111, 

V and V I 1  o f  the Need Study. 

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

d i r e c t  testimony? 

A Yes, I have. 

Q As revised by the  e r ra ta  sheet, do you adopt t h i s  

p r e f i l e d  testimony as your testimony i n  t h i s  proceeding? 
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A Yes, I do. 

MR. BUTLER: I ' d  ask t h a t  Mr. Yeager's p 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 read. 

CHAIRMAN JABER: P r e f i l e d  d i r e c t  testimony o f  W i l l i a m  

L Yeager as revised by the er ra ta  sheet w i l l  be inser ted i n t o  

the record as though read. 

MR. BUTLER: Thank you. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

DIRECT TESTIMONY OF WILLIAM L. YEAGER 

DOCKET NOS. 020262-EI, 020263-E1 

JULY 16,2002 

Please state your name and business address. 

My name is William L. Yeager. My business address is Florida Power & 

Light Company, Power Generation Division, 700 Universe Boulevard, Juno 

Beach, Florida, 33408-0420. 

By whom are you employed and what is your position? 

I am employed by Florida Power & Light Company (“FPL” or the 

“Company”) as General Manager of Florida Projects. 

Please describe your duties and responsibilities in that position. 

I am responsible for the overall management and direction of licensing, 

engineering, procurement, construction and start-up activities associated with 

new supply-side generation projects for the Company. This includes the 

proposed Martin Unit 8 and Manatee Unit 3 combined cycle generation 

projects, 

Please describe your educational background and business experience. 

I received a Bachelor of Mechanical Engineering from the Georgia Institute of 
1 
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Technology in 1982. I am a registered professional Engineer in the State of 

Florida and a member of the American Society of Mechanical Engineers. 

I began my career as a mechanical engineer with FPL in 1982. In 1987, I was 

lead engineer for the preliminary engineering phase of Lauderdale Units 4&5, 

two 400 MW combined cycle repowered units that came on line in 1992. 

From 1988 to 1991, I was the Project Engineering Manager for FPL’s Martin 

Units 3&4, two 400 M W  combined cycle capacity additions. This project is 

noteworthy in the history of power generation because the four General 

Electric (GE) Model 7221 combustion turbines were the first to utilize the 

DLN2 dry low NO, combustion system. The project overcame significant 

issues associated with this first of a kind installation - exceeding all 

performance and reliability targets and finishing under budget and on 

schedule. 

Following completion of Martin Units 3&4, I spent the next four years in 

various management capacities at the FPL Martin Plant site, increasing my 

operational knowledge of combined cycle and conventional oillgas-fired 

power plants. I then spent two years as Operations Manager for ESI (now 

FPL Energy), an unregulated affiliate of FPL, and two years as FPL’s 

Manager of Combustion Turbines. From 1999 through 2001, I was Plant 

General Manager of FPL’s Manatee Plant. 

2 
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A. 

What is the purpose of your testimony in this proceeding? 

I describe the site and unit characteristics for the combined cycle power plants 

proposed for FPL’s Martin and Manatee plant sites, including the size, 

number and types of units, their heat rates and operating characteristics (i.e., 

equivalent availability factor, equivalent forced outage rate, capacity factor, 

and operating costs), the fuel types, the estimated cost of each installation, and 

the projected in-service dates. I discuss FPL’s experience with building and 

operating combined cycle generating plants and demonstrate that the 

assumptions made for the Martin and Manatee projects are reasonable and 

achievable. 

Q. 

A. 

Are you sponsoring an exhibit in this case? 

Yes. It consists of the following documents: 

Document WLY-1 

Document WLY-2 

Typical 4x1 CC Unit Process Diagram 

FPL Operational Combined Cycle Plants & FPL 

Combined Cycle Construction Projects In Progress 

Martin Plant Vicinity Map 

Martin Unit 8 Project Boundary 

Martin Unit 8 Typical Power Block Area 

Martin Unit 8 Fact Sheet 

Overall Water Balance for the Martin Site 

Martin Unit 8 / Manatee Unit 3 Expected 

Construction Schedule 

Document WLY-3 

Document WLY-4 

Document WLY-5 

Document WLY-6 

Document WLY-7 

Document WLY-8 
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A. 

Document WLY-9 

Document WLY-10 

Document WLY-11 

Document WLY-12 

Document WLY-13 
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Martin Unit 8 / Manatee Unit 3 Construction Cost 

Components 

Manatee Plant Vicinity Map 

Manatee Unit 3 Project Boundary 

Manatee Unit 3 Typical Power Block Area 

Manatee Unit 3 Fact Sheet 

Overall Water Balance for the Manatee Site 

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

Yes. I sponsor Appendix L, and co-sponsor Sections I11 and VI11 of the Need 

Study. 

Overview of Combined Cycle Technology 

Description of Technology 

Would you please describe the combined cycle technology that will be 

used for the Martin and Manatee Projects? 

Referring to Document WLY-1, a combined cycle unit is a hybrid of 

combustion turbines (CTs), heat recovery steam generators (HRSGs), and a 

steam-driven turbine generator (STG). Each of the combustion turbines 

compress outside air into a combustion area where fuel, typically natural gas 

or light oil, is burned. The hot gases from the burning fuel ais mixture drive a 
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turbine, which, in tum, directly rotates a generator to produce electricity. The 

exhaust gas produced by each turbine, which is on the order of 1,10O0F, is 

passed through a HRSG, before exiting the stack at approximately 200°F. The 

energy extracted by the HRSG produces steam, which is used to drive a STG. 

The utilization of waste heat from the combustion turbines provides an overall 

plant efficiency that is much better than that of the CTs or the conventional 

STG alone. 

Each CT/HRSG combination is called a “train.” The number of CT/HRSG 

trains used establishes the general size of the STG. In the case of the 

proposed Martin Unit 8 and Manatee Unit 3, four CT/HRSG trains will be 

connected to one STG; hence the terminology “four on one” (4x1) combined 

cycle plant. 

B. Operating Advantages 

Q. What level of operating efficiency is anticipated for the Martin and 

Manatee Projects? 

Each of the proposed FPL combined cycle units is based on the use of GE “F’ 

Class advanced combustion turbines. The primary difference between these 

GE 7FA CTs and conventional CTs is their efficiency. This difference results 

from higher firing temperatures made possible by advances in design. FPL 

has selected designs based on advanced CTs because they are more 

A. 
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economical than conventional CTs at the capacity factors at which they are 

expected to operate on the FPL system. 

In general, combined cycle plants can be expected to achieve fuel conversion 

rates of less than 7,000 Btu/kWh, as opposed to values in the 10,000 Btu/kWh 

range for more conventional steam-electric generating units. This is a fuel 

efficiency improvement of about 30 percent. FPL anticipates that the new 

Martin and Manatee combined cycle units will achieve a full load base heat 

rate of 6,850 Btu/kWh (@ 75°F). 

Q. 

A. 

Are there other operational advantages to combined cycle technology? 

Yes. Another advantage of the multi-train combined cycle arrangement is that 

i t  allows for greater flexibility in matching unit output to system operating 

characteristics over time. As designed, the proposed Martin Unit 8 and 

Manatee Unit 3 each can function as either a base load or intermediate unit as 

required by the Company’s system. 

C. FPL’s History of Building and Operating Combined Cycle Plants 

Q. 

A. 

Does FPL have experience in building combined cycle plants? 

Yes, FPL has extensive experience in building combined cycle plants. FPL’s 

first combined cycle plant (Putnam Units 1&2) went into service in 1976. As 

shown in Document WLY-2, FPL has already placed 4,717 M W  (net summer) 

6 
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of combined cycle capacity in service and the repowering of Sanford Unit 4 is 

scheduled to be complete by June 2003. 

Q. 

A. 

Please describe FPL’s history of operating combined cycle plants. 

As I just mentioned, FPL has 4,717 M W  (net summer) of combined-cycle 

equipment presently in-service, including 14 GE 7FA CTs. Our expertise with 

this equipment and our commitment to total operational quality enabled us to 

achieve an operating run of 203 consecutive days-a world record for F 

technology GE equipment at that time. 

In addition to its combined cycle operating experience, FPL has extensive 

experience operating simple-cycle CTs, which comprise the “front end” of the 

combined cycle technology. FPL has operated eight GE 7FA CTs in simple- 

cycle mode at its Fort Myers and Martin plant sites in Florida. FPL also has 

been operating 48 smaller simple-cycle units for approximately 30 years. 

Q. Please characterize FPL’s track record in building and operating 

combined cycle units. 

FPL has consistently completed all combined cycle construction projects in 

time to supply the needs of the customer. This is commendable, given the 

complexities that are inherent in the design and construction of the repowering 

projects that I just mentioned. 

A. 
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In meeting our obligation to serve, we have also demonstrated our ability to 

construct reliable and efficient plants. For example, in 1994 we began 

commercial operation of two new combined cycle units at our Martin plant 

and, just two years later, were awarded Power magazine’s Power Plant of the 

Year Award for world-class performance in O&M and availability. In 

addition, this plant has excellent environmental characteristics. 

To ensure ongoing best-in-class performance in today’s highly competitive 

electricity generating industry, FPL focuses on excellence in people, 

technology and business and operating processes. 

FPL promotes a shift team concept in its power plants that emphasizes 

empowerment, engagement and accountability, with an understanding that 

each employee has the necessary knowledge, slull and motivation to perform 

any required task. This multifunctional, team-driven and well-trained 

workforce is the key to our ability to consistently meet and often exceed plant 

performance objectives. 

With world-class operational skills upon which to draw, we maximize the 

value of our growing assets by utilizing the best practices that underlie FPL’s 

industry-leading positions. Our fossil-fueled fleet reached an all-time high of 

90% availability in 2000 and 2001, ranking well above the 2000 industry 

average of 84% and placing FPL among the nation’s best performers. 

8 
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Q. Please describe how FPL monitors the operational performance of its 

power plants. 

A. Technology is also helping us optimize plant operations, gain process 

efficiencies and leverage the deployment of technical skills as demand for 

services increases. An example is our Fleet Performance and Diagnostics 

Center (FPDC) in Juno Beach, Florida. The FPDC gives us the capability to 

monitor every fossil-fueled plant in the FPL system. We can compare the 

performance of like components on similar generating units, determine how 

we can make improvements and prevent problems before they occur. Live 

video links can be established between the FTDC and plant control rooms to 

immediately discuss, prevent and solve problems. Last year, FPL was 

presented with an Industry Excellence Award from the Southeast Electric 

Exchange for the FPDC. The proposed Martin Unit 8 and Manatee Unit 3 

combined cycle projects will be connected to the FPDC. 

11. Martin Combined Cycle Project 

A. Site Description 

Q. 

A. 

Please describe the existing facilities at the Martin Plant site. 

The Martin Plant has reliably supplied electric power to FpL’s customers 

since 1980, when Unit 1 began operation. The Martin Plant site occupies 

9 



9 4 5  I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
1 
I 
IE 
I 
1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

11,300 acres near Indiantown, Florida, A vicinity map of the Martin Plant site 

is presented on Document WLY-3. 

The generating capacity of the Martin Plant has increased over the years 

through the addition of new units to meet increasing demand for electricity. 

Generating units at the Martin Plant site (and their current net peak summer 

capacity) presently include: Units 1 (814 MW) and 2 (799 M W ) ,  which are 

residual oilhatural gas-fired steam units; Units 3 and 4 (natural gas-fired 

combined cycle units, with a peak summer capability of 467 M W  and 468 

M W ,  respectively) and Units SA and 8B (natural gas-firedlight oil, simple 

cycle combustion turbines, each with a peak summer capability of 159 MW). 

The Martin Plant site currently has a total summer net generating capability of 

approximately 2,846 Mw. The site includes a 6,800-acre cooling pond that 

serves Units 1 ,2 ,  3, and 4. 

Q. 

A. 

Has the Martin Plant site previously been identified for unit expansion? 

Yes. The Martin Plant site has long been identified as a possible site for 

additional generating capacity. When site certification for Units 3 and 4 was 

issued in 1991, the Governor and Cabinet, acting as the Siting Board, also 

recognized the Martin Plant site’s suitability for further capacity expansions. 

The Martin Plant site has been identified as a preferred location for additional 

generating capacity in each of FPL’s Ten Year Power Plant Site Plans for the 

past decade. 

10 
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Q. Please discuss the proposed location of Martin Unit 8 relative to the 

existing units on-site. 

The project boundary for the Martin Unit 8 project is shown on Document 

WLY-4. The portion of the Martin Plant site that will be occupied by 

temporary and permanent project facilities comprises approximately 44 acres 

within the defined project area of approximately 110 acres. The entire project 

area is within the existing certified portion of the site. Existing Units 1, 2, 3, 

and 4 will remain in operation and will not be impacted by the project. 

A. 

The location of the new combined cycle Unit 8 at the existing Martin Plant 

site and the selection of the combined cycle technology will maximize the 

beneficial use of the site while minimizing environmental, land use, and cost 

impacts otherwise associated with development of a large power plant. The 

Project will utilize a number of existing facilities, while increasing the 

generating capacity of the site without increasing the overall size of the site. 

B. Martin Unit 8 Project 

Q. 

A. 

Please describe the proposed Martin Unit 8 project in more detail. 

The project involves converting the existing Units SA and 8B CTs from 

simple cycle to combined cycle and the construction of two new CTs 

designated 8C and 8D. The unit’s general arrangement resulting from this 

marriage of new and existing CTs is shown on Document WLY-5. 

11 
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Unit 8 will be a 4x1 combined cycle unit consisting of four 159-MW GE "F" 

Class advanced CTs, with dry low-NO, combustors and four HRSGs, which 

will use the waste heat from the CTs to produce steam to be utilized in a new 

steam turbine generator. By utilizing the otherwise wasted heat from the CTs 

in four new HRSGs, the resulting combined cycle unit will be much more 

efficient than the existing Martin 8A & 8B simple cycle CTs. 

Each CT unit will utilize inlet air evaporative cooling. Direct inlet fogging 

systems achieve adiabatic cooling using water to form fine droplets (fog). The 

result of the fogging is a cooler, more moisture-laden air stream. This allows 

additional power to be produced more efficiently, For the GE Frame 7FA CT, 

an 8°F average decrease in temperature would result in a 3.0 percent increase 

in power and an associated 1.2 percent decrease in heat rate. Thus, while 

power increases, the production of power is more efficient with lower 

emissions per MWh generated. 

The inlet foggers would normally be utilized when the ambient air 

temperature is greater than 60°F. Since the average annual temperature for 

the Martin site is approximately 75"F, the output and heat rate benefits of 

fogger operation are included in the base rating of 984 MW (net summer) for 

Martin Unit 8. 

Duct burners are also proposed for each HRSG. The duct burners can be fired 

12 
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during peak demand periods to add an additional 96 MW of capacity to the 

unit at an incremental heat rate of 8,770 Btu/kWh. 

An additional 27 MW of output can also be achieved by raising the fuel flow 

to the CT for “peak firing mode” operation. Peak firing reduces the heat rate 

of the entire unit and the expected incremental heat rate for peak firing is 

5,600 Btu/kWh. However, peak firing will shorten the normal replacement 

period for some CT components, so it will normally be reserved for peak need 

periods and not routinely dispatched ahead of duct firing - even though the 

incremental heat rate for this mode of operation is less than the incremental 

heat rate for all forms of fossil power generation. 

Martin Unit 8, with a summer generating capacity of approximately 1,107 

MW (net) from the base operation, duct burning, and peak firing capabilities 

described above, will be among the most efficient electric generators in 

Florida. It will result in a summer net increase of approximately 789 MW in 

the Martin Plant site’s capacity after accounting for the 318 MW already 

being provided by CT Units 8A and 8B. The expected operating 

characteristics of Martin Unit 8 are shown in Document WLY-6. 

Q. 

A. 

Please describe the potential air emissions of the Martin Unit 8 project. 

Protecting the environment while providing safe, reliable and adequate power 

to customers is of great importance to FPL. FFL’s Martin Plant will continue 

13 
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to comply with all applicable regulatory standards through construction and 

operation of Martin Unit 8. 

The project will have lower overall impacts than were previously reviewed 

and found acceptable in the 1991 “ultimate site capacity” certification for the 

Martin Plant site. The use of clean fuels and combustion controls will 

minimize air emissions from Martin Unit 8 and ensure compliance with 

applicable emission-limiting standards. Using clean fuels minimizes 

emissions of sulfur dioxide, particulate matter and other fuel-bound 

contaminants. Combustion controls similarly minimize the formation of 

nitrogen oxides (NO,) and the combustor design will similarly limit the 

formation of carbon monoxide and volatile organic compounds. When firing 

natural gas, NO, emissions will be controlled using dry low-NO, combustion 

technology and selective catalytic reduction (SCR), which will limit NO, 

emissions to 2.5 parts per million volume dry (ppmvd) (@ 15% 0 2  on natural 

gas). Water injection and SCR will be used to reduce NO, emissions during 

CC operation when firing light oil. These design alternatives maximize 

control of air emissions while balancing economic, environmental, and energy 

impacts, consistent with regulatory requirements for emission rates reflecting 

use of the “best available control technology.” Taken together, the design of 

Martin Unit 8 will incorporate features that will make it one of the most 

efficient and clean power plants in Florida. 

14 
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C. FuelTypes 

Q. 

A. 

What types of fuel will Martin Unit 8 be capable of using? 

The project wilI be capable of using two fuel types: natural gas and light oil. 

The testimony of Mr. Gerard Yupp provides the details for the transportation 

alternatives to supply the proposed Martin Unit 8 with fuel. 

D. Water Supply - Access and Availability 

Q. What are the water requirements for the Martin Unit 8 project and how 

will they be met? 

The overall water balance for the Martin site is shown on Document WLY-7. 

Primary water uses for Martin Unit 8 will be for condenser cooling, 

combustion turbine inlet foggers, steam cycle makeup and service water. 

Water also will be used on a limited basis for NO, control when using light 

oil.. Condenser cooling for the steam cycle portion of Unit 8 will be 

accomplished with water from the existing cooling pond. Service and process 

water for the project will come from the cooling pond. Make up water to the 

pond will continue to come from the St. Lucie Canal in accordance with the 

current South Florida Water Management District consumptive use allocation 

for the site. 

A. 
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E. Electric Transmission Interconnection Facilities 

Q. How will the Martin Unit 8 project be interconnected to FPL’s 

transmission network? 

The electricity generated by Martin Unit 8 will interconnect with FPL’s 

existing transmission network at the Martin site’s existing system substation. 

A. 

F. Proposed Construction Schedule 

Q. What is the proposed construction schedule for the Martin Unit 8 

project? 

A summary of construction milestone dates is shown on Document WLY-8. 

FPL will begin construction upon receipt of the necessary federal and state 

certifications and permits. The expected construction duration for the Martin 

Unit 8 project is 24 months, based on our experience constructing Martin 

Units 3&4 and the rate of progress for our current construction projects at our 

Fort Myers and Sanford plants. Therefore, with a planned in-service date of 

June 2005 to help meet FPL’s load requirements, FPL anticipates that 

construction must commence on or before June 1,2003. 

A. 

Q. What is the current status of the certifications and permits required to 

begin construction of Martin Unit 8? 

16 
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A. As of July 10, 2002, the Martin 8 site certification application has been 

deemed sufficient by the Florida Department of Environmental Protection 

(FDEP). The state-mandated land use hearing for the project was held and the 

Administrative Law Judge has forwarded a favorable Recommended Order to 

the Governor and Cabinet for review and approval. 

G. Estimated Construction Costs 

Q. 

A. 

What does FPL estimate that the Martin Unit 8 wiIl cost? 

In the economic analysis, the expected installed cost for the Martin Unit 8 is 

$439 million (2005 dollars), exclusive of transmission integration. This cost 

includes $389 million for the power block, $7 million for the transmission 

interconnection, and $43 million in allowances for funds used during 

construction (AFUDC) to an in-service date of June 2005. The components of 

the total plant cost are shown in Document WLY-9. 

Q. Are these estimated costs for Martin Unit 8 consistent with the estimated 

costs in the 2002 Supplemental Request for Proposals (Supplemental 

FWP)? 

A. Yes, these plant costs are consistent with FPL’s estimates in Table VI-1 of the 

Supplemental RFP. 

17 
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111. Manatee Combined Cycle Expansion Project 

A. Site Description 

Q. 

A. 

Please describe the existing facilities at the Manatee Plant site. 

As shown on Document WLY-10, the Manatee Plant is located in Manatee 

County, just east of Parrish, Florida. The plant was originally constructed in 

the mid-l970s, with the commercial in-service dates for Units 1 and 2 in 

October 1976 and December 1977, respectively. 

The peak summer capacity (net) of the existing units are as follows: 

Unit 1 - 809 MW (peak summer capacity) 

- Steam electric generating unit firing residual oil 

Unit 2 - 810 MW (peak summer capacity) 

- Steam electric generating unit firing residual oil 

Q. 

A. 

Is the Manatee site suitable for the Manatee Unit 3 project? 

Yes. The location of the new combined cycle Unit 3 at the existing Manatee 

Plant site and the selection of the combined cycle technology will maximize 

the beneficial use of the site while minimizing environmental, land use, and 

cost impacts otherwise associated with development of a large power plant. 

The new CTs and associated HRSGs will be located in an area that has 

already been affected by existing uses at the plant. The project will utilize a 

18 
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number of existing facilities, while increasing the generating capacity of the 

site without increasing the overall size of the site. 

B. Manatee Unit 3 Project 

Q. 

A. 

Please describe the Manatee Unit 3 project in more detail. 

The project will be located west of the existing Units 1 and 2 on the existing 

9,500-acre Manatee Plant site. Document WLY-11 presents the boundary of 

the project area, which comprises approximately 73 acres. The new CTs and 

associated HRSGs will be located in an area that has already been affected by 

existing uses at the plant. 

The proposed Manatee Unit 3 will be a 4x1 combined cycle unit consisting of 

four 159-MW GE "F" Class advanced CTs, with dry low-NO, combustors and 

four HRSGs, which will use the waste heat from the CTs to produce steam to 

be used in a new steam turbine generator. The proposed power block 

arrangement is shown on Document WLY-12. 

Like Martin Unit 8, the inlets of each combustion turbine will be outfitted 

with an evaporative cooling (fogging) system. Based on the average annual 

temperature for the Manatee site, the output and heat rate benefits associated 

with fogger operation are included in the base rating of 984 M W  (net summer) 

for Manatee Unit 3. 

19 
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Duct burners are also proposed for each HRSG. The duct burners can be fired 

during peak demand periods to add an additional 96 MW of capacity to the 

base unit at an incremental heat rate of 8,770 Btu/kWh. 

An additional 27 M W  can also be achieved by raising the fuel flow to the CT 

for “peak firing mode” operation. Since peak firing reduces the heat rate of the 

entire unit, the expected incremental heat rate for peak firing is 5,600 

BtukWh. However, peak firing will shorten the normal replacement period 

for some CT components, so it will normally be reserved for peak need 

periods and not routinely dispatched ahead of duct firing. 

Manatee Unit 3 will have a total peak summer generating capacity of 

1,107 MW (net) from the base operation, duct burning, and peak firing 

capabilities described above. The expected operating characteristics of 

Manatee Unit 3 are shown in Document WLY-13. 

Q. 

A. 

Please describe the potential air emissions of the Manatee Unit 3 project. 

FpL’s Manatee Plant will continue to comply with all applicable regulatory 

standards through construction and operation of Manatee Unit 3. 

The use of natural gas and combustion controls will minimize air emissions 

and ensure compliance with applicable emission-limitation standards. Using 

natural gas minimizes emissions of sulfur dioxide, particulate matter and other 

20 
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fuel-bound contaminants. Combustion controls similarly minimize the 

formation of NO, and the combustor design will similarly limit the formation 

of carbon monoxide and volatile organic compounds. NO, emissions will be 

controlled using dry low-NO, combustion technology and SCR, which will 

limit NO, emissions to 2.5 ppmvd (@ 15% 0 2  on natural gas). The design of 

Manatee Unit 3 will incorporate features that will make it one of the most 

efficient and clean power plants in Florida. 

C. FuelTypes 

Q. 

A. 

What types of fuel will Manatee Unit 3 be capable of using? 

The CTs and HRSG duct bumers will be capable of using only natural gas. 

Please refer to the testimony of Mr. Gerard Yupp for discussion of the 

transportation alternatives to supply the proposed Martin Unit 8 with fuel. 

D. Water Supply - Access and Availability 

Q. What are the water requirements for the Manatee Unit 8 project and how 

will they be met? 

The water supply for the Manatee project will be similar to that of the Martin 

project, in that water will be obtained from an existing 4,000-acre cooling 

pond. With make up water provided from the Little Manatee River, this 

cooling pond will continue to be the source of cooling, service and process 

A. 
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water for the Manatee Plant after the addition of Unit 3. Total site 

consumptive use will continue to be in accordance with the current Southwest 

Florida Water Management District water use agreement. The overall water 

balance for the Manatee Plant, including Unit 3, is shown in Document WLY- 

14. 

E. Electric Transmission Interconnection Facilities 

Q. How will the Manatee Unit 3 project be interconnected to FPL’s 

transmission network? 

The project will connect to the existing on-site system substation via a new tie 

line. The existing on-site system substation will be expanded to accommodate 

the new interconnection to FPL’s electric transmission system. 

A. 

F. Proposed Construction Schedule 

Q. What is the proposed construction schedule for the Manatee Unit 3 

project? 

Manatee Unit 3 will be a sister to Martin Unit 8, so the expected construction 

duration will also be 24 months. With a planned in-service date of June 2005 

to help meet FPL’s load requirements, FPL anticipates that the Manatee Unit 

3 construction must commence on or before June 1, 2003. A summary of the 

construction milestone dates is shown on document WLY-8. 

A. 
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Q. What is the current status of the certifications and permits required to 

begin construction of Manatee Unit 3? 

As of July 10, 2002, the Manatee Unit 3 site certification application has been 

deemed sufficient by the FDEP. Zoning and site plan approval requests have 

been filed with Manatee County in support of the state-mandated land use 

hearing. The Manatee County Planning Commission has recommended 

approval of the Rezoning, General Development Plan and Preliminary Site 

Plan. 

A. 

G. Estimated Construction Costs 

Q. 

A. 

What does FPL estimate that Manatee Unit 3 will cost? 

In the economic analysis, the expected installed cost for the proposed Manatee 

Unit 3 is $551 million, exclusive of transmission integration. This cost 

includes $482 million for the power block, $10 million for the transmission 

interconnection, and $59 million in allowances for funds used during 

construction (AFUDC) to an in-service date of June 2005. The components of 

the total plant cost are shown in Document WLY-9. 

Q. Are these estimated costs for the Manatee Unit 3 project consistent with 

the estimated costs in the 2002 Supplemental RF’P? 

Yes, these plant costs are consistent with FPL’s estimates in Table VI-2 of the 

Supplemental RFP. 

A. 
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IV. Consequences of Delay 

Q. What consequences would be likely if the need determination for either 

project were delayed? 

In order to achieve our reliability criteria for summer 2005, FPL has set an in- 

service date of June 2005 for both projects. Each project has a projected 24 

month construction schedule, which dictates that construction begin on or 

before June 1, 2003. Consistent with this schedule for commencing 

construction, FPL needs to receive a site certification for each project by the 

end of May 2003, with the air permit to be issued concurrently or shortly after 

site certification. This remains a realistic timetable for the site certification, 

but with less than one month between the expected date upon which all 

approvals would be received, and the actual date that construction must begin 

to support a June 2005 in-service date, it is imperative that the FDEP receive 

all agency reports (including the Commission’s Need Determination) report in 

a timely matter. Based on FPL’s experience with the FDEP site certification 

process, FPL asks the Commission to vote to issue affirmative Need 

Determinations by no later than November 19,2002. 

A. 

If the licensing of the project is delayed beyond June 1, 2003, FPL may not be 

able to meet its system reliability criteria in 2005. Also, the introduction of 

new low cost energy would be delayed to the detriment of FPL’s customers. 

24 
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V. Conclusion 

Q. What level of confidence does FPL have in the cost projections and 

construction schedules for the plants discussed herein? 

In establishing the construction schedule and capital cost estimates for these 

plants, FPL has drawn upon its design and construction experience in Florida. 

We are confident that our current design philosophy and construction 

processes will allow us to complete these power blocks and associated 

transmission interconnections on schedule and in accordance with the 

expected construction costs, which our analyses have shown to be the best 

alternatives for our customers. 

A. 

Q. Please summarize your testimony. 

A. F’PL’s Martin Unit 8 and Manatee Unit 3 projects will use highly efficient 

low-emission combined cycle technology, with which FPL has a great deal of 

experience building and operating. FTL is confident of the accuracy of our 

construction cost estimates and projected unit capabilities. 

The Martin and Manatee sites are ideal locations for these projects because of 

the existing electric generating plant, gas transmission and electric 

transmission infrastructure, and minimal expected incremental environmental 

impacts compared to “greenfield” sites. There are no water supply, fuel 

25 
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supply, transmission or other constraints that will interfere with FPL’s ability 

to successfully construct and operate either facility. 

Q. 

A. Yes. 

Does this conclude your testimony? 

26 
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!Y MR. BUTLER: 

Q 

;esti mony? 

Mr. Yeager, would you please summarize your 

A Yes. Good morning, Madam Chair and Commissioners. 

CHAIRMAN JABER: Good morning. 

THE WITNESS: I ' d  l i k e  t o  s t a r t  o f f  w i th  a l i t t l e  b i t  

if background about the Power Generation D iv is ion  and what our 

2xperiences are. 

We cur ren t ly  operate 4,700 megawatts o f  combined 

Zycle a t  f i v e  s i t es  i n  F lor ida,  and w e ' l l  be adding another 957 

negawatts next year. FPL was one o f  the f i r s t  companies t o  get 

in to  the combined cycle operations w i th  our Putnam Plant i n  

1976. This year we've completed the F t .  Myers repowering 

)reject, we're i n  the process o f  bu i l d ing  the Sanford 

repowering pro jects  , which the  f i r s t  stage was completed 

2 a r l  i e r  t h i s  year. 

Our f o s s i l  f l e e t  has a s i x  percent higher 

avai 1 abi 1 i t y  than the nat ion average, industry average, pl acing 

us as the, one o f  the premiere operating companies i n  the U.S. 

I n  fac t ,  we've been recognized i n  a number o f  ways f o r  our 

operating and construction experience. 

For example, i n  1994 we were acknowledged by Power 

magazine f o r  the construction expert ise w i th  the Power Plant o f  

the Year Award f o r  the Mart in 3 and 4 pro ject ,  which i s  a 

pro ject  t h a t ' s  very s i m i l a r  t o  the ones tha t  we're t a l k i n g  
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about i n  these proceedings. 
Power Generation's role i s  t o  develop the, 

independently develop the self-build options for the 2005 and 

2006 needs. And based on the, an inner design process t h a t  we 
used, we've determined t h a t  four-on-one combined cycles a t  the 
Martin s i te  and the Manatee si te would be the best alternatives 
for the self-build options.  

We have a ,  we have a 
combined cycles, and w i t h  t h a t  
our costs of performance are b 

very large 
experience 
t h  very re 

experience i n ,  i n  

we, we, we know t h a t  
l i s t i c  and 

achievable. And we base this on the experience i n  constructing 
and operating and the lessons learned from our F t .  Lauderdale 
repowering project, our Martin 3 and 4 combined cycle projects, 
the F t .  Myers and Sanford repowering projects. 

A very important poin t  of combined cycle, and i t ' s  
really the heart and the most critical component is  the 
combustion turbine. And the combustion turbines t h a t  we're 
using on these projects are General Electric 7FAs. And Florida 
Power & Light has the most experience of any company i n  the 
world on operating 7FAs. In fact, we have the f i r s t  four t h a t  
General Electric built,  which i s  our Martin 3 and 4, the CTs 
used i n  our Martin 3 and 4 project. 

The, the forced and the planned outage component 
numbers t h a t  we used i n  the self-build opt ion are consistent 
w i t h  the operating experience t h a t  we've had a t  Martin and,  i n  
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add i t ion  t o  t h a t ,  the improvements t h a t  General Electric has 
made i n  these, these latest generation of seven up phase. 

W i t h  the techniques t h a t  we've utilized a t  Martin 
3 and 4 we can confidently predict t h a t  we will have a one 
percent forced outage rate and a 97 percent avai  1 abi 1 i t y .  

Now some of the parties i n  this proceeding have 
stated t h a t  we are very aggressive i n  our numbers, and t h a t  
would be true compared t o  the industry average. B u t  FPL 

consistently far exceeds the industry average i n  a l l  these 
components, so we're very confident i n  these numbers. 

There's an addi t iona l  factor, some addi t ional  facts 
about the units. They' re very favorable environmental 
attributes. They're both a t  existing s i tes ,  which minimize the 
impact on the environment. They've been designed t o  minimize 
air  emissions. The water usage will come out  of the existing 
cooling ponds and, i n  fact ,  i s  w i t h i n  the allocations t h a t  
those two si tes currently have. And i n  the - -  the progress 
t h a t  we've made through the permitting so far has been very 
favorable w i t h  no issues t h a t  would affect either the cost or 
scheduling, you know, estimates. 

So i n  conclusion, Power Generation is  a world-class 
constructor and operator of power plants, we have extensive 
combined cycle experience of over 25 years and consistently 
we're better t h a n  the industry averages. Our cost and 

performance is  very realist ic and achievable, and the si tes 
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lave very favorable environmental aspects. That concl udes my 

statement . 
MR. BUTLER: Thank you, Mr. Yeager. I tender 

4r. Yeager f o r  cross-examination. 

CHAIRMAN JABER: Thank you. Mr. Moyle? 

CROSS EXAM1 NATION 

3Y MR. MOYLE: 

Q Good morning, Mr. Yeager. I ' m  Jon Moyle. I have a 

few questions f o r  you t h i s  morning. 

A Good morning. 

Q PGD, t h a t ' s  a term we've 

lays, we've thrown i t  around. Cou 

vhat t h a t  i s ?  

used i n  the  l a s t  couple o f  

d you t e l l  the  Commission 

A Yes. PGD i s  f o r  Power Generation D iv is ion .  I t ' s  the 

) a r t  o f  the  company t h a t  I ' m  i n  t h a t  operates and - -  we l l ,  

x r r e n t l y  operates and has constructed combined power p lan ts  

for  the  company. 

Q 
A 

Q 

How long have you been i n  t h i s  d i v i s ion?  

I ' v e  been i n  the  d i v i s i o n  f o r  20 years. 

Did I hear you c o r r e c t l y  i n  your opening statement t o  

jdmit t h a t  your numbers were aggressive as compared t o  the 

industry average? 

A No. What I said  i s  we've been, other pa r t i es  have 

said t h a t  our numbers are aggressive. And compared t o  the 

industry averages, i f  you compared our numbers t o  the  indus t ry  
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averages, ours are better t h a n  the industry averages like 
the - -  bu t  that ' s  based on our existing units' performance. 

Q Okay. So you d i d n ' t  use the word aggressive, but  

yours are - -  
A Are consistent w i t h  our abilities and proven 

ierformance i n  operating power plants. 

Q 
A Tha t ' s  correct. 
Q Okay. Did PGD want t o  w i n  this, this RFP? Did they 

Which is  better t h a n  the industry average? 

vant t o  be selected? 
A What, w h a t  Power Generation's role is is  t o  bu i ld  and 

iperate the power plants i n  the best way t h a t  we can. 
Q Yeah. I understand t h a t  t h a t  i s ,  that 's  w h a t  you do. 

3 u t  my question - -  and you've been i n  here, I t h i n k ,  the last 
:ouple of days. We try t o  do yes and nos and then an 
2xplanation. So i f  I could just restate my question. Did PGD 

vant t o  win  this RFP and have i t s  self-build proposal selected? 
A Yes. We would - - you know, we were trying t o  do 

something t h a t  would give us the opportunity t o  b u i l d  this. 
Q Okay. And that 's  because this is  a competition; 

:orrect? 
A No. This i s  not a competition. We - -  w h a t  we are 

trying t o  do is  develop the best possible alternative for our 
xstomers. I f  the one t h a t  i s  a self-bui d option turns out  t o  
)e the best for our customers, that 's  w h a t  we'll do. I f  i t ' s  
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not ,  then, you know - -  the goal i s  t o  do the best t h ing  f o r  the 

customers. 

Q Okay. So i s  i t  your testimony t h a t  you don ' t  view 

t h i s ,  t h i s  RFP process and the b i d  r u l e  as a competition 

between, between outside proposal s and FP&L ' s sel f - bui  1 d 

a1 ternat ives? 

A No, I don ' t  view i t  as a competition. 

Q Now I th ink  you t e s t i f i e d  i n  your opening statement a 

l i t t l e  b i t  about t h i s  GE F-class turb ine;  i s  t h a t  r i g h t ?  Did I 

get i t  r i g h t ?  

A I t ' s  a GE 7FA. 

Q 7FA. And you guys are the  world leader i n  using 

t h i s ;  correct? 

A That 's correct .  

Q How many, how many turbines do you have i n  the f l e e t  

r i g h t  now, t h i s  GE 7FA class? 

A We have - -  l e t  me make sure I have the numbers 

correct .  We have 18 i n  operation and four t h a t  are, or  s i x  

tha t  are under construction r i g h t  now. 

Q 24 t o t a l ;  i s  t h a t  r i g h t ?  

A That 's correct .  

Q 
A 

Are these machines expensive t o  repai r?  

Yes, there 's  a - - r i g h t .  There, there are, you know, 

p r e t t y  s i g n i f i c a n t  operating and maintenance costs associated 

w i th  a combustion turbine. 
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Q I was looking a t  your testimony, Page 13. You have 

some reference i n  there t o  a peak f i r i n g ,  Lines 4 through 11. 

What i s ,  what i s  peak f i r i n g ?  

A Peak f i r i n g  i s  a mode o f  operation t h a t  General 

E l e c t r i c  o f fe rs  t h a t  you operate - -  you increase the fue l  f l o w  

i n t o  the u n i t  and i t  makes addi t ional  power, and they c a l l  t ha t  

peak burn. 

Q I ' m  sorry. You increase the fuel  f low and i t  does 

what? 

A 

Q 

And i t  increases the output o f  the u n i t .  

Do you use t h i s  mode o f  operation i n  your 20, I ' m  

sorry, your 18 t h a t  you have i n  operation today? 

A We have used i t  i n  some o f  them. I t ' s  a newer, i t ' s  

a newer opt ion t h a t  they've of fered. So we have used i t  i n  the 

very newest pro jects  t h a t  we have, the Mart in 8 simple cycle 

un i ts .  

Q 

A 

So how many have you used today? 

I t ' s  i n  Mart in 8, and I believe i t ' s  a lso i n  the F t .  

Myers and Sanford repowering un i ts .  So so f a r  i t ' s  been i n  12. 

Okay. And are you planning on using i t  i n  the plants Q 
that  are the subject o f  t h i s  need determination, are you 

planning on using t h i s  peak f i r i n g ?  

A Yes. 

Q Okay. And i f  I read your testimony, i t  says t h a t  you 

can get some ext ra megawatts out o f  peak f i r i n g ;  i s  t h a t  
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correct? 
A Yes. T h a t  ' s correct. 

Q Okay. Do you know i f  using peak firing conforms t o  
the manufacturer's guidelines for operating these combustion 
turbines? 

A Yes. That's one of the operating modes t h a t  they 
have offered t o  us i n  these turbines. 

Q So they've agreed t o  back up the peak firing and i t  

doesn't impact the warranties i n  any way, shape or form i f  you 

run these units on peak firing mode? 
A That's correct. 
Q When we talked previously over the telephone, I 

tal ked t o  you a 1 i t t l e  b i t  about how you came up w i t h  your 
your numbers for, for these projects. Do you recall t h a t ?  

A Yes, s i r .  

Q And I t h i n k  you t o l d  me t h a t  your numbers were done 
i n  a construction model where you took estimates and entered 
2stimates i n t o  the construction model and turned the model on 
and that 's  sort of how you came up w i t h  your numbers; correct? 

A Yes. What we - - we have a model t h a t  out1 ines a l l  of 

the different components of a combined cycle, a l l  of the major 
?quipment, a l l  of the smaller pieces of equipment, the labor, 
iarious labor components, overheads and other factors. And we, 
de, yeah, that 's  how we estimate these projects. 

Q Okay. We also t a l  ked about,  about contracts, 

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 

971 

contracts and estimates. And I believe you agreed w i t h  me t h a t  
contracts are more binding t h a n  estimates i n  your opinion; 

isn ' t  t h a t  correct? 
A I d o n ' t  - -  I d o n ' t  believe I - -  

Q Let me ask - -  the question i s  vague. 
As we s i t  here today, do you believe t h a t  contracts 

are more, are more binding t h a n  estimates? 
A Yes, I believe they're more binding. They give you 

more certainty on the costs, b u t  they d o n ' t  necessarily give 
you more certainty on the lowest price for the project. 

They give you - -  the contracts will give you more Q 
certainty on the costs; is  t h a t  right? 

A Yes. 

Q Let's t a l k  about a l l  the, a l l  the th ings  t h a t  you 

need for a power p l a n t ,  the major pieces o f  equipment. Could 

you just briefly run through those for me? And you d o n ' t  need 
t o  describe them. Just l i s t  them. 

A The major pieces of equipment? Combustion turbine, 
heat recovery steam generators, steam turbines. T h a t  ' s 
probably the major, what you would consider the major ones. 

Q 

p l an t?  You need gas, d o n ' t  you? 

And then w h a t  else do you need t o  b u i l d  this power 

A Yeah. You need natural gas ,  you need, you know, 
smaller pieces of equipment, you need land. 

Q Okay. You need somebody t o  bu i ld  i t .  
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A Yeah. Construction companies, engineering companies. 
Q Okay. As we s i t  here today, do either of these units 

have a ,  have a contract i n  place for the CT combustion ti rbine? 
A We do not have a contract i n  place for the CT, the 

combustion turbine. We do have firm pricing. 
Q I'm sorry. Say t h a t  again.  

A No, we do not have a contract i n  place for the CTs 
for these projects. We do have firm pricing for those CTs. 

Q What i s  - -  w h a t  - -  how - -  I'm not sure I understand 
the distinction. 

A The distinction i s  because of the agreement t h a t  FPL 

Group has for combustion turbines, we have firm pricing for the 
turbines t h a t  we would require for this project. 

Q Okay. So you're relying on the agreement t h a t  FPL 

Group has for the turbines; is  t h a t  right? 
A T h a t ' s  right. 
Q Okay. Were you here i n  the room when Mr. Dewhurst 

was asked some questions about t h a t  agreement? 
A Yes, I was here. 
Q Okay. Do you know, have the turbines for these units 

been i dent i f i ed? 
A No. The turbines have not been identified. Tha t  

process takes place when you meet w i t h  General Electric, you 

scope out w h a t  the requirements are and then they're identified 
specifically. 
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Q Do you know i f  FP&L would have had t o  take a larger 

cancel lat ion charge i f  i t ' s  not using s ix  o f  GE's turbines 

pursuant t o  tha t  Flor ida Power Corporation, I ' m  sorry, Flor ida 

Power & Light Group contract? 

A No, I don' t  know. 

Q 
A Right. 

Q 

You don ' t  know one way or the other? 

Do you th ink  tha t  t h a t  was pa r t  o f  the negotiations 

wi th  GE w i th  respect t o  whether the Manatee and the Martin 

p lant  would use s i x  turbines when they renegotiated t h i s  master 

turbine contract? 

MR. BUTLER: I object. I t ' s  c a l l i n g  f o r  speculation. 

CHAIRMAN JABER: Mr. Moyle, your response, or do you 

want t o  rephrase the question? 

MR. MOYLE: Well, l e t  me see i f  I can lay a 

predicate. 

BY MR. MOYLE: 

Q Have you ever been involved i n  negotiations wi th  

turbine manufacturers? 

A Yes, I have. 

Q Do they usual ly encompass a wide var ie ty  o f  plans on 

a going-forward basis i n  terms o f  how many turbines do you need 

i n  the next ten years, those types o f  discussions, -if you were 

having, having a master contract? 

A Yes, they usual ly include tha t .  
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Q Okay. Have you been involved i n  any discussions 

re la ted  t o  the, the master contract f o r  turbines t h a t  FPL Group 

has? 

A I was involved i n  the o r ig ina l  master agreement from 

a number o f  years ago. I have not been involved i n  the changes 

l a t e l y .  

Q Given tha t ,  t h a t  predicate, would you bel ieve t h a t  i n  

a renegot iat ion over a master contract  t h a t  whether FP&L was 

going t o  take s x turbines f o r  the  Manatee and the Mart in Un i t  

would have been raised given your previous experience? 

MR. BUTLER: I ' m  going t o  renew my objection. Simply 

the f a c t  t h a t  Mr. Yeager has some experience i n  negot iat ing 

contracts doesn't g ive him special i ns igh t  i n t o  s p e c i f i c a l l y  

what i s  the case w i th  respect t o  the contract t ha t  Mr. Moyle i s  

r e f e r r i n g  to .  

CHAIRMAN JABER: M r .  Moyle? 

MR. MOYLE: I th ink  I ' m  asking him given h i s  previous 

experience would he expect t h a t  t h a t  would be an issue t o  be 

raised. 

CHAIRMAN JABER: 

THE WITNESS: I would expect t ha t  the number o f  

I'll al low the question. 

turbines would be p a r t  o f  a discussion l i k e  tha t .  

BY MR. MOYLE: 

Q Okay. We got o f f  on a l i t t l e  tangent there. But I 

was asking you about the major pieces o f  equipment. You said, 
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I th ink ,  the other major piece o f  equipment i s  a heat recovery 
- -  

A 

Q 

A heat recovery steam generator. 

Okay. Do you have contracts f o r  those a t  e i t he r  o f  

these f a c i l i t i e s ?  

A No, we do not have contracts. We do have firm bids 

f o r  those p a r t i c u l a r  pieces o f  equipment. 

Q Your counsel w i l l  have a chance t o  fo l l ow  up w i t h  you 

on some o f  these things, bu t  i f  you would j u s t  answer my 

questions yes or  no, I ' d  appreciate it. 

The firm bids i s  tha t  - -  t e l l  me what the  f i r m  b ids 

are. 

MR. BUTLER: Excuse me. I don ' t  t h i n k  t h a t ' s  fair. 

I mean, you've asked t h a t  he g ive yes and no answers. That 's 

appropriate. He's prov id ing very v a l i d  explanation t h a t  goes 

exact ly t o  what Mr. Moyle i s  asking about. He's not  taking a 

l o t  o f  t ime doing it. And simply t e l l i n g  a witness you have t o  

say yes o r  no and t h a t ' s  i t  i s  inappropriate. 

CHAIRMAN JABER: Remind me what your name i s  again. 

I s  i t  - -  
MR. BUTLER: John But le r .  

CHAIRMAN JABER: Mr. But le r .  I would appreciate a 

yes or  no answer f i r s t  and I'll allow the elaborat ion.  I don ' t  

t h ink  t h a t  a f r i e n d l y  reminder from counsel - -  and I may remind 

you l a t e r  on o f  t h i s  opportuni ty t h a t  y o u ' l l  have when CPV puts 
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ts case on - -  i s  inappropriate. 
nappropriate. Go ahead. 
Y MR. MOYLE: 

I d o n ' t  t h i n k  i t ' s  

Q Okay. Heat recovery units, you d o n ' t  have contracts 
or those, do you? 

A No. 

Q 
A 

What are you relying on? 
We're relying on the, the, the firm price bids t h a t  

e have gotten. 

Q 

A Well , le t  me, le t  me restate. We're relying now. A t  

When d id  you get these bids? 

;he time we were relying on estimates when we p u t  the original 
lumbers together. 

Q Okay. So the number is  based i n  your case are on 
stimates. B u t  now you're relying on something else; i s  t h a t  
'i ght? 

A When we p u t  the case together, estimates, they'd been 
:onfirmed by the bids  t h a t  we received. 

Q Were the, were the b ids ,  do they match up exactly t o  
;he estimates? 

A No, they were s l i g h t l y  lower. 

Q B u t  you d o n ' t  have a - - you haven't entered i n t o  
iegotiations w i t h  any o f  these folks and signed a contract, 
lave you? 

A We've entered i n t o  negotiations. We have not signed 
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1 contract. 

Q Do you know who's going t o  supply them? Have you 

ident i f ied  a suppl i e r ?  

A We s t i l l  have a number o f  suppliers a t  t h i s  po int  

that we're discussing. 

Q Have you gone through and done a f inancial  v i a b i l i t y  

malys is  o f  a l l  the suppliers? 

A 

Q 

That's par t  o f  our evaluation, yes. 

So t o  the extent t ha t  you've received 

lumber and you've determined tha t  tha t  e n t i t y  i 

A 

for t h i s .  

de have f 

Q 
2stimates 

A 

Q 

a very low 

not 

f inanc ia l l y  viable, you probably won't go w i th  them, would you? 

A Yeah. The f inancial  v i a b i l i t y  o f  the e n t i t y  i s  

important t o  whether we would u t i l i z e  t h e i r  equipment. 

Q Steam turbines. Do you have contracts f o r  steam 

turbines as we s i t  here today? 

No, we do not have a contract f o r  the steam turbine 

We do have a master agreement tha t  FPL Group has, so 

r m  p r ic ing  ava i  1 abi 1 i t y  o f  the steam turbines. 

So i s  i t  your testimony tha t  you d i d n ' t  use 

t h a t  you used the number i n  tha t  master agreement? 

Yes. 

With respect t o  contracts f o r  natural 

lave a firm transportat ion agreement f o r  natura 

here today, do you, f o r  e i ther  o f  these uni ts? 

gas, you don 

gas as we s 

t 

t 

A No, not t ha t  I ' m  aware o f .  I ' m  not real ly a par t  o f  
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tha t  area, but, no, I don ' t  bel ieve so. 

Q 

i t  not,  o f  bu i l d ing  these two uni ts? 

The engineer and - -  engineering i s  a large cost, i s  

A Yes, i t ' s  a large cost. 

Q You don ' t  have a contract f o r  the  engineering work t o  

be done f o r  these uni ts? 

A No, we don ' t  have a contract. We're i n  the l a t e  

stages o f  negot iat ion on those contracts. 

Q Okay. And the construction, you don ' t  have contracts 

f o r  the construction o f  these uni ts? 

A No, we're not - -  i n  construction we're i n  the same 

l a t e  stage o f  negotiat ions. 

Q So as we s i t  here today, what do you have contracts 

f o r  re la ted t o  these two plants besides your contracts w i t h  

your, w i th  your lawyers t o ,  you know, move these cases forward? 

A We have the lawyers and some o f  the environmental 

consultants, t h a t  type o f  th ing.  

Q Okay. Now on the environmental s t u f f ,  you and I 

talked during your deposition. T e l l  me when you s tar ted doing 

the environmental work f o r  the Manatee Un i t .  

A The environmental u n i t  f o r  the  Manatee Un i t  was begun 

i n  December o f  2001. 

Q Okay. And how about f o r  the Mart in Uni t ,  anything 

re la ted t o  what you'd have t o  f i l e  f o r  the s i t e  c e r t i f i c a t i o n ?  

A When we - -  
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Q 
A The - -  
Q First started. I'm sorry. 
A For Martin, the f i r s t  s tar t  for the four-on-one was 

When was t h a t  work done? 

i n  December. Work had been done earlier for a two-on-one 
option i n  the, i n  the summer of 2001. 

Q 
A 2001. 

Q Okay. So am I correct i n  t h a t  the work t h a t  was 

In the summer of w h a t ?  

f i r s t  started t o  take these p l a n t s  through s i te  certification 
was begun before the i n i t i a l  RFP was ever issued? 

A Yes, that ' s  correct. 

Q And was t h a t  because FP&L had decided a t  t h a t  po in t  
i n  time t h a t  i t  was going t o  self-build these units? 

A The reason for doing - - no, t h a t  i s  not - - the reason 
for starting i t  a t  t h a t  time was t o  make i t  possible t o  b u i l d  

these units i n  the time frame we needed t o  get the process 
started i f  we were going t o  be able t o  bu i ld  them. 

Q Page 12 of your testimony, you have some stuff  i n  

here about inlet a i r  evaporative cooling. Can you just 
describe t h a t  for me generally? 

A Yes. Inlet air evaporative cooling - -  a combustion 
turbine and, therefore, combined cycles ou tpu t  i s  very 
dependent on the ambient a i r  temperature. The cooler the 
temperature, the more megawatts the u n i t  makes. So evaporative 
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cool ing i s  a way o f  cool ing down the i n l e t  a i r  so i t  w i l l  

generate more power. 

Q So i f  you use these i n l e t  a i r s ,  you get more power 

out o f  the u n i t ;  i s  t h a t  correct? 

A That 's correct .  

Q Are you using these i n l e t  a i r  evaporative cooling, 

are you using t h i s  on any o f  your machines current ly? 

A Yes. Most o f  our combustion turbines have t h i s  

technol ogy. 

Q How many - - per combustion turb ine how many 

addi t ional  megawatts would you get out o f  i t  i f  you have t h i s  

technol ogy i n  p l  ace? 

A Per turbine, i f  we' r e  t a l  k ing about compared t o  a 

normal hot summer day, i t ' s ,  l e t ' s  see, i t ' s  about, i t ' s  i n  the 

neighborhood o f  5 megawatts. 

Q 5 megawatts. And how many combustion turbines do you 

have i n  your system? 

A Total - - l e t  me do some addi t ion here. I bel ieve 70. 

That 's quick math though. I t ' s  i n  t h a t  range. I f  I - -  I may 

have forgotten one i n  there. 

Q 

lese 70, how many have t h i s ,  t h i s  technology roughly? 

A About h a l f .  

Q So i f  my math i s  correct  then, i s  it, i s  i t  t r u e  then 

I ' m  not going t o  hold you t o  exact numbers. But out 

tha t  i f  FP&L i n s t a l l e d  t h i s  technology on the remaining 35, 

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 

981 

that they would realize potentially an additional 
175 megawatts? 

A No. When you were asking me about the output, it was 
on the 7FA, the larger size ones. We have that installed on 
all of those. The ones that we don't are some very small , 36 

of the very smal 1 ones. And you - - if you could do it 
cost-effectively, it would be probably less than one megawatt 
each, and there would be some environmental requirements that 
you would have to meet before you would be able to do it. 

Q Okay. So worst-case scenar 
if you've only got one megawatt each? 

A Yes, in that range. 
Q Okay. Have you done an ana 

o would be 36 megawatts, 

ysis as to what the cost 
of doing these inlet air evaporative cooling technology of 
putting it on these 36 units would be as compared to moving 
forward in 2005 with your Martin expansion? 

A We've done some cost - - yes , we've done some cost. 
We decided not to do it because we don't think it would be 
permi ttabl e. 

Q 
A 

to DEP. We talked to our legal experts. 

Did you talk with DEP about that? 
We talked to our legal experts. No, we did not talk 

Q What's the, what's the problem? What's the 
environmental probl em? 

A These units, they're very old technology. And if you 
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best available control technology type of analysis. And i t  

would be prohibitively expensive t o  try t o  bring those in to  the 
new, new, you know, the new requirements. 

Q Okay. So you'd have t o ,  you'd have t o  clean the 
p lan t s  up and bring them i n t o  current compliance i f  you made 
these changes; is  t h a t  right? 

A T h a t ' s  right. 

Q There was some discussion yesterday about 
interconnection, and there was a transmission witness ip here 
and I asked h im a bunch of questions about interconnection and 

he d i d n ' t  know much about i t .  Do you know anything about 
interconnection? 

A No, not very much. 

Q So you d o n ' t  know anyth ing  about the queuing process 
and how those decisions are made about w h a t  costs would be 
borne by entities t h a t  are lined up i n  the queue? 

A I know very l i t t l e ;  very general knowledge of i t .  

Q Okay. Do you know how FP&L treated i t s  self-build 
projects i n  terms o f  costs associated w i t h ,  w i t h  

i nterconnecti on? 
A Yes, I do. 

Q Okay. Explain,  explain t o  me how they d id?  

A The process t h a t  we use, we have a person i n  Rene 
S i l v a ' s  organization t h a t  we request t o  be entered in to  the 
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queue and then get cost estimates and then, I guess, u l t ima te l y  

interconnect studies done. So we use t h a t  process t o  get our 

cost estimates f o r  what's i n  our interconnect, our interconnect 

estimates. 

Q Do y ' a l l  have signed interconnection agreements f o r  

these two un i ts?  

A No, we do not. 

Q Okay. Let me ask you i f  you know t h i s .  L e t ' s  say 

there, there are three bidders - -  l e t ' s  say there are four 

bidders i n  the queue: A ,  B, C and D. Bidder A has an executed 

interconnection agreement, as does Bidder B. Bidder C does not  

and Bidder D does not.  

I f  FP&L were Bidder E when i t  performed the analysis, 

would i t  consider i t s e l f  f i f t h  i n  l i n e  o r  t h i r d  i n  l i n e ?  

A I don ' t  know. 

Q Do you know whether, whether the interconnection cost 

f o r  the bids submitted by outside bidders was t reated i n  the  
same way i n  which FP&L's s e l f - b u i l d s  - -  I don ' t  t h i n k  you do 

because you c a n ' t  answer t h a t  question; correct? 

A Right. No, I don ' t .  

Q Page 24 o f  your testimony. There's - - a t  the top  o f  

the page there 's  something e n t i t l e d  "Consequences o f  Delay. " 

You're not here today t e l l i n g  t h i s  Commission t h a t  they have no 

choice w i th  respect t o  t h i s  case i n  t h a t  i f  they do not approve 

your need determinations, t h a t  FP&L w i l l  not  be able t o  meet 
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oad, are you? 

No, I ' m  not t e l l i n g  the Commission tha t .  

Okay. So w i th  respect t o  keeping the l i g h t s  on, i f  

t h i s  Commission decided tha t  f o r  whatever reason FP&L d i d n ' t  

carry  f o r t h  i t s  burden, the l i g h t s  wouldn't  go out, would they? 

A 

Q I f  t h i s  need, i f  these need determinations weren't  

I ' m  not  sure I understand your question. 

approved, you're not,  you're not t e s t i f y i n g  tha t ,  t h a t  the 

l i g h t s  w i l l  go out; correct? 

A 

about tha t .  

I ' m  not  t e s t i f y i n g ,  nor am I q u a l i f i e d  t o  t e s t i f y  

Q Okay. 

CHAIRMAN JABER: Mr. Yeager, on t h a t  page I had a 

question as we l l .  The e n t i r e  page has estimated time l i nes .  

THE WITNESS: Yes. 

CHAIRMAN JABER: Assuming t h a t  the  Commission agrees 

that  there i s  a need t h a t ' s  been demonstrated by FP&L, do your 

estimated time l i n e s  include the p o s s i b i l i t y  t h a t  t h i s  

Commission would require FP&L t o  reb id  any o f  these projects? 

THE WITNESS: No. These time l i n e s  assume t h a t  the 

need determination would be made a t  t h i s ,  you know, k ind o f  the 

schedule t h a t  we've established f o r  t h i s ,  t h i s  hearing. 

I f  the - -  i f  there was a rebid,  the u n i t s  would not 

be able t o  be permitted i n  tha t ,  i n  t h a t  t ime l i n e  because the 

need, I guess the need i s  k ind o f  the c r i t i c a l  path i n t o  the, 
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i n  the power or  the Power Plant S i t i n g  Act process a t  the 

moment. 

CHAIRMAN JABER: The 

permitted w i t h i n  the estimated 

tha t  correct? 

THE WITNESS: Yes. ' 

p lants  would not be able t o  be 

i n -se rv i ce  dates; i s  t ha t ,  i s  

'hat ' s correct .  

CHAIRMAN JABER: Does t h a t  take i n t o  account the 

p o s s i b i l i t y  o f  an expedited RFP process or expedited 

permit t ing? 

THE WITNESS: Yeah. I n  fac t ,  we've already taken - -  
because we rebid,  we had t o  do an expedited, i n  fac t ,  get k ind 

o f  a special agreement w i th  the  DEP hearing o f f i c e r  t o  shorten 

some o f  t h e i r  t yp ica l  dates. So we're already on an expedited 

permi t t ing schedul e. 

CHAIRMAN JABER: Uh-huh. Okay. So then you are - -  
said d i f f e r e n t l y ,  you are saying i f  f o r  whatever reason t h i s  

Commission decides tha t  there was a problem w i t h  FP&L meeting 

pro jects  rea l  l y  cannot the requirements f o r  bidding, then these 

be completed by the in -serv ice  date. 

THE WITNESS: Yes. I ' m  sorry. 

question t o  be would we be able t o  keep 

I understood h i s  

he l i g h t s  on, and 

t h a t ' s  the p a r t  I said I wasn't q u a l i f i e d  t o  answer. 

But I can answer t h a t  we would, we would not be able 

t o  b u i l d  the plants i n  time. 

CHAIRMAN JABER: Thank you, Mr. Yeager. 
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3Y MR. MOYLE: 

Q And t h a t  my have been my f a u l t  for using a term 
that's often used around, around these parts. 

So i f  I understand i t ,  then the Commission really i n  

order for FP&L t o  meet i t s  20 percent reserve margin given the 
time frames we're under here has no choice bu t  t o  approve these 
need determinations, would t h a t  be correct, i f  FP&L were t o ,  t o  
meet i ts  20 percent reserve margin requirements i n  2005? 

A In order t o  get these projects on i n  2005, right, 
we're a t  the end of the time. 
there are for the 20 percent reserve margin. 

I d o n ' t  know what  other options 

Q Wouldn't you agree that ' s  k ind  of a tough position 
t o ,  t o  p u t  the Commission i n ?  

A I ,  I guess that ' s  a - - I guess I would agree t h a t ,  
yes, we've, i t  i s  definitely a tough position. We started a 
l o t  earlier trying not t o  be i n  this posit ion,  but  because of 

the, the two-step process t h a t  we went through, we f i n d  

oursel ves here. 

Q Do you have information as t o  why the supp 

RFP was issued? 
A 

Q 

Not directly t h a t  I was involved w i t h .  

Do you have any indirect information? 

emental 

A I'm trying t o  t h i n k  of wha t  - -  I guess w h a t  I heard 
a t  the time was there was a reason t o  ensure t h a t  we were 
getting the very best possible alternatives t h a t  we decided t o  
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go back out t o  make sure t h a t  we were, i n  f a c t ,  receiv ing the 

best a1 ternat ives.  That 's  my understanding. 

Q Did you hear anything about a concern about the 

f a i l u r e  t o  l i s t  the Manatee Uni t  as the next avoided u n i t  as 

p a r t  o f  a reason f o r  rebidding? 

A I had seen t h a t  type o f  concern i n  some o f  the press 

releases from other e n t i t i e s .  I ' m  sure a l l  o f  those type o f  

things went i n t o  a decision tha t  we made. 

Q And do you know who made t h a t  decision u l t imate ly? 

Was i t  Mr. Evanson? 

A Yeah. It was - -  u l t imate ly  he would be accountable, 

I guess, f o r  anything. 

Waters or  Rene S i l v a ' s  r e a l l y  decision a t  the  time. 

I th ink  t h a t  was r e a l l y  the, e i t he r  Sam 

Q 

A 

And they had t o  get Mr. Evanson's approval? 

He would have, he would have t o  approve tha t .  Sure. 

MR. MOYLE: May I approach? 

CHAIRMAN JABER: Uh- huh. Yes. 

BY MR. MOYLE: 

Q Now I ' m  showing you a document t h a t  the top o f  it, 

i t ' s  e n t i t l e d  "Power Generation Business Un i t . "  I th ink  when I 

asked you the question how long you'd b e a  w i t h  PGD, you said 

20 years; i s  t ha t  r i g h t ?  

A That 's correct .  

Q Okay. Does t h i s  look l i k e  a document tha t  PGD o r  a 

predecessor t o  t h a t  would, would prepare? 
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A Yes, i t  does. 

Q Okay. Let me refer you t o  Page 2 of the document. 

Over i n  the column entitled "Impact," there are four b u l l e t  

points .  Would, would you please read those four bullet points 
i n to  the record? 

A Okay. "Regional competitor units are being 
economically dispatched t o  serve FPL's native load ahead of 

FPL's installed fossil capacity. T h i s  results i n  frequent 
cycling o f  PGBU's large units designed for base load ,  

accelerating their deterioration and requiring increased 
maintenance cost. 

"PGD's capacity factor for 1990/91 averaged only 

35 percent versus 50 percent for regional IOUs. 

"Under-utilization of assets means higher t o t a l  cost 
on a cents per kW basis, due t o  less generation, t o  distribute 
fixed costs, and higher p l a n t  cycling costs. 

"Higher costs will impact our a b i l i t y  t o  compete for 
customers i n  a future open access environment . 

Q Okay. When this document was prepared, do you know 
those statements t o  be true? Have you ever seen this document 
before? 

A I may have. I t  looks like an early '90s business 
plan. So I probably have seen i t ,  but  i t ' s  been a long time. 

Q Okay. In the early '90s d i d  you believe these 
statements t o  be true, i f  you can answer t h a t  question? 
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In the early '90s d i d  I believe personally these A 

statements t o  be true? 
Q Yes. 
A I probably d i d .  

Q Tell me i f ,  i f  I'm understanding this correctly. The 
second bullet po in t ,  for example, says t h a t  your capacity 
factor averaged only 35 percent versus 50 percent for the 
regional IOUs. I interpret t h a t  t o  mean t h a t  the IOUs, the 
regional IOUs were doing better t h a n  you w i t h  respect t o  how 
they were running. Is t h a t  correct? 

A No. I t ' s  not correct t h a t  they were doing better. 
There - -  we had a different fuel mix t h a n  they had, so t h a t  was 
the reason for their higher capacity factors. 

Q The, the f i r s t  bullet point  about regional 
zompetitors being more economically dispatched t o  serve FP&L's 
native load,  would, would part of the solution t o  t h a t ,  would 

i t  be t o  update your fleet w i t h  more efficient technology? 
A T h a t  could, yes, t h a t  could be part of the solution. 

I n  fact, we d i d  repowerings t o  do t h a t .  What we were trying t o  
30 here, i f  I'm remembering i t ,  i s  trying t o  figure out  how t o  
reduce our costs so we would reduce the cost t o  our customers. 
That's wha t  this was about.  

Q Okay. And I t h i n k  a l l  of these bullets, i n  my view 
anyway, go t o  t h a t  point. 

So i f ,  i f  I was looking a t  FP&L's fleet of p l an t s  and 
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wanted t o  be more able t o  compete i n  a market, wouldn't i t  

lake sense f o r  me t o  do everything I could t o  i n s t a l l  my own 

f f i c i e n t  updated plants t o  be able t o  compete be t te r  i n  t h a t  

rena? 

A I ' m  not sure I understand what your question i s  going 

or .  

Q 

'P&L i n  19, ea r l y  ' 9 0 s  i s  having d i f f i c u l t y  because o f  some, a 

la r ie ty  o f  factors competing, would one possible so lu t ion  be t o  

r y  t o  update your f l e e t  w i th  the most e f f i c i e n t  combined cycle 

.ethnology so t h a t  you then could be using those f a c i l i t i e s ,  

:hose new combustion turb ine combined cycle f a c i l i t i e s  ahead o f  

,ome f a c i l i t i e s  t h a t  were not so e f f i c i e n t ?  I f  you can answer 

'es o r  no, I ' d  appreciate it. 

I ' m  asking as - -  i n  your view does i t  make sense i f  

CHAIRMAN JABER: I t h i n k  he 's  t r y i n g  t o  understand 

;he questi on. 
THE WITNESS: Yeah. I ' m  not  sure - -  I ' m  s t i l l  not 

'ollowing what I would say yes o r  no t o .  

IY MR. MOYLE: 

Q Sometimes lawyers get rea l  close t o  cases and they 

;hink they ' re  being real  c lear  and they ' re  not. 

I read t h i s  document t o  ind ica te  t h a t  FP&L has some 

:oncerns about i t s  competit ive f l e e t .  Would t h a t  be a correct  

-cadi ng? 

A That 's a correct  reading. 
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Q Okay. And i f  I were t o  develop a plan as t o  how FP&L 

night be more competitive, do you th ink  a component o f  t h a t  

i lan, given a l l  you know about, about t h i s  business, would be 

:o t ry  t o  make sure tha t  you, you being FP&L, uses and i n s t a l l s  

md owns newer power p lants  t h a t  are more e f f i c i e n t  as much as 

i t  can? 

A Yes. We would, o f  course, want t o  i n s t a l l  the 

iewest, most cos t -e f fec t i ve  p ro jec t  t ha t  we could. Sure. 

Q And the reason would be because the new combined 

Zycle technology, once i t ' s  i ns ta l l ed ,  w i l l  ac t  t o  displac 

some o f  the un i t s  tha t  are less e f f i c i e n t ;  correct? 

A The reason i s  i f  we're going t o  b u i l d  new power 

31ants t o  meet the needs o f  our customers, then we would want 

it t o  be the most cos t -e f fec t i ve  th ing  t h a t  we could. 

to  displace the older p a r t i c u l a r l y .  We s t i l l  have a use f o r  

the older plants. 

I t ' s  not 

Q Do you th ink  t h a t  by FP&L s e l f - b u i l d i n g  i t s  Mart in 

and Manatee f a c i l i t i e s ,  t h a t  i n  having complete control  over 

tha t ,  t h a t  t h a t  puts FP&L i n  a be t te r  competit ive pos i t i on  as 

compared t o  some o f  the other regional IOUs? 

A Yes, I guess i t  would put us i n  a be t te r  competit ive 

pos i t ion.  What I do know f o r  sure i s  t h a t  i t  puts us i n  a 

pos i t ion  t o  continue t o  drop down the costs o f  the power 

p l  ants. 

For example, a t  our Mart in 3 and 4 we've 
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significantly reduced costs from w h a t  we o r ig ina l ly  assumed i t  

vould be, so. 
Q Okay. Let me ask you t o  f l i p  t o  Page 3. Under 

'Impact" down there on the bottom of the page there's another 
iullet point ,  the f i r s t  one. Would you please just read t h a t  
in to  the record? 

A The one t h a t  s tarts w i t h ,  "The sale"? 
Q Yes. 
A Okay. "The sale of energy purchased from NUGs 

I t s  i n  a lost opportunity for FPL t o  earn a return on 
investment . " 

Q 

Ioi n t ?  
Do you know w h a t  was being conveyed i n  t h a t  bullet 

A No, not really. 
Q Okay. And w h a t  are NUGs? 
A 

Q They're the same as IPPs, aren't they? 
A I t h i n k  so. I'm not really sure. The NUG was a term 

Nonuti 1 i t y  generators. 

ised years ago, and I'm not sure i f  that 's  exactly the same 
thing as IPPs. 

Q All right. T h a t  might be a l i t t l e  unfair. 
Over t o  the l e f t ,  the f i r s t  bullet po in t ,  the same 

1 eve1 , i t  says, "NUGs, i ncl udi ng nonregul ated independent power 
Droducers, are actively bidding and winn ing  contracts t o  b u i l d  

new generation," I'm sorry, " to  bu i ld  new capacity. In 1991 
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more than 50 percent o f  new generation capacity i n  the U.S. 

came from NUGs." 

Do you understand how, how FP&L has a l o s t  

opportunity t o  earn a re tu rn  on investment i f  i t  decided t o  

enter i n t o  a contract w i t h  the I P P  as a r e s u l t  o f  t h i s  b i d  

process? 

A Yes. I guess i f ,  i f  we - -  we won't get a re tu rn  on 

something tha t  we don ' t  own. 

Q Do you th ink  t h a t  would be a s i g n i f i c a n t  factor  i n ,  

i n  considering which way t o  go i n  t h i s  process, whether you ' re  

going t o  earn re tu rn  on an investment on something? 

A I bel ieve i t ' s  a factor .  I don ' t  know i f  tha t  

necessarily means you make the decision t o  b u i l d  or  not t o  

bu i ld .  You know, I th ink  there 's  a l o t  o f  other factors t 

go i n t o  making t h a t  decision. 

Q Do you know i f  t h i s  fac to r  was ever disclosed t o  

bidders i n  the RFP? 

i a t  

the  

A Was t h a t  a factor  - -  I ' m  sorry. I misunderstood. 

Q Okay. 

A The, i n  t h i s  RFP was t h a t  a factor? No, I don ' t  

th ink t h  t was a fac to r .  

Q It wasn't a factor  i n  your mind; correct? 

A It wasn't a factor  i n  my mind, t h a t ' s  correct. And I 

don' t  bel ieve - -  cons is tent ly  we were given d i rec t i on  from 

upper management t h a t  t h i s  was what i s  the best option f o r  the 
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customer and t h a t  was our sole c r i t e r i a .  

MR. MOYLE: I have nothing fu r ther .  

CHAIRMAN JABER: Thank you, Mr. Moyle. 

Mr. McGlothlin? 

CROSS EXAM I NATION 

BY MR. McGLOTHLIN: 

Q Mr. Yeager, f i r s t  a few questions about the operating 

charac ter is t i cs  t h a t  were assigned t o  the  FPL s e l f - b u i l d  

proposal s. 

There's been some discussion about the  heat r a t e  

t h a t ' s  assumed f o r  the  Manatee 3 and Martin 8 un i t s .  And 

everyone has heard the  f i g u r e  o f  6,850. And as I understand 

it, FPL regards t h a t  as representing some degradation beyond 

new and clean; i s  t h a t  correct? 

A Yes, t h a t ' s  correct .  

Q Would you elaborate on exac t ly  what scenario t h i s  i s  

designed t o  represent? 

A Yes. The degradation t h a t  we use i s ,  i t ' s  

essen t ia l l y  the  General E l e c t r i c  degradation curves. And 

there ' s two components : There i s a nonrecoverabl e component 

and a recoverable component. And we've taken both o f  those 

i n t o  account when we've assigned the  degradation t o  t h i s  u n i t .  

Obviously i f  t h i s  i s  a degraded number, there has t o  

be some s t a r t i n g  p o i n t  t h a t  represents new and clean. What i s  

t h a t  number? 

Q 
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A The s t a r t i n g  po in t  f o r  t h i s  u n i t  was 67, j u s t  

s l i g h t l y  over 6,750. 

Q I s  t h a t  a heat r a t e  t h a t  i s  warranted by the  

nanuf acturer? 

A The heat ra te  f o r  the combustion turb ine i s  warranted 

3y the manufacturer. The r e s t  o f  the - -  the  heat r a t e  f o r  the 

dhole combined cycle i s  rea l  1 y based on the assembly o f  a1 1 the 

d i f f e ren t  HRSG, steam turbine, p ip ing,  those others components 

to  a r r i v e  a t  the e n t i r e  heat ra te ,  and we don ' t  have a 

nanufacturer t h a t  has t h a t  a l l  together. 

Q So t h i s  i s  an FPL number and not a vendor number; 

correct? 

A I t ' s  - -  the summary number i s  an FPL number. That 's 

correct. 

Q I f  I understand cor rec t ly ,  t h i s  6,850 i s ,  represents 

maximum loading; i s  t h a t  correct? 

A 

Q Ful l  output. 

A Oh, I ' m  sorry. Yes. Yes. I t ' s  f u l l  base loaded 

output without the, the duct f i r i n g  and without the peaking 

I ' m  not sure when say "maximum loading" what - - 

mode. 

Q And there must be some assumptions about temperature 

and hum d i t y  t h a t  are taken i n t o  account? 

A Yes. I t ' s  75 degrees ambient and i t ' s  e i t he r  50 or  

60 percent humidity. I c a n ' t  remember. I can look. 
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The rea ized heat rate would vary w i t h  different Q 
conditions, would i t  not? 

A Yes. T h a t  ' s correct. 

Q So you would not expect t o  see the 6,850 real ized for 
every hour o f  the year? 

A No. I t  w o u l d n ' t  be realized for every hour, b u t  

that 's the average of those si tes.  T h a t ' s  the average 
conditions over the year for those sites. T h a t ' s  why we used 
t h a t  particular - -  

Q 
A (Nods affirmatively.) 
Q All right. You sa id  the 6,850 represents fu l l  

The 75 and the 56 are average conditions? 

o u t p u t .  F u l l  ou tpu t  represents the 1 owest heat rate condition, 
does i t  not? 

A Yes. T h a t ' s  correct. 

Q What i s  the range of operation i n  terms of output  for 
dhich these units are capable? 

A They can go as slow as about 220 megawatts and as 
high, of course, as the 1,107, I guess. 

Q And I 've heard engineers refer t o  the heat rate 
curve. There must be a heat rate t h a t  corresponds t o  the 
ninimum operating conditions. What i s  t h a t ?  

A I d o n ' t  know the exact number. I t ' s ,  i t ' s ,  of 

zourse, a higher number t h a n  the 6,850. I d o n ' t  know the exact 
lumber off the t o p  o f  my head. 
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Q Can you give me an approximate number? 
A I t ' s  very close - -  i t ' s  probably w i t h i n  the 

neighborhood of 6,900 because i t  represents - - yeah, i t  I s  i n  

t h a t  range, about 6,900. 

Q Once i n  operation FPL would have the a b i l i t y  t o  vary 
the output  of this u n i t  or these units t o  correspond t o  
economic criteria, would i t  not? 

A T h a t ' s  correct. 

Q So you would expect t o  see some range of operation 
between the 220 minimum and the 1,107 maximum? 

A Yes, that 's  correct. 

Q And the u n i t  would be operating a t  the corresponding 
heat rate for each of those points between the, on the curve? 

A Yes, that ' s  correct. 

Q Now we've referred t o  the four-on-one configuration. 
That ' s  four combustion turbines connected t o  a single steam 
turbine; is  t h a t  correct? 

A Yes. T h a t ' s  w h a t  t h a t  means. 

Q Now you said t h a t  FPL can vary the ou tpu t  of the 
m i t .  Will t h a t  happen by reducing the o u t p u t  of the steam 
turbine and/or reducing the output  of the combustion turbines? 

The way t h a t  you accomplish t h a t  on a combined cycle A 

i s  reduce the output  of the combustion turbines. The steam 
turbine just sort of follows. 

Q I see. With  four combustion turbines connected t o  
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the s ing le steam turb ine would i t  be possible t o  reduce the 

output o f  the overal l  conf igurat ion by shut t ing down one or  

more o f  the CTs? 

A 

Q 
A 

Yes, t h a t  would be possible. 

And t h a t ' s  how i t  would happen, would i t  not? 

There - -  i t  can do p a r t i a l l y  w i t h  j u s t  reducing the 

output o f  the, o f  the CTs, and then you s t a r t  tu rn ing  CTs o f f  

t o  get t o  the very lowest. 

Q I f  the minimum output or  operating condi t ion i s  

220 megawatts, how many CTs have been shut down a t  t ha t  point? 

A Three have been shut down. 

Q And j u s t  t o  s ta te  the obvious f o r  a second, t o  

increase from minimum operating condit ions, i t  would be 

necessary t o  s t a r t  each o f  those three CTs t h a t  were shut down 

f o r  the purpose o f  reducing the output. 

A Yes, t h a t ' s  correct .  

Q The 6,850 value, does FPL expect t o  see tha t  over the 

l i f e  o f  the u n i t ?  

A We expect t o  see i t  somewhat be t te r  over the l i f e  o f  

the u n i t  l i k e  we've experienced w i th  our Mart in 3 and 4 u n i t .  

Q 

A 

Explain how t h a t  could be. 

The combustion turb ine technology continues t o  

evo ve. And as they evolve it, it, the, t he re ' s  a back f i t  o f  

new parts and things l i k e  t h a t  i n t o  the  o l d  un i t s .  

For example, Mart in 3 and 4 ' s  o r i g i n a l  heat ra te  was 
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about 500 worse than i t  i s  today because o f  t h a t  evolut ion.  

Q Okay. Assuming no back f i t s ,  general ly i s  i t  t r u e  

new and clean condi t ion o r  the s l i g h t l y  degraded 

d degrade fu r the r  somewhat over the  l i f e  o f  the  

t h a t  the, the  

condi t ion wou 

u n i t ?  

MR. BUTLER: I ' m  going t o  ob ject  t o  the form o f  the  

question. I t ' s  a compound question. It seemed l i k e  the  f i r s t  

h a l f  o f  i t  was whether you would have a degradation from new 

and clean, bu t  then the second h a l f  seemed t o  be whether i t  

would be a degradation from s l i g h t l y  degraded, and i t ' s  a 

confusing question as a r e s u l t .  

MR. McGLOTHLIN: The i n t e n t  was t o  impose the  - -  l e t  

me j u s t  rephrase. 

BY MR. McGLOTHLIN: 

Q Absent some type o f  b a c k f i t t i n g  or  improved 

technology, would you expect t o  see the  6,850 de ter io ra te  o r  

degrade somewhat over the l i f e  o f  t he  u n i t ?  

A No. The 6,850 represents the  average o f  the output 

over the l i f e  - -  maybe i t ' s  saying by the end o f  the l i f e  i t  

would be worse than 6,850. A t  the  beginning, i t  would be 

somewhat be t te r .  So i t  averages 6,850 over i t s  l i f e .  

Q You sa id t h a t  i t ' s  possible t o  reduce the output o f  a 

four-on-one by reducing, by shut t ing  down CTs. 

economic considerations, would there be some environmental 

reasons t h a t  would lead the  company t o  do t h a t  w i t h  the  

I n  add i t ion  t o  
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four - on- one? 

A No, not t ha t  I can t h i n k  o f .  

four-on-one i s  shut down and cold, 

d go through the s t a r t - u p  

Q Assuming t h a t  the 

walk me through how FPL wou 

sequencing o f  such a u n i t .  

A From a cold s t a r t  the f i r s t  t h ing  you would do i s  

s t a r t  one o f  the CTs, use t h a t  t o  warm up one o f  the HRSGs, and 

then begin t o  introduce steam i n t o  the steam turb ine.  You 

probably would s t a r t  a second CT t o  speed the process up and 

then u l t ima te l y  get the steam turb ine running and then begin t o  

put the other two CTs on. 

l ines .  

Q 

It would be something along those 

How large i s  a steam turb ine i n  a four-on-one 

con f i gurat i on? 

A 

Q 

I t ' s  a 400 megawatt roughly size. 

And t h a t ' s  roughly twice the s ize o f  a steam turb ine 

that you would see i n  a more t yp i ca l  two-on-one conf igurat ion,  

is i t  not? 

A 

Q 

I t ' s  twice the s ize o f  a two-on-one; r i g h t .  

Would one expect t h a t  a steam turb ine o f  t h a t  s ize t o  

require a longer time t o  s t a r t  up than w i th  your two-on-one 

zonfigurati  on? 

A 

Q 

Typica l ly ,  yes, you would expect t h a t .  

What assumption has - -  what, what assumption have you 

nade about the s t a r t - u p  time from a co ld shut down f o r  the 
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four - on - one configuration? 
A The start-up time, I believe, was in the neighborhood 

of ten hours. 
Q Is it fair to say that there are some tradeoffs to 

consider when evaluating whether to build two two-on-ones, for 
instance, as opposed to a four-on-one consideration? 

A Yes. Any design decision has tradeoffs like that. 
Right. 

Q 
four - on - one? 

A 

two - on - one. 
Q 

And one benefit would be the efficiency of a 

A four-on-one is not inherently more efficient than a 

Would it be fair to say that a four-on-one, the 
clecision to go with a four-on-one requires some loss of 
Dperating flexibility compared to two two-on-ones? 

A Yes. From a start-up time I think that would be the 
really only, only flexibility issue. 

Q What about the ramp rates for increasing or 
jecreasing the output of the four-on-one relative to the 
)thers? 

A 

Mould. So if you had two two-on-ones, you would end up with 
the same amount of ramp rates. 
i ssue. 

Q 

The four-on-one to ramp it, twice what a two-on-one 

I don't believe that's an 

I want to refer you to the table that's attached to 

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 

1002 

{our testimony, Document Number WLY-2, Page 1 of 1. In t h a t  
:able you l i s t  the operational combined cycle power plants. 
Jhich of those incorporate the GE 7A combustion turbines. 

The GE 7FA are i n  the Martin U n i t  4 ,  Martin U n i t  3, A 

Sanford 5 and F t .  Myers 2. 

Q And are the 7FA combustion turbines i n  Martin 3 and 

! of the same design or the same vintage as the ones t h a t  would 

)e incorporated i n  the four-on-one? 
A They're both 7FA. They have evolved the design, so I 

vould guess i t  - -  I would say not fu l ly ,  not fu l ly  the same but  

ilmost. 

Q I f  I were t o  - -  i f  you were t o  confine the answer t o  
those 7FAs t h a t  are identical t o  the ones t h a t  are contemplated 
for the four-on-one, where do they appear on the table? 

A F t .  Myers and Sanford are identical. The reason I 

iedged on Martin i s  we've upgraded Martin 3 and 4, so they're 
almost identical. There's very few th ings  t h a t  aren't the 
same. 

Q And according t o  the table, FPL ' s  experience i n  the 
four-on-one u n i t  i s  limited t o  the Sanford repowering; is  t h a t  
Zorrect? 

A Sanford repowering, F t .  Myers repowering - -  there are 
Ither CTs t h a t  we have t h a t  aren't on this table. These were 
the combined cycle ones. 

Q Yes. My question i s  a four-on-one configuration. 

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 

1003 

A Oh, I ' m  sorry. I miss - -  yes, the  four-on-one i n  

Sanford. 

Q And how much operation have you had, operational 

experience have you had w i th  the Sanford s i t e ?  

A Since June. 

Q I have several questions t h a t  r e l a t e  t o  the peak 

f i r i n g  mode t h a t  Mr. Moyle touched on. 

You mentioned i n  an answer t h a t  t h i s  i s  something 

fa i r l y  new t h a t  GE has offered. Has t h a t ,  was t h a t  o f f e r  t o  

the indust ry  general ly o r  i s  t h i s  something t h a t  i s  unique t o  

FP&L? What form d i d  t h a t  o f f e r  take? 

A My understanding, i t ' s  a general, general 

i ndustry-wi de o f fe r ing .  

Q Are you aware o f  anyone else i n  the country who i s  

e i ther  doing t h i s  o r  plans t o  use the peak f i r i n g  mode? 

A I ' m  not personally. I do know t h a t  i t  i s  being used 

other places because GE gave us information about, you know, 

type o f  th ing.  

FPL p lan t o  u t i l i z e  i n  

tha t  i t  has been r e l i a b l e  tested, t h a t  

Q What f i r i n g  temperature does 

order t o  reach t h i s  peak f i r i n g  mode? 

A I ' m  not pos i t i ve  o f  the exac temperature. I know 

the normal temperature i s  2,420 degrees. 

i s  another 50, but  I ' m  not pos i t i ve .  

I th ink  the peak mode 

Q Another 50, d i d  you say? 

A Another 50 degrees. But l i k e  I say, I ' m  not pos i t i ve  
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t h a t ' s  the amount. 

Q Okay. And do you know whether tha t  f i r i n g  

temperature plan by FPL f a l l s  w i th in  the design c r i t e r i a  or the 

warranty specif icat ions tha t  GE provides f o r  the un i t?  

A Yes. Why I ' m  not pos i t i ve  i s  GE sets up the controls 

f o r  the u n i t  t o  do f i r i n g .  

f i r i n g  temperature by 50. I ' m  not sure exactly how much they 

increase i t  by. But i t  i s  one o f  t h e i r  of fer ings and i t  f i t s  

w i th in  the contract and warranties. 

I th ink  t h a t  they increase the 

Q And I believe t h i s  i s  described t o  some extent i n  

your testimony, but t h i s  peak f i r i n g  mode would have the e f f e c t  

o f  increasing the need fo r  maintenance on the un i t ,  would i t  

not? 

A Yes. There are factors when you peak f i r e  tha t  i t ' s  

almost l i k e  running the u n i t  two hours f o r  every one tha t  you 

are, and I don' t  remember the exact number. But we - - i t  does 

increase or decrease the l i f e  o f  par ts  by a cer ta in  factor,  

which i s  included i n  our operating estimates. 

Q Would i t  have the e f f e c t  o f  increasing the variab 

O&M a t t r ibu tab le  t o  the u n i t  compared t o  a u n i t  tha t  i s  not 

the peak f i r i n g  mode? 

A I n  our case, no. It would - -  t h a t ' s  not where we 

e 

i n  

Put 

tha t  increased cost, i n  variable O&M. We put i t  i n  f i xed  O&M. 

Q Would 3.7 cents per megawatt hour be su f f i c i en t  t o  

recover your variable O&M f o r  t ha t  u n i t ?  
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A Yes. 
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A Yes. That 's adequate t o  cover the var iab le O&M per 

un i t s  . 
Q 

component? 

A 

Because you've put some var iable costs i n  the f i xed  

There's - -  the way t h a t  f i xed  and var iab le i s  broken 

up i s ,  varies w i th  d i f f e r e n t  organizations. The way we broke 

i t  up, the 3.7 includes ce r ta in  th ings and we've got t h a t  

covered. A l l  the r e s t  o f  the costs are i n  f i x e d  costs. 

Including some t h a t  var ied w i th  the output o f  the  Q 
u n i t ;  am I correct? 

A Including some t h a t  var ied w i th  the output o f  the 

u n i t .  Right. 

Q Assume f o r  purposes o f  my question t h a t  we have two 

uni ts ,  each o f  which runs the same number o f  hours per s t a r t .  

Would the u n i t  t h a t  runs 50 percent o f  the hours i n  a year have 

more o r  less O&M requirements than one t h a t  has, t h a t  runs 

hours o f  the year? 

t h a t  runs 50 percent would have lower O&M 

the one t h a t  runs 75 percent o f  t he  year. 

example do you bel ieve i t  would be lower by 

s per megawatt hour? 

Q Mr. Yeager, w i t h  respect t o  the Sanford and F t .  Myers 

repowering, what has your operating experience been w t h  those 

un i t s  compared t o  the assumptions regarding avai 1 abi 1 i t y  and 
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heat r a t e  t h a t  you have a t t r i b u t e d  t o  the  proposed u n i t s  i n  

t h i s  case? 

A The a v a i l a b i l i t y  - - they have such few hours on it, 

I ' m  no t  sure t h a t  i t  re la tes .  F t .  Myers r i g h t  now has run 

s l i g h t l y  be t te r  than we've projected, Sanford i s  s l i g h t l y  worse 

i n  the  f i r s t  three months, I guess, than as compared t o  a 

l i f e t i m e  average. 

From performance, the  u n i t s  are repowered un i t s .  

They have - - F t .  Myers i s  very close t o  what Mar t in  and Manatee 

i s ,  which was expected, and Sanford i s  - -  we l l ,  both o f  them 

are very close t o  what Martin and Manatee are and essen t ia l l y  

what we'd expected them t o  be based on, you know, considering 

they' r e  repowered un i t s .  

Q What about the  performance o f  the  7FA combustion 

turbines? Have you had any d i f f i c u l t i e s  w i t h  those i n  e i t h e r  

o f  the repowerings? 

A The performance, no. The performance has been very 

good on those. They've, i n  f a c t ,  exceeded the  guarantees. 

Q Have you experienced any outages o r  delays w i t h  the, 

w i th  the combustion turb ines a t  Sanford? 

A A t  Sanford, yes, we had one CT, Sanford 5, t h a t  had a 

compressor rub t h a t ' s ,  t h a t  damaged it. 

approximately a month. 

It was down f o r  

Q On a four-on-one, i f ,  i f  one o f  t he  CTs experiences a 

d i f f i c u l t y  and i s  e i t h e r  shut down or  l i m i t e d  i n  i t s  output, 
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tha t  a f fec ts  the overa l l  forced outage r a t e  o r  equivalent 

forced outage r a t e  o f  the u n i t ,  i s  i t  not ,  does i t  not? 

A Yes. That a f fec ts  the  forced outage ra te .  

Q And the equivalent forced outage r a t e  excluding 

planned outages as you've predicted f o r  these u n i t s  i s  one 

percent? 

A Yes, t h a t ' s  correct .  

Q M r .  Yeager, i n  your testimony you t e s t i f i e d  t h a t  

these u n i t s  would provide benef i t s  o f  low cost power t o  FPL's 

customers. Would you agree t h a t  w i l l  happen on ly  i f  the 

assumptions t h a t  you've made w i t h  respect t o  the  operation o f  

the u n i t  hold t rue? 

A Yes, t h a t  would be t rue .  

Q An e a r l i e r  witness t e s t i f i e d  t h a t  w i t h  respect t o  the  

construct ion costs, FPL would not  a t  t h i s  p o i n t  commit t o  those 

construct ion costs. Would FPL agree t o  be held t o  these 

performance parameters t h a t  you've assumed f o r  the  u n i t  f o r  

ratemaki ng purposes? 

A That 's  the k ind  o f  decis ion t h a t  i s  a t  a higher l eve l  

than I am, so. 

Q 
A Not t h a t  I ' m  aware o f ,  no. 

To your knowledge has FPL done so? 

MR. McGLOTHLIN: Those are a l l  my questions. 

CHAIRMAN JABER: Thank you, Mr. McGlothlin. 

MR. PERRY: I have no questions. 
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CHAIRMAN JABER: Mr. Twomey, no questions. S t a f f ?  

MS. BROWN: No questions. 

CHAIRMAN JABER: Commissioners? Commissioner Deason? 

COMMISSIONER DEASON: Mr. Yeager, do you s t i l l  have 

the exh ib i t  which was, which was handed out t o  you by 

4r. Moyle? And i t ' s  a multipage e x h i b i t  and i t  discusses the 

lower Generation business u n i t  and i t s  mission statement and I 

think some, some business plans. 

THE WITNESS: Yes, s i r .  

COMMISSIONER DEASON: Okay. I know t h i s  i s  an older 

locument. I was looking a t  i t  a l i t t l e  more closely.  This was 

leveloped, i t  appears, i n  the ea r l y  '90s; i s  t h a t  correct? 

THE WITNESS: It appears i t  was probably - -  there 's  a 

l a t e  on the bottom, 1992. 

COMMISSIONER DEASON: Okay. Are you f a m i l i a r  w i th  

the contents o f  t h i s ?  

THE WITNESS: Very generally. I wasn't involved i n  

level oping i t  . 
COMMISSIONER DEASON: Very general ly. Okay. We1 1 , 

to  the extent t h a t  you are aware, can you t u r n  t o  Page 8? And 

th i s  page contains performance measures and targets .  And I 

io t i ced  tha t  near the top o f  the page i n  t h a t  f i r s t  section 

there's an amount stated there f o r  equivalent avai 1 abi 1 i t y  

factor.  There's a h i s t o r i c a l  amount f o r  1992 and then there 

w e  some target  amounts from 1993 through 1997. And then a 
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couple of lines down from there there's an equivalent forced 
outage rate and, likewise, there's an historical amount for '92 

and then some targets for '93 through '97. And I 've just 
compared t h a t  t o  w h a t  your targets, your performance targets 
are for the proposed units of one percent forced outage rate 
and a 97 percent avai 1 abi 1 i ty. 

First of a1 1 , i t  would seem t o  me t h a t  these are - - 

of course, these are older numbers and I guess these are 
average rates which reflect average operations o f  your whole 
fleet of plants, some newer, some older, and t h a t  could have 
some effect. 

THE WITNESS: Sure. 
COMMISSIONER DEASON: And I would also assume t h a t  

the, the p l a n t s  you're planning t o ,  t o  b u i l d ,  t h a t  you've 
proposed t o  sel f - bui 1 d ,  they' re a newer techno1 ogy and perhaps 
of a more advanced design. B u t  i t  just struck me t h a t  there 
were - -  your one percent forced outage rate i s  significantly 
lower t h a n  w h a t  was shown here even for your targets for 
'93 through '97 and, likewise, your, your 97 percent 
a v a i l a b i l i t y  factor is ,  likewise is  higher t h a n  even your 
targeted amounts for '93 through '97. Can you explain those 
differences? 

THE WITNESS: Yes. This - - i n  1992 we bel ieved these 
targets were as good as you could get. Today this year's 
equivalent forced outage rate right now for our fleet i s  one 
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percent. Last year I bel ieve i t  f in ished a t  1. - - I t h i n k  i t  

das 1.4 or f i v e  percent. I c a n ' t  remember which. 

So l i k e  you co r rec t l y  pointed out, we have, t h a t ' s  a 

mix o f  older and newer un i t s ,  and our e n t i r e  f l e e t  i s  

essent ia l ly  a t  one percent today. So these un i t s  are more 

comparable w i th  the way Mart in 3 and 4 i s ,  which are the other 

7FA u n i t s  t h a t  we have. They've run a t  .14 percent f o r  the 

l a s t  three years. So we're very confident because we've seen 

Ai th  Mart in 3 and 4 tha t  we can do much, much be t te r  than one 

percent. So one percent i s  a good conservative number t o  

assume. 

COMMISSIONER DEASON: And can you also explain the, 

the equivalent avai 1 abi 1 i t y  fac to r  o f  97 percent i n  compari son 
t o  these h i s t o r i c a l  numbers and the h i s t o r i c a l  targets? 

THE WITNESS: Yes. It's the  same type o f  s tory .  I 

believe the equivalent a v a i l a b i l i t y  - -  I don ' t  know exac t ly  

vJhat i t  i s  t h i s  year. 

90 percent, and i t ' s  been t h i s  way f o r  the l a s t  three or four 

years. But t h a t ' s  l i k e ,  once again, I talked about the whole 

f l e e t  o f  un i ts .  Mart in 3 and 4, because o f  the, because o f  

some o f  the th ings tha t  we have learned doing it; f o r  example, 

we ' ve extended the outages, combusti on outages from 8,000 hours 

t o  12,000 hours. A combustion inspect ion now takes four 

hours - -  four days less than i t  used t o ,  less than h a l f  o f  what 

i t  used t o .  There's been a whole number o f  process 

I th ink  i t ' s  a l i t t l e  b i t  over 
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improvements essen t ia l l y  t h a t  we've employed t h a t  al low us t o  

forecast the 97 percent, and i t ' s  very r e a l i s t i c  based on the 

combined cycle type o f  u n i t s .  

COMMISSIONER DEASON: So would i t  be f a i r  t o  say then 

t h a t  the, t h a t  the  subject matter o f  t h i s ,  o f  t h i s  e x h i b i t ,  

which was t r y i n g  t o  se t  ta rge ts  f o r  improvement i n  a number o f  

th ings,  t h a t  those ta rge ts  have been, now have been met o r  even 

exceeded i n  your operations? 

THE WITNESS: Yes. Right. They've a l l  been f a r  

exceeded. And our O&M costs, our O&M cost  today i s  no more 

than i t  was i n  1992, even though we've pu t  on a l l  o f  these 

addi t ional  u n i t s  and a l l  o f  the other factors ,  t h a t  we f a r  

exceeded those o l d  numbers and the pro ject ions f o r  - -  even by 

'97 we had exceeded those types o f  numbers. 

COMMISSIONER DEASON: Thank you. 

CHAIRMAN JABER: Thank you, Commissioner Deason. 

Mr. Yeager, you ' re  excused f o r  now. I understand you 

have rebut ta l  testimony; correct? 

THE WITNESS: Yes. 

MR. BUTLER: Madam Chairman, I had a few red i rec t .  

CHAIRMAN JABER: Wishful th ink ing .  Go r i g h t  ahead. 

MR. BUTLER: I'll t r y  t o  keep i t  short .  

CHAIRMAN JABER: I t ' s  f i n e .  Go ahead. 

RED1 RECT EXAM1 NATION 

3Y MR. BUTLER: 
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Q M r .  Yeager, you were asked by Mr. McGlothlin about 

the s p l i t  between f ixed and variable O&M costs t h a t  FPL 

w p l  oys . 
Would you please explain why FPL has f o r  i t s  purposes 

iere included some O&M costs tha t  vary w i th  u n i t  output i n  the 

f ixed O&M component? 

A Yes. Like I said, there's a number o f  d i f f e ren t  ways 

i n  the industry tha t  you break up f i xed  and variable costs. We 

have broken them up the way tha t  we budget f o r  them in te rna l l y .  

50 we look a t  what the projected out, or the projected service 

hours w i l l  be o f  the u n i t  and, therefore, can make an estimate 

o f  tha t  cost and we put t ha t  i n t o  f ixed. 

When i t ' s  a l l  done, we've incorporated a l l  the costs, 

you know, whether they ' re  - -  i n  other ways people would look a t  

them as f i xed  order varying wi th  the output o f  the un i t .  But 

they're a l l  covered, i t ' s  j u s t  they ' re  put i n  d i f f e ren t  buckets 

based on the way we i n t e r n a l l y  budget. 

Q Would FPL expect the Martin and Manatee projects tha t  

are i n  question here t o  be run as base load uni ts? 

A Yes. We, we would expect that ,  and I believe D r .  

Sim's models showed tha t .  

Q You were asked, excuse me, I th ink  i t  was by 

Mr. Moyle, whether FPL would be able t o  achieve i t s  2005 date 

i f  i t  had t o  rebid and wasn't able t o  get a need determination 

on the current schedule. Do you know whether FPL would be able 
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t o  make a 2006 in-service date i f  i t  had t o  go through a rebid 
process? 

A I f  the - -  i f  we were assuming t h a t  Martin was the one 

t h a t  was going t o  be - -  or either one, I guess, but Martin i s  
the one t h a t  people have been t a lk ing  about - -  i f  we d i d  an 
expedited process, we could meet 2006. 

Q Mr. Moyle asked you whether FPL could meet i t s  
20 percent reserve margin i n  the event t h a t  the proposed 
in-service dates for the Martin 8 and Manatee 3 units are not 
met. 
t h a t  would be available i f ,  be available t o  do t h a t .  

I t h i n k  you indicated you weren't sure of the opt ions 

I ' d  like t o  ask you t o  assume t h a t  instead of 

recommendi ng i t s  sel f - bui 1 d options i n t h i  s proceeding for 
Commission approval, FPL were here today asking the Commission 
t o  approve a portfolio of purchased power options t o  meet those 
needs, and also t o  assume t h a t  the Commission were t o  reject 
t h a t  purchased power proposal for whatever reason. In such a 
case, would FPL, the Commission and FPL's customers be i n  any 

different position t h a n  we are here i n  terms of being able t o  
meet the 20 percent reserve margin? 

MR. MOYLE: I'm going t o  object t o  the form of the 
question on the grounds t h a t  i t ' s  leading and i t  asks him t o  
assume a number of facts t h a t  are not i n  evidence. I d o n ' t  
believe this expert i s  a witness either. 
hypothetical. And t o  the extent he's an expert, maybe. B u t ,  

I t  seems t o  me i t ' s  a 
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Itherwi se, I ' d reg i  s ter  those ob j e c t i  ons . 
CHAIRMAN JABER: 

THE WITNESS: I th ink any - -  whether we came i n  wi th  

I'll allow the question. 

3ur options or a combination o f  ours and other options, we 

vould be i n  the same, same s i tuat ion.  

2ould b u i l d  them i n  time i f  we were t o  go through another 

I don ' t  believe anybody 

Irocess. 

MR. BUTLER: That's a l l  

rhank you. 

CHAIRMAN JABER: Thank 

the red i rec t  tha t  I have. 

~OU,  Mr. But ler .  

I have one i d e n t i f i e d  exh ib i t .  I t ' s  FPL Exhib i t  29. 

MR. BUTLER: We - -  I ' m  sorry. 

CHAIRMAN JABER: Mr. Moyle, d i d  you have an objection 

to tha t  exhib i t?  

MR. MOYLE: No. I was confused because I know I have 

me up there. 

CHAIRMAN JABER: You d i d n ' t  ask f o r  i t  t o  be 

ident i f ied.  The Power Generation Business Uni t  document? 

MR. MOYLE: Yes, ma'am. 

CHAIRMAN JABER: We'l l  get t o  t h a t  i n  a minute. 

Exhib i t  29 without objection i s  admitted i n t o  the 

.ecord. 

(Exhib i t  29 admitted i n t o  the record.) 

CHAIRMAN JABER: You d i d n ' t  ask f o r  i t  t o  be 

ident i f ied.  Do you want i t  ident i f ied?  
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admitted i n t o  evidence? 

CHAIRMAN JABER: The - -  I 
bottom, M r .  Moyle. Can you give me 

t h i s  i s ?  

MR. MOYLE: I th ink  I wou 
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I have i t  i d e n t i f i e d  and 

can ' t  read the date on the 

a short descr ip t ion o f  what 

d c a l l  i t  Power Generation 

Busi ness Un i t  - Unit Descript ion and M i  s s i  on Statement. 

MR. BUTLER: I would l i k e  i n  the descr ip t ion f o r  i t  

t o  be c lear  t h a t  t h i s  i s  a 1992 document. 

CHAIRMAN JABER: Yeah. I s  t h a t  what t h a t  date i s ?  I 

cannot read what t h a t  i s .  

MR. MOYLE: I believe i t  i s .  It looks l i k e  i t ' s  

10/29/92 t o  me a t  the bottom, w i t h  the  benef i t  o f  contacts. 

CHAIRMAN JABER: Okay. Hearing Exh ib i t  30 i s  

i d e n t i f i e d  as the Power Generation Business Un i t  Mission 

Statement dated October 1992, and without object ion t h a t  w i l l  

be admitted i n t o  the record. 

(Exhib i t  30 marked f o r  i d e n t i f i c a t i o n  and admitted 

i n t o  the record.) 

MR. BUTLER: One other exh ib i t ,  too, t h a t  we would 

request be admitted, Chairman Jaber, i s  t h a t  t h i s  i s  the end o f  

our d i r e c t  case and we would a t  t h i s  po in t  move the admission 

o f  the Need Study and Appendices, which i s  Exh ib i t  3 as they've 

been amended by the various erratas.  

CHAIRMAN JABER: Thank you f o r  the reminder, Mr. 
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(Exhibi t  3 admitted i n t o  the record. 1 

CHAIRMAN JABER: Before we break fo r  lunch, l e t  me 

r e v i s i t  one outstanding motion. There was a motion i n  l imine 

t o  exclude new testimony by PACE Witness Kenneth Slater.  

Mr. McGlothlin, you and counsel f o r  FP&L were going t o  discuss 

further.  Can you update me on that? 

MR. McGLOTHLIN: We've had a b r i e f  discussion. Our 

f i r s t  agreement was, was tha t  Mr. Slater would be permitted t o  

incorporate the answers given during h is  very recent 

deposition, and we would not object t o  FPL's a b i l i t y  t o  respond 

t o  anything t h a t ' s  new during t h e i r  rebut ta l .  

The deposition t ranscr ip t  I do not have, but I think 

tha t  t ranscr ip t  or our par t i c ipa t ion  i n  i t  w i l l ,  w i l l  f a i r l y  

ou t l ine  the parameters o f  our understanding. And I th ink  i t ' s  

an acceptable workout from our standpoint. 

CHAIRMAN JABER: Okay. I n  tha t  regard then I th ink  

i t ' s  appropriate a t  t h i s  time t o  go ahead and deny FP&L's 

motion i n  l imine t o  exclude new testimony by M r .  S la ter ,  wi th  

the understanding tha t  t o  the degree you a l l  want t o  make the 

deposition t ranscr ip t  an exh ib i t ,  w e ' l l  do that .  To the degree 

you want t o  ask questions o f  your rebuttal  witnesses i n  

response t o  any new testimony you hear from Mr. Slater ,  I'll 

give you tha t  leeway as wel l .  
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MR. GUYTON: Okay. Thank you. 

CHAIRMAN JABER: This was the only motion 

iutstanding; correct? That t h a t ' s  my recol 

MS. BROWN: I th ink  so. 

CHAIRMAN JABER: And the f i n a l  t h  

~p before we break f o r  lunch i s  the possibi 

ect ion. A l l  r i g h t .  

ng I want t o  take 

i t y  o f  having 

9r. Maurey be our next witness when we come back. 

x o b l  em? 

I s  tha t  a 

MR. GUYTON: No problem wi th  us. 

CHAIRMAN JABER: Mr. Moyle? 

MR. MOYLE: My only concern i s  I th ink  M r .  Finnerty 

i a s  a f l i g h t  a t  what time? A 3:45 f l i g h t  t o  get back t o  

4assachusetts, and he needs t o  get, get back there, so. 

CHAIRMAN JABER: That 's f ine.  We won't r i s k  i t  then. 

Ple'll go ahead and put Mr. Finnerty on the stand f i r s t  and then 

ylr. Maurey. 

MR. MOYLE: Okay. 

CHAIRMAN JABER: Okay. Thank you. Come back a t  

L:30. 

(Recess taken. ) 

(Transcript continues i n  sequence w i th  Vol ume 8.)  
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