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Light Company’s 2003 Capacity Request 
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Docket No. 030884-EU 

for Affordable Competitive Energy 1 

]RESPONSE OF FLORIDA POWER & LIGHT COMPANY 

Pursuant to Florida Administrative Code Rule 25-22.OSq 12), Florida Power & Light 

Company (“FPL”) is filing its responses to the objections to FPL’s August 25, 2003, Request for 

Proposals (“RFP”) filed on September 4, 2003, by the Fiorida Partnership for Affordable 

Competitive Energy (“PACE”). FPL responds as follows: 

INTRODUCTION 

The Florida Public Service Commission (“Commission” or “FPSC”) has received 14 

objections to the terms of FPL’s RFP. Those objections have not been submitted by potential 

participants in the RFP process but rather by PACE, which cannot be a participant. FPL is 

separately filing a motion to exclude PACE from the Bid Rule objections process, as PACE is 

not a “potential participant” in FPL’s RFP within the meaning of Rule 25-22.082, Florida 

Administrative Code (hereinafter referred to as “the Bid Rule”), and alternatively, PACE does 

not meet orgaiiizational standing requirements. However, since it is unclear how the 

Commission will dispose of FPL’s motion, and in the interest of facilitating intelligent dialogue 

and debate regarding the allegations that PACE has made and is likely to continue to pursue 

throughout this process, FPL is responding in this document to PACE’s objections. 

Before addressing the dubious “merits” of PACE’s individual objections, three initial 

observations are warranted. First, the standard the Coniiiiission has set forth in the Bid Rule for 

this objection process is whether the RFP violates the Bid Rule. It is not, as PACE would liave 

the Commission consider, whether the terms of the RFP are consistent with the Commission’s 
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Mission Statement, a document that has not been subjected to the rulemaking requirements and 

procedures of the Admiiiistrative Procedure Act (“APA”) and is not included or mentioned in 

any form in the Bid Rule. Second, FPL encourages a very careful reading of PACE’S objections, 

because the document is liberally populated with outright misrepreseiltations and overstatements, 

not to mention unsupported conclusory statements and hyperbole, such that FPL has insufficient 

time or space to correct each such instance. Third, PACE has requested far more relief than the 

Commission contemplated providing when it adopted this unique procedure. ’ An elaboration on 

each point is warranted. 

Standard Of Review 

The portion of the Bid Rule that creates this unique procedure is very specific as to 

appropriate objections: 

(12) A potential participant may file with the Conmission 
objections to the RFP limited to specific allegations of violations 
of this rule within 10 days of the issuance of the RFP. The public 
utility may file a written response within 5 days. Within 30 days 
from the date of the objection, the Conmission panel assigned 
shall determine whether the objection as stated would demonstrate 
that a rule violation has occurred, based on the written submission 
and oral argument by the objector and the public utility, without 
discovery or an evidentiary hearing. 

The only issue for resolution is whether the RFP terms violate the Bid Rule. The standard is not 

whether an RFP term violates or is consistent with the Commission’s Mission Statement, which 

has not been promulgated as a rule subject to APA rufeniaking procedures.’ 

’ In considering the relief requested, the Coiniiiissioii should recognize the extent to 
which it may determine parties’ substantial interests in this rule-created procedure, which may 
not comport with the requirements of Sections 120.569, 120.57( 1) or 120.57(2), Florida Statutes. 

Any use or attempted construct of the Bid Rule to promote competition in the electric 
utility industry is misplaced. The Coninzission has been given explicit authority to promote 
competition within the telecommunications industry. See Section 364.0 1 (4)(d), Florida Statutes. 
Comparable legislative authority regarding public utilities has not been granted in Chapter 366. 

2 
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Throughout its pleading, beginning in its “Introduction” and ending in its “Conclusion,” 

PACE attempts to weave a connection between the Commission’s Bid Rule and the 

Commission’s Mission Statement that is inaccurate and improper. PACE initially argues that the 

Commission adopted its first Bid Rule “consistent with this mission,” (PACE Objections at 1) 

when, in fact, the Commission’s Bid Rule predates the Commission’s Mission Statement by 

many years. PACE also argues that the Bid Rule’s intent is “to foster competition in Florida’s 

electric generation supply niarket.” PACE Objections at 26. Of course, this misrepresentation is 

easily exposed by looking to the Bid Rule’s explicit expression of intent: 

(1) Scope and Intent. The intent of this rule is to provide the 
Commission infomiation to evaluate a public utility’s decision 
regarding the addition of generating capacity pursuant to Section 
403.519, Florida Statutes. The use of a Request for Proposals 
(WP) process is an appropriate means to ensure that a public 
utility’s selection of a proposed generation addition is the most 
cost-effective alternative available. 

Rule 25-22.082( l), F.A.C. 

The Bid Rule’s intent is not as PACE misrepresents, “to foster competition in Florida’s 

electric generation supply market.’’ That is PACE’s purpose and intent. The Bid Rule was not 

passed to protect PACE and its members. The Bid Rule was passed to protect utility customers 

by creating a solicitation process that resulted in the utility’s selection, on behalf of its 

customers, of the most cost-effective generating optio t i .  The Commission in adopting the Bid 

Rule was indifferent as to the type of entity that builds the most cost-effective alternative; it -just 

wanted the utility to select the most cost-effective unit. PACE’s entire Objection, with its 

repeated references to promoting competition in FIorida’s energy markets as the Commission’s 

espoused public policy purpose (See PACE Objection at 1, 7, 25, 26)’ is a distortion of the 

Comniission’s Bid Rule and its underlying intent. 

3 
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If PACE is serious about competition, then its members 

rather than attempting to distort the Bid Rule to their advantage. 

need to become competitive 

PACE repeats its hackneyed 

observation that since the Bid Rule was adopted no IPP unit has been selected in an Investor 

Owned Utility (“IOU”) RFP, as if this were an indictment of Florida’s IOUs. See PACE 

Objection at 1, 2. In fact, this is an indictment not of utilities but of the IPPs’ lack of 

competitiveness. Each utility RFP about which PACE complains was reviewed by the 

Commission, and in each instance the Commission found that the RFP was fair and that the 

utility option was the most cost-effective. Unless PACE is arguing that the Commission has 

failed to do its job, PACE’s observation is nothing more than an admission that to date the IPP 

industry has yet to demonstrate it is competitive. PACE would have you interpret the Bid Rule 

to protect its interests rather than the interests of utility customers. FPL respectfully urges the 

Corninission to reject this misinterpretation of the Bid Rule. 

PACE’s Overreaching 

As previously noted, PACE’s Objection is full of misrepresei.ltations, overstatenients, 

hyperbole and unsupported, conclusory statements. Two particularIy egregious exaiiiples stand 

out as examples of why the Coinmission needs to hold PACE’s representations to a high 

scrutiny. At page 14 of its Objection, PACE misstates that “FPL affirms that exceptions taken to 

the PPA will be penalized in the non-economic evaluation.” Jf one looks at the transcript PACE 

cites (Exhibit 1 to PACE’s Objections, page 2 3 ,  it is clear that FPL made 110 such affirmation. 

Instead, FPL stated, not once but twice, that exceptions will be assessed for risk. Having turned 

up with its trial attorney and a stenographer to cross-examine FPL’s personnel during a 

workshop that was not intended to provide discovery for objections but to assist potential bidders 

4 
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in formulating bids, PACE got the answer it did not want and nonetheless misrepresented to the 

Commission what was actually said. PACE’s factual assertions warrant careful scrutiny. 

Similarly, PACE argues that FPL is reserving transmission capacity for future capacity 

options. See PACE Objection at 16 - 18. This is a gross misstatement of what FPL set forth in 

its WP. FPL is not reserving or attempting to reserve any transmission capacity for fiiture 

additions in its RFP. FPL is addressing a 2007 loadigeneration imbalance in Southeast Florida 

that needs to be addressed in 2007. In doing so, it is properly assigning transmission related 

costs to the units that will compete to meet FPL’s 2007 need. FPL also accurately noted that if 

the imbalance was addressed, this may free import capacity for hture unit additions, including 

additions that might improve FPL’s fuel diversity. That is not an attempt to reserve transmission 

for the future. Moreover, it should be noted that any future capacity additions might well be IPP 

units as well as FPL units. 

Rather than fairly construing FPL’s attempt to fully disclose its best available system 

information regarding location preference and known transmission constraints, as explicitly 

conteinplated by the amended Bid Rule (see Rule 25-22.082(5)(g), F.A.C.), PACE grossly 

misconstrues FPL’s good-faith effort into an alleged anticompetitive motive. PACE’s hyperbole 

warrants careful scrutiny. 

PACE’s Faulty Legal Analysis 

FPL also respectfully urges caution in entertaining the extensive remedies sought by 

PACE in this unique rule-created procedure. PACE would have the Cornmission issue an order 

determining parties’ substantial interests by excluding or substituting EWP terms. However, this 

is not a proceeding to determine substantial interests. It is not a Section 120.57(2) proceeding, as 

there are clearly disputed issues of material facts raised by PACE for resolution, and this is not a 

5 
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Section 120.57(1) proceeding, as the Commission has precluded by the ternis of the Bid Rule an 

evidentiary hearing. FPL urges caution in embracing PACE’s implicit underlying legal analysis 

that would have the Commission taking action affecting substantial interests in a proceeding that 

is not set forth in the APA. 

Introduction to FPL’s Responses 

The remainder of this document is organized in four sections. Section I addresses 

objections made to FPL’s dinimum Requirements. These are addressed separately because they 

are mandatory requirements, all of which FPL believes are necessary to protect FPL’s customers. 

Section I1 addresses the objection made to negotiable WP terms and conditions. Section 111 

addresses objections pertaining to FPL’s evaluation methodology. Section IV addresses PACE’s 

two objections regarding FPL’s RFP process. 

r 
FPL’s Responses To Objections Regarding 

RFP Minimum Requirements 

The Minimum Requirements of FPL’s RFP are set forth at pages 19 - 26 of FPL’s RFP. 

Of the sixteen Minimum Requirements, seven have received some form of objection from 

PACE, FPL’s responses follow. 

A. Financial Viability or Minimum Debt Rating (PACE Obiection C) 

FPL has specified as a Minimum Requirement that for proposals supported by newly 

built generation, the Proposer or the guarantor of the Proposer “niust possess a senior unsecured 

debt rating of not less than ‘BBB’ from Standard & Poor’s or ‘Baa2’ from Moody’s Investors 

Service with a ‘stable’ ou t l~ok . ’~  See RFP Section 111 ES(a), page 21. PACE has objected to 

this requirement, alleging that it is “unfair, onerous, and unduly discriminatory.” PACE 

Objections at S. 

6 
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PACE’S position is based principally on the assertion that the requirement will eliminate 

many prospective Proposers from the field, “to the detriment of Florida [customers]” and 

“contrary to the purpose of the recent amendments to the Bid Rule.” Id. 8-9. PACE’S arguments 

in this regard are unavailing and are predicated in large measure on a misinterpretation (or a 

mischaracterization) of the RFP and the Financial Viability, or minimum debt rating, 

requirement. 

An essential fact that PACE neglects to note is that the minimum debt rating requirement 

applies only to proposals involving the construction of new power plants. FPL is accepting bids 

from all. entities proposing to meet the 2007 need by committing existing facilities, where the 

risks of financing and construction completion are no longer an issue. RFP Section I11 E ( 5 ) ,  

page 21. In fact, Calpine, Mirant, Reliant, El Paso, Progress Energy, and Constellation all have 

facilities in Florida with a combined total output of over 2604 MW. All of these entities willing 

to commit their existing units to FPL may submit proposals to supply power irrespective of their 

financial ratings.’ 

However, for Proposers who are planning to undertake the major investment of 

developing and constructing a power plant, FPL appropriately is insisting that they or their 

guarantors have an investment grade senior debt rating.4 Rather than working “to the detriment” 

of FPL custoniers, the investment grade requirement for projects that carry financing and 

coiistruct ion completion risk is necessary to protect FPL customers. Inviting entities with junk 

bond status to bid and potentially build a power plant whose timely and proper completion is 

The senior debts of CaIpine, Mirant, Reliant and El Paso all currently are rated below 
investment grade. 

‘ PACE ignores the fact that where the Proposer itself does not meet the niiiiinium debt 
rating, for purposes of a proposal it may enlist the support of a guarantor who does meet the 
requirement. 

7 
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necessary to provide reliable, cost-effective electric service to FPL’s customers is, at best, an 

unreasonable proposition and, at worst, a very poor bet with potentially serious detrimental 

consequences for Florida and its electric consumers. 

Entities rated below BBB- have a historical five-year default rate of approximately 22%, 

substantially higher than the average default rate for higher rated en ti tie^.^ Such entities have 

low investment ratings because they reflect high risks to their investors. That risk should stay 

with their investors. Those business risks should not be transferred to or shared with FPL’s 

customers. 

PACE is incorrect in asserting that other security requirements of the RFP, if left in place, 

lessen the need for a minimum debt rating. The Completion Security, though intended to protect 

customers in the event of default, cannot possibly contemplate all circumstances and potential for 

loss to FPL’s customers. Further, as discussed more fully it$-a at 18, 19, the amount of 

Completion Security was based on several simplifying assumptions that are conservative and 

operate in favor of bidders. Additionally, there is no way to know for sure that replacement 

power will be available when needed. Taking on the financing and construction of a power plant 

requires financial strength and flexibility. Below-grade investment entities simply have too little 

of either for FPL to have sufficient confidence in a proposal from such an entity. 

The niinimuni debt rating requirement minimizes the risk of having to deal with a 

bankrupt Proposer to meet the 2007 need. It helps avoid the associated detrimental 

consequences to customers. Indeed, should the Proposer go bankrupt, it niay be expensive, time 

consuming or impossible to enforce the Completion Security or Step-In Right provisions in a 

bankruptcy court. Given the well-publicized recent supply contract rejections and/or attempted 

Defiiiilt mid Recovery Rates of Corporate Bond Issuers, Moody‘s Report, February 2003 5 

(hereinafter “Moody’s Report”). Exhibit 1 attached hereto. 

8 
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renegotiations by bankrupt NRG and Mirant, and the fact that NEG turned six uncompleted 

plants over to its lender this SummerP the concern is clearly justified, and the RFP’s Financial 

Viability standard is warranted. Simply stated, FPL is looking for greater certainty that the plant 

will be financed and built on time and in accordance with the terms of the PPA than would be 

presented by below-investment grade entities. 

At the same time PACE advocates abandoning the minimum debt rating requirement 

because of other security arrangements and contract rights, it is urging the Commission to reduce 

significantly or eliminate these same security arrangements. PACE Objections, at pp. 9-1 1. AS 

noted infra at 16, considering its objections as a whole, clearly PACE’S intent is to have the 

Commission strip away the protective measures of the RFP to the point that a new developer, 

with no experience and no balance sheet strength, is trusted to timely and properly complete 

construction of a major power plant. PACE would have FPL and its customers rely almost 

wholly on “step-in” rights in the event of bankruptcy or non-performance, including where the 

Proposer simply makes an economic decision to abandon the project, as so many developers 

have done in recent times. 

PACE uses Calpine as its “poster child” for the entity that wiL1 be excluded from 

participating in the RFP. As noted earlier, Calpine can subinit proposals to supply power from 

its existing plants irrespective of its debt rating. Moreover, Calpine may submit a proposal to 

construct a power plant if it can support its proposal with a guaranty from an entity with 

investment grade senior debt. Nevertheless, if PACE would endeavor to convince this 

Commission that it is in the interest of FPL’s customers to allow Calpine, absent such a guaranty, 

Mirant Press Release, August 2S, 2003; NEG Press Release, July 8,2003; Southeast 
Power Report, October 14, 2002. See Exhibit 2 attached hereto. 
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to construct a power plant required to reliably and cost-effectively meet the 2007 need, there are 

a few things worth noting regarding CaIpine’s present circumstances and financial condition. 

Within the last three months, Standard & Poor’s (sometimes “S&P” hereafter) has 

downgraded Calpine’s corporate credit rating three notches to “B” and Calpine’s senior 

unsecured debt rating to “CCC+,” citing the following significant risks facing the company: 

1. Calpine faces considerable liquidity issues through 2004 with $3.7 billion in 
potential refinancing and about $3.1 billion in capital expenditures. 

2. Calpine has limited opportunities to reduce its debt burden and has taken on more 
debt to fund its construction program, 

3. To meet its liquidity needs, Calpine must generate cash from sources other than 
operating cash flow. Calpine plans to meet these requirements through a combination of asset 
sales and debt financings which carry execution risk. 

4. Calpine’s target of 65% leverage to total capitalization makes the conipany 
vulnerable to electricity price volatility and to capital market access. Calpine’s inability to 
access the equity markets has led to debt levels over 70%. Adjusted debt levels are expected to 
remain above 70% over the next five years. 

The significant downgrades represent very large increases in Calpine’s default risk 

according to Moody’s. Companies with an issuer rating of “B” have a historical five year default 

rate of 32%’ a ten year default rate of 50% and a twenty year default rate of 61%.’ As of 

September 4, 2003, Calpine has 7,558 MW under ~onstruction.~ Most, if not all of these 

projects were begun long before Calpine’s recent three-notch downgrade by Standard & Poor’s. 

According to S&P, Calpine must complete construction of the planned power plants or risk 

triggering an event of default at the Calpine corporate parent level. At best, the impact of 

Calpine undertaking a large project in response to FPL’s RFP could only further stress Calpine’s 

Standard & Poor’s, Ratings Direct, for Calpine Corp., June 2, 2003; Standard & Poor’s, 

Moody’s Report, supra note 5.  

ht tp:llwwc,zIpiiie. com/energy assets 4/C PN Portfolio.pdf. 

Ratings Dirccf, for Calpine Corp., August 28, 2003; see Exhibit 3 attached. 
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balance sheet. Moreover, it is not clear whether or how Calpine could obtain the additional 

equity its lenders would require for such a project given Calpine‘s other commitments of capital 

over the next two years. Were FPL to enter into a purchased power agreement with Calpine that 

involved the construction of a new power plant, FPL and its custoniers would not be afforded the 

same level of comfort that Calpine’s lenders are requiring and, in fact, would be competing 

against these other existing projects for allocation of capital fimds. 

PACE’s contention that Calpine’s bid was the low cost bid in the last RFP ignores critical 

facts. First, Calpine withdrew its bid following the date FPL submitted its testimony in which 

Mr. Moray Dewhurst indicated that a certain bidder “X” had been disqualified from further 

consideration in light of serious concerns regarding its financial viability. See Direct Testimony 

of Moray Dewhurst, July 16, 2002, Docket Nos. 020262-EI, 020263-EI, at pp. 1 1  - 13. It was 

later revealed that bidder “X” was Calpine. Docket Nos. 020262-E17 020263-EI, Tr. 869. 

Second, even ignoring the impact of the equity adjustment, Calpine’s proposal was not 

competitive in and of itself. Rather, it was the fortunate beneficiary of FPL’s evaluation 

methodology having paired it with a proposal from El Paso that subsequently was determined to 

have been unrealistically priced and, arguably, under-priced lo given E1 Paso‘s misunderstanding 

of certain key parameters of the RIP in formulating its proposal. Direct Testimony of Rene 

Silva, July 16, 2002, Docket Nos. 020262-EI, 020263-EI, at pp. 25-26, 3 1-35. It was El Paso, 

not Calpine, that made that portfolio appear to be competitive without an equity adjustment. 

Contrary to PACE’s assertion at page 8 of its Objections, the minimum debt rating 

criterion did exist in FPL’s last RFP, albeit in a slightly different form. Although proposals were 

accepted from below-investment grade entities and evaluated, FPL’s Supplemental RFP and 

The cost of the portfolio that included Calpine’s proposal increased by approximately 
$28 million as a result of the necessary adjustments to El Paso’s proposal. 

11 
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FPL’s nianagement made it clear that FPL was not 

entity that was not investment grade, guaranteed by 

ikely to execute a long-term PPA with an 

an investment grade parent or affiliate, or 

who otherwise demonstrated comparable financial strength or commitment to the project. See 

SupplementaI RFP, Section IV. D., at 20. In fact, as noted above, proposals from investment 

grade entities with junk bond ratings were excluded from consideration for the short list. See 

Direct Testimony of Moray Dewhurst, July 16, 2002, Docket Nos. 020262-EI, 020263-EI, at pp. 

11 - 13. No entity challenged the use or application of this financial viability screen prior to 

development of the short list. FPL has identified its minimum debt rating requirement in this 

RFP as a “minimum requirement” consistent with the terms of the revised Bid Rule. Because the 

criterion is reasonable and is designed to protect FPL customers, it makes sense to employ it 

earlier and avoid unnecessary analysis and evaluation. Currently, a number of the bidders in the 

last RFP are facing very serious, if not existence-challenging financial difficulties. Ignoring this 

heightened industry risk is inappropriate because it would not fairly consider the interests of 

FPL’s customers. 

PACE is careful not to state, but implies, that there are no other RFPs that contain 

minimum financial viability requirements. Although FPL has not 

conducted an extensive search of other RFPs (and apparently neither has PACE), FPL is aware 

of at least the following RFPs that require minimum credit ratings of respondents as a 

requirement to submit a proposal: Idaho Power Company Request For Proposals (issued March 

14, 2003); North Carolina Municipal Power Agency Number 1 (issued July 2 1, 2003); Portland 

General Electric (issued June 18, 2003); Tennessee Valley Authority (issued January 16, 200 1 ); 

PACE Objections at 8. 
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and Duke Power Request for Proposals (issued January 28, 2003) (the same FWP attached to 

PACE’S Objections as Exhibit 4).” 

The fact that TECO’s recently issued FWP does not identify a minimum debt rating as a 

minimum requirement is hardly surprising given that the issuance is for a small amount of 

peaking capacity (between 50 MW and 225 MW), an amount that would not involve a plant 

subject to the Power Plant Siting Act and, therefore, the Bid Rule. Moreover, by the terms of its 

RFP, TECO left open for negotiation all questions regarding security and financial viability. 

While the Florida Power Corporation RFP, issued November 26, 2001, did not require that a 

bidder per se be investment grade, it did stipulate that “[slecurity must be guaranteed by entities 

that are investment grade.” “Request for Pruposuls for  Poirvr Supply Resources ” by Florida 

Power, November 26, 200 1, p. 111-3. 

The construction of a power plant is a distinctly important decision in terms of assuring 

the continued delivery of reliable and cost-effective electric service to customers. In such an 

instance, the credit worthiness of Proposers must be seriously considered, in contrast to other 

instances involving smaller or less critical transactions where completion and performance 

security provisions alone might provide a sufficient level of protection and a mininiuni 

investment grade rating may not be warranted. The credit rating level chosen by FPL was the 

maximum level of risk to which FPL felt its customers should be exposed for an undertaking as 

significant as the financing and construction of a power plant. FPL declines to expose its 

customers to an unreasonable level of risk associated with the financing and construction of a 

power plant by an entity with junk bond status. The liquidated damages and other remedies 

l 1  See attached Exhibit 4, which contains relevant pages. 
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secured by the Completion and Performance Security requirements, although providing 

important protections, will not in and of themselves ensure that the lights remain on. 

B. Completion and Performance Security Requirements {PACE 0b.iection D) 

FPL has required entities submitting proposals based on the construction of new 

generation to accept a Completion Security requirement of $188,000 per MW. See RFP Section 

I11 ES)a), page 2 1, RF’P Section II.H., pages 15-1 6. FPL also has required all Proposers to accept 

a Performance Security requirement of $95,000 per MW. See WP Section 111 ES)b), page 21, 

RFP Section ILH., pages 15- 16. 

PACE has objected to these minimum requirements, alleging that they are “unfair, unduly 

discriminatory, and onerous.” PACE’s position is based on two 

principal assertions: 1) an alleged lack of comparability requirements in other RFPs; and 2) that 

FPL “iniposes no similar risk on its self-build proposal that would protect consumers from any 

[completion or perforniance failures].” See PACE Objections at 1 0 4  1. 

PACE Objections at 10. 

PACE’s arguments in this regard are unavailing. They misinterpret relevant provisions 

of the RFP, and they misapprehend fundamental distinctions between the unregulated 

environment in which an IPP’s project would be constructed and/or operated and the regulated 

environment in which FPL’s self-build option wouid be constructed and operated. They also fail 

to acknowledge the present financial woes of the independent power industry and the associated 

risks to FPL’s customers of entering into a long-term purchased power agreement with a 

financ i a1 l y quest io nab 1 e entity . 

PACE’s assertion that the requirements are “restrictive and punitive. , - .regarding the form 

and substance of the security that must be posted” (PACE Objections at 10) is premised 011 a 
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complete misreading of the WP. The “offending” provision at page 16 of the RFP referred to by 

PACE states in pertinent part: 

A minimum of 10% of the Completion Security and Perforniance 
Security must be provided in the form of cash in U.S. Dollars, U S .  
Governmental Bonds deposited with an Issuer acceptable to FPL, 
OR an irrevocable standby Letter of credit (LOC) drawn on an 
Issuer acceptable to FPL. Remaining security requirements may 
be provided with a combination of cash, Letter Of Credit (LOC) 
OR a company guarantee based on the Proposer’s credit quality 
and tangible net worth. 

(Emphasis added). Thus, contrary to PACE’s contentions, clearly an entity is not required to 

post at least ten percent of the security in cash, and is not required to post the remainder of the 

security through a letter of credit. I2 

PACE’s position regarding the Completion and Performance Security intentionally 

ignores essential differences between the respective regulatory regimes in which an IPP plant 

and FPL’s self-build option would be constructed and operated. A public utility is cost-of- 

service regulated and has an obligation to provide reliable, cost effective electric service to all 

customers. An IPP has the ability to sell power at market-based rates; its service is unregulated 

as to reliability; and it has no “obligation to serve.” 

Since an entity selling power to FPL might well not be subject to Commission regulatory 

oversight, one of FPL’s primary considerations in drafting the sample Purchased Power 

Agreement (“PPA”) attached to the RFP was protection of FPL’s customers in the event of the 

supplier’s failure to perform. Customers are protected from FPL’s failure to perform by the 

Commission. However, entities that sign contracts to provide purchased power to FPL as a 

PACE’s misreading of a provision so important to its inenibers that it warranted the 
accusation that the provision is “restrictive and punitive” is indicative of the overall nature and 
thrust of PACE’s objections. It is an exercise in “mud-slinging,” the purpose of which is to cast 
as many aspersions as possible on FPL and its RFP. 
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result of an RFP are not subject to Conimission regulation and oversight as to that wholesale 

activity. So, for customers to be protected, they must be protected by the terms of the contract, 

or not at all. 

Only through specific provisions in the PPA can FPL ensure that an unregulated supplier 

will do “whatever it takes” to deliver on schedule and as proposed, such that FPL can fulfill its 

obligation to provide reliable, cost-effective electric service to customers. Contract commitments 

alone are not sufficient to protect the customer. There must be sufficient amounts of cash on 

hand to pay for replacement capacity and energy, on short notice, in what couId be tight supply 

conditions. And in order for these contract provisions to have practical value and meaningful 

consequences, appropriate security amounts must be required of unregulated suppliers. That is 

the purpose of the Completion Security and the Performance Security. 

At its essence, PACE’s argument that Proposers should not be held to completion and 

performance standards that are not identical to standards pursuant to which a public utility is 

regulated is an ill-concealed attempt to shift risks away from itself and its investors and onto FPL 

and its custoniers, without assuming the corresponding cost-of-service and reliability regulation. 

For example, if the utility builds a plant at a cost below that which was projected or operates the 

plant at perforniance levels better than were estimated, customers capture that benefit. 

Conversely, if an IPP buiids a plant at a lower cost than projected or operates better than 

planned, its shareholders capture that benefit. The IPP must accept the risks, costs, and 

obligations of operating as an IPP along with the benefits. 

Step-in rights alone, contrary to PACE’s contention, are insufficient to protect 

 customer^.'^ Throughout its objections, PACE has either ignored or failed to recognize how the 

l3  It is noteworthy that in arguing against the minimum financial rating requirements, 
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three functions of Financial Viability (minimum debt rating), Completion and Performance 

Security provisions and Step-In Rights work in a balanced, non-redundant fashion to protect 

customers. The Completion and Performance Security provisions provide guarantees and cash 

equivalents to compensate our customers for damages resulting from lack of completion and/or 

performance by the developer. These requirements also provide meaningful incentives for the 

Proposer to perform under the PPA as promised. Failing adequacy of the Completion and 

Performance Security, e.g., where money damages alone are not sufficient to ensure that the 

lights will remain on, Step-In Rights give FPL the right to protect customers by performing work 

that the Proposer is unable or unwilling to do. As discussed, supra at 7-1 1, the Financial 

Viability requirement, or minimum debt rating, is necessary to niiiiiiiiize the risk of bankruptcy 

by a Proposer, an event that carries its own set of costs and consequences for the purchasing 

utility and its customers which may only be partially, if at all, addressed by the other security 

requirements and Step-In Rights. 

What PACE wishes to see is a new developer, with no experience and no balance sheet 

strength, be awarded the bid based upon a promised low price and without having to post 

security. If the developer is unable to meet any of the project Milestones, FPL's customers' sole 

protection would be for FPL to "Step In." If FPL were to exercise its Step-In Rights under 

Section 5.1.1 of the draft PPA, FPL would be paid its costs by the developer (Section 5.1.3) (a 

payment obligation itself secured by the Completion Security and the Performance Security), but 

the developer would still be paid its Capacity and Energy Payments (Section 5.1.2). In essence. 

the proposed Step-In Rights aIone, without other meaningful security requirements, are 

PACE asserts that a combiliation of completion and performance security, and step-in rights are 
sufficient to protect customers. Now, when arguing against the Completion and Performance 
Security, PACE contends that step-in rights should be sufficient "to remedy completion and 
performance concerns." PACE Objections at 1 1.  
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tantamount to an invitation for a financially strapped developer to arbitrage the difference 

between its costs and capabilities versus FPL’s. This would provide the developer the option of 

using FPL’s personnel, skills, experience and financial strength to support its profits. 

In short, the provisions cited protect FPL’s customers by 1) making sure there are funds 

available to compensate thein for extra costs caused by the Proposer’s failure to meet its 

promises (Security provisions), 3) assuring them that FPL will see that the plant is completed and 

operated as promised (Step-In Rights), and 3) reducing the risk of the developer going bankrupt 

after FPL and its customers agree to rely upon the developer’s commitment (Financial Viability). 

Without foundation or support, PACE summarily concludes that the levels of required 

Completion and Performance Security are excessive. As described in detail below, the levels of 

Completion and Performance Security were reasonably and responsibly derived and provide 

appropriate protection for FPL’s customers given the current and foreseeable environment. The 

Completion Security protects customers from the failure of a Proposer to make timely delivery of 

the capacity and energy it has contracted to deliver and the associated loss of reliability and 

increased costs. The Completion Security protects custotners in two distinct ways. First, it 

provides a significant fiiiancial motivation for the Proposer to finish its project on time and avoid 

forfeiture of the Completion Security. Second, in the event the Proposer fails to perform, then 

the Completion Security provides a significant source of funds for FPL to be able to replace the 

undelivered capacity and energy without customers having to pay higher prices. 

In formulating the Completion Security amount, FPL took a conservative approach, 

attempting to balance the need to protect customers with the financial impact of a security 

provision on a Proposer. FPL captured in the completion Security calculation the incremental 

costs customers would face if FPL had to replace the energy and the capacity to be supplied by 
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the Proposer. It was assumed that FPL would purchase capacity necessary to meet its 20% 

reserve margin requirement for two years at $5/kW per month (potentially a very optimistic 

price) until FPL could bring 4 CTs into service. The calculation also assumed that FPL would 

continue to purchase capacity equal to the difference between its 1066 MW need and the amount 

of capacity available from the 4 CTs until FPL could convert the 4 CTs into a 4x1 combined 

cycle (“CC”) unit.“ From the cost of this expedited and phased CC construction, FPL netted 

capacity costs it would not have to pay the Proposers. It then added to this incremental cost its 

estimated replacement energy costs over the four-year period. In making that calculation, FPL 

made a simplifying, but very conservative assumption that the 4 CTs would not have to be 

removed from service to convert them from simple cycle to combined cycle mode. The total 

incremental cost was calculated and then divided by the total MWs of need to obtain a per MW 

value. Accordingly, the amount of the Completion Security required varies depending upon the 

MW of firm capacity a Proposer proposes and, thus is a ratable requirement. 

Although the amount of the Completion Security on a per MW basis is larger than the 

amount of the Completion Security required in FPL’s last RFP,” the $188,000 per MW value 

was calculated on a more rigorous basis than the prior requirement. Essentially, FPL concluded 

that the Completion Security required in the last RFP did not provide sufficient protection for 

FPL’s customers. FPL never represented that the amount of Completion Security required in the 

last RFP would have been sufficient to protect customers in  ail circumstances. Similarly FPL 

does not represent that the amount of Completion Security required in connection with this RFP 

I‘ The analysis covered a four year period: two years of purchased power, and two years 

I s  In this RFP FPL is requiring a Completion Security of $188,000 per MW. In FPL’s 

with the CTs in service. 

2002 RFP, it required a Conipletion Security of $50,000 per MW. 
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will protect customers in all circumstances. However, FPL believes that it provides a reasonable 

amount of protection for its customers. 

To mitigate the impact of this security requirement on Proposers, FPL not only performed 

the security calculation conservatively, but also allowed more credit-worthy Proposers a line of 

credit that reduced the amount of cash or equivalent that had to be posted. In fact, the security 

requirements in this RFP arguably are more favorable to above-investment grade entities than 

were the requirements in the last RFP. Actual liquid security (in the form of caswletter of credit 

(“LOC”)) to be provided by an investment grade entity with adequate net worth will be lower 

under this RFP (10% of Completion Security which equates to less than $20,000 per MW vs. 

$50,000 per MW in last RFP). Further, the remaining amount of required completion security 

may be provided with a corporate guarantee at no out-of-pocket cost to the bidder. 

Lenders must necessarily assess risk, including potential performance risk, when 

providing financing for projects. If the risk of nonperformance is as minimal as potential 

Proposers have suggested to the Commission, then having to post Completion Security to protect 

against this minimal risk should not foreclose financing of projects. If the posting of this 

Completion Security makes a project non-financeable, it is either because the completion risk is 

so great or the Proposer is so financially risky that the addition of this completion risk makes 

them too risky to finance. Customers need to be protected from both risks, and the Completion 

Security provision prevents shifting these risks to custoniers. 

The Completion Security requirements are financeable for an investment grade entity 

with adequate net worth. These Proposers would be required to provide only 10% of the 

Completion Security requirements in the form of a LOC, treasury bills, or cash. This would 

amount to less than $20 rtiillion if the entire need was satisfied and should be able to be secured 
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at a reasonable cost, certainly within reach of any investment grade entity." The remaining 

security may be provided with a company or parent/affiliate guarantee. If a proposal proves to 

be non-financeable, it will be because an entity has insufficient credit ratings andor  net worth, 

but not because the Completion Security requirements are onerous. 

Likewise, the Performance Security required in this RFP has been reasonably and 

rationally derived and represents the amount and form of security FPL believes is necessary to 

adequately protect customers. The Performance Security provision in the RFP and the PPA was 

included to protect customers from a developer failing to perform as it contracts. This failure to 

perform could manifest in a number of forms: failure to provide the contracted MW, failure to 

achieve the contracted heat rate, or failure to achieve contracted availability. In each instance the 

result is that FPL will incur replacement power costs that it will attempt to pass to its customers. 

The Commission oversees the performance of FPL's units on a regular basis and has a 

regular proceeding in which it reviews not only fuel and purchased power costs but also 

generating unit performance. I t  has developed an incentive mechanism that rewards 

extraordinary performance and penalizes poor performance. There is no regulatory mechanism 

in place to protect FPL customers from poor performance by a Proposer pursuant to its PPA. So, 

if customers are to be protected, they need protection through the provisions of the PPA contract. 

That is the purpose of the Performance Security provision in the PPA. 

The risk of less-than-contracted perforniaiice extends over the life of the PPA, which 

could be as much as 25 years. Rather than require Proposers to post a security that would cover 

the potential damages for poor performance for the Life of the contract, FPL determined that one 

half of the Conipletion Security, which envisioned essentially a four-year computation of 

Based on current market conditions, FPL's annual cost for LOC's is approximately 60 16 

to 75 basis points. 
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damages, would be a reasonable Performance Security balance. Once again, this is a 

conservative approach, as it is entirely conceivable that a Proposer could have poor performance 

for more than two years. 

Similar to the requirements for Completion Security, for creditworthy entities with 

sufficient net worth, only 10% of Performance Security will be required in a liquid form 

(cash/LOC). The remainder niay be provided in the form of a corporate guarantee, at no out-of- 

pocket cost to the bidder. So, there should be no reasonable concern that the required 

Performance Security will make a financially viable project non-financeable. Again, if a 

proposal proves to be non-financeable, it will be because an entity has insufficient credit ratings 

andor net worth, but not because the Performance Security requirements are onerous. 

FPL did riot include a Performance Security as a Miniinurn Requirement in its last FWP, 

but Performance Security requirements were included in the draft of the PPA provided to the 

short-listed bidder. The amount of Performance Security was left open and was to be negotiated 

as part of the PPA document. So, the absence of such a perfomiance security provision as a 

Minimum Requirement in FPL’s last RFP should not be read as an indication that FPL did not 

feel such security was necessary or appropriate. By making it a Mininium Requirement iii this 

FWP, FPL is fully disclosing its importance and amount and giving notice that it hopes to attract 

only developers that can perform. 

Taken together, FPL’s Completion and Perforniance Security provisions adequately 

protect customers from completion and performance risks associated with purchasing power. 

They are conservatively calculated, and FPL has balanced the interest of Proposers by allowing 

the more credit-worthy developers to post reduced levels of cash. These security requirements 

may adversely affect the ability of a limited amount of less financially viable Proposers from 
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being able to h a n c e ,  but if it does, it is only because of their fundamental risk profiles, and it 

protects FPL’s customers if such Proposers with unacceptable risks are discouraged from 

submitting proposals. 

For years the Conimission has heard from potential Proposers just how successful they 

have been in constructing plants and how reliable and dependable their plants will be, and that 

adding such plants would enhance reliability of service and lower costs. If these plants turn out 

to be as advertised, then there will be little or no damages payable to the developer under either 

the Completion or Performance Security. However, if there is a significant failure to perform, 

the Completion and Performance Security will be in place to protect customers for the failure to 

per fo r ni . 

PACE alleges that the level of Completion and Performance Security are excessive 

relative to other U P S .  PACE fails either to comprehend or acknowledge that many RFPs and 

PPAs have security requirements that are based on the actual cost of replacement power lie., 

they contain mark-to-market provisions whereby additional security must be posted to cover 

replacement cost each time the market moves). ” These types of requirements are inherently 

more uncertain and potentially larger than the security requirements in FPL’s RFP. In addition, 

FPL can point to at least t hee  cases where the performance Security set forth in the RFP or PPA 

is equal to or greater tlian FPL’S Performance Security. ’*  

See, Duke Power Request for Proposals, Model Power Sales Agreement, Appendix A 
(issued January 28, 20031, at 1-5; Entergy Services, Inc. Request for Proposals, Appendix G 
(issued April 18, 2003), at G-22-G-24, copies of relevant pages of which are attached as Exhibit 
5 .  

’* See, Cheyenne Light, Fuel and Power Company, Request for Proposals (Issued 
December 2002), p. 13 ($1 17,000 - 15 1 ,OOO/MW); Northern States Model Purchase Agreement, 
at 34 ($lOO,OOO/MW); and Public Service of Colorado Request for Proposals and PPA, (issued 
January 28, ZOOO), at 32, copies of relevant pages of which are attached as Exhibit 4 .  
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However, the proper test of whether the level of Completion or Performance Security is 

fair is not what has been required in California, Idaho, North Carolina or Maine. The proper test 

is whether the security levels adequately protect FPL’s customers. To make that assessment, one 

must estimate likely costs custoniers will be asked to incur due to the absence of completion or 

performance. 

FPL has explained the approaches it took in determining the amounts of costs it felt was 

at risk due to lack of completion or performance. In performing those calculations, FPL used 

some very conservative assumptions that benefited Proposers. FPL then significantly mitigated 

the impact of these security requirements by limiting the amounts of liquid assets that had to be 

pledged by credit-worthy Proposers. This approach does not protect FPL’s customers from 

every conceivable risk or even the largest amount of potential costs they may be asked to pay for 

a Proposers’ failure to perform, but it does provide a reasonable amount of protection. 

With the benefit of hindsight, FPL acknowledges that in its last RF’P FPL required too 

little security. Given the events of the intervening months, including the significant number of 

IPP projects abandoned or turned over to creditors, FPL is unwilling to subject its customers to 

the risks of requiring too little security. Absent adequate amounts of a Completion and 

Performance security, there is no certain mechanism that would enable FPL or the Commission 

to protect the customer. 

C. Minimum Experience of Proposers (PACE Objection N) 

FPL has required that all Proposers with proposals supported by new construction “must 

have successfully executed the development, permitting, design, procurement, construction and 

commissioning of a project similar to that proposed” and that “the operating entity must have 
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over five years of demonstrated experience in the successful and reliable operation of facilities 

employing the technology similar to that proposed.” See WP Section 111 E. 1 O), page 23. 

PACE objects to the RFP’s minimum experience requirements as onerous, principally 

focusing on what it misperceives as a requirement that the Proposer itself have five years of 

demonstrated experience. This misperception leads PACE to discuss IOU subsidiaries that have 

been formed to compete in unregulated wholesale markets, where the parent organization has 

much more than five years of such experience but the newly formed subsidiary does not. As an 

example, PACE cites Southem Company’s Mirant Energy subsidiary. 

PACE’s misperception renders its principal argument essentially moot. The only 

requirement in the FWP that must be met by the Proposer itself is to have successfully developed, 

permitted and built a single project similar to the one it is proposing to FPL. Surely FPL cannot 

be faulted for wanting to protect itself and its customers from Proposers who have no relevant 

power plant experience whatsoever. Contrary to PACE’s misperception, the RFP does not 

require that the Proposer have five years of operational experience; rather, this requirement 

applies to the “operating entity,” which can be the Proposer or any other entity that the Proposer 

engages to operate its facility. There are a number of experienced power plant operators who 

can be commercially retained to operate a facility and who would thus meet the RFP’s five-year 

experience requirement. 

PACE’s use of Mirant Energy as an example of a newly-formed subsidiary that should be 

entrusted with responsibility to supply reliable power is curious, in view of recent developments. 

Mirant is presently in Chapter 11 bankruptcy proceedings and is presently trying to reject or 

renegotiate various agreements to purchase and sell power. This hardly seems embleniatic of the 

dependable performance that FPL is properly seeking. 
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PACE also suggests that FPL’s minimum experience requirements is somehow improper 

because there was no counterpart in FPL’s last RFP. This is hardly impropriety; it is simply 

learning from one’s mistakes. One of the Proposers in FPL’s last RFP, which has contested the 

results of that RFP vigorously, was found through discovery to have virtually no experience and 

no prospects for successfulIy building and operating a power plant. FPL had frankly not 

anticipated that it would need to guard against utterly inexperienced Proposers, but now knows 

better and is protecting itself and its customers accordingly from all such entities. 

It is not unusual within the industry to require Proposers to have appropriate experience. 

For example, the May 30, 2003, RFP by the Long Island Power Authority (LIPA) includes a 

requirement that: 

The Respondent must also have demonstrable experience and 
expertise in the areas of power plant and/or transmission 
development, financing, permitting, siting, construction and 
operat ion. 

(Request for Proposals to Provide Capacity, Energy & Ancillary Services to the Long Island 

Power Authority, Section 111, p. 3). While LIPA’s RFP takes an open-ended approach to 

specifying the required experience, FPL believes that its “pass/fail” experience criteria are 

preferable to protect the Proposer7s interests as well as its own. Under the FPL approach, there 

is no discretionary evaluation of the Proposer’s experience level, which can become a source of 

dispute. Rather, FPL has set simple, readily ascertainable criteria: a bright line test. An 

inexperienced potential Proposer who does not meet those criteria need not waste its time, effort 

and money by submitting a proposal that will be rejected later, once its lack of experience is 

considered. 
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D. Site Development (PACE Remedy in Objection A) 

FPL has required Proposers with proposals based on new generation to be responsible for 

the location, development and permitting of its proposed site. FPL has not permitted co-location 

at its Turkey Point site where its next planned generating unit would be located (or at any other 

FPL site). See RFP Section 111 E. 12), page 24. This minimum term has not been objected to by 

PACE, but PACE does include a sentence in its Objections that the Commission should direct 

that the Turkey Point site be made available to Proposers. See PACE Objections at 6. 

Co-location of another entity’s power plant at an FPL site presents a host of difficult 

issues, including, but not limited to: liability and risk management, site control and security, 

sharing of common areas and facilities, uneconomic duplication of facilities or personnel and 

more difficult contract negotiation and administration. These serious considerations for any 

plant site are compounded by the fact that the Turkey Point site contains nuclear units subject to 

a host of special regulatory requirements, Given these challenges, co-location is not a practical 

alternative at the Turkey Point site. 

In its effort to serve its customers effectively, FPL has developed and implemented 

processes for the construction, operation and maintenance of its generating units that have 

resulted in FPL achieving the highest levels of safety, reliability and availability, combined with 

the lowest construction and operation and maintenance costs in the industry. In part, these 

processes depend on FPL having full control of activities at its plant sites. 

When FPL builds a new unit at an existing site, it assigns responsibility for the future 

performance of the new unit to the management team of the existing units. In  this manner, the 

future success of the new unit is as important to the plant management team as is the continuing 

successful performance of the existing units. This results in optimal resolution of issues caused 
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by differences in the objectives of the operation and maintenance of existing units and those of 

the unit under construction. This internal cooperation is reflected in FPL’s success. 

If a different entity, not under FPL control, were to construct a new unit on FPL’s plant, 

this effective synergy would be lost. The construction entity would be trying to optimize its 

efforts focusing exclusively on what would make the new unit successful. If construction were 

conducted on a greenfield site, this approach would be correct. But at a site with existing 

operating units, this would create conflicts. FPL would not be willing to subordinate the 

objectives of its existing units to those of another entity building a new urii , and the entity 

building the new unit would not want to accept constraints regarding its cons ruction process. 

These conflicts could lead to disagreements as to who is responsible for delays, cost increases, 

sub-par-performance, etc. None of this is in the best interest of FPL’s customers. 

Co-location also raises difficult issues of environmental compliance. How would point 

source discharge or air emissions be measured and reported? Would FPL be responsible for 

eniissions or discharges from its site for activities associated with activities attributable to its 

tenant? Could FPL find itself the subject of enforcement actions due to activities of its tenant? 

Co-location could also adversely affect efficient operation and maintenance (“O&M”) of 

FPL units. FPL optimizes the operation of units within a site to control 0 8i. M costs and keep its 

rates low. This optimization consists, among other practices, of sharing some of the manpower 

from the earlier unit@) to operate and maintain the new units. This leveraging of employees 

results in a reduction in the number of employeeslMW and reduces the cost of 0 & M in $/MW. 

Another example is the utilization by the new unit of existing control facilities. FPL’s sites have 

limited remaining space for future addition. To the extent that some or all of the remaining space 
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is used by a different entity, the opportunities for FPL to increase the benefits of optimizing 

operations at a site are diminished. 

Yet another problem arises with the potential loss of a site for the benefit of FPL 

customers when a PPA expires but the site is still occupied by an entity that has no obligation, 

contractual or otherwise, to serve FPL customers. FPL would not be able to reclaim the site for 

the location of another generating facility to serve FPL customers. 

In addition, FPL remains opposed to any attempt to force it to make its 

plant sites available to other entities. FPL has constitutionally protected interests 

which it remains prepared to defend. 

imited power 

11 its property 

In its last RFP, FPL included an identical site development requirement. No developer 

took an exception, and this was not challenged in the ensuing need case. Moreover, in the 

subsequent Bid Rule amendment proceeding, the Commission declined to adopt a rule revision 

requiring consideration of co-location, despite having explicitly considered such language. In 

fact, PACE, which now advocates co-location, explicitly withdrew its advocacy of co-location in 

those proceedings. Given the Commission’s decision not to include co-location language in the 

Bid Rule, it cannot be reasonably argued that FPL’s decision not to entertain co-location in its 

R I P  violates the Bid Rule. Consequently, there is no basis to direct FPL to make its Turkey 

Point site available for co-location to potential Proposers. 

E. Proiect Site Certification Schedule (PACE Obiection E) 

FPL has required that Proposers with proposals based on new generation agree to file a 

Site Certification application on or before April 1, 2004. See RFP Section I11 E.13, page 24. 

FPL retains the right to terminate negotiations if a Proposer fails to meet the April 1, 2004, date. 
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PACE has objected to this milestone for filing the site certification application on 

essentially two grounds. First, it argues that it is unrealistic to require Proposers to meet this 

milestone because the process to prepare an application would need to have started in July 2003. 

As such, PACE argues that those who do not have a suitable site and have not already begun the 

process to prepare an application would not be able to demonstrate the ability to meet the 

milestone. Second, PACE argues that it is commercially infeasible, onerous and unfair for FPL 

to require Proposers to file a Site Certification application before contract negotiations have been 

concluded. PACE argues that Proposers should not have to expend money to prepare a site 

application prior to being declared the “winner” of the RFP. Neither of these is a valid objection, 

because they ignore the realities of siting and constructing a major power plant project. 

FPL requires that the site certification application be filed by April 1, 2004, not to add to 

the Proposers’ burden, but simply because it knows that if this date is not met, a project cantiot 

meet the required in-service date of June 1, 2007. Thus, PACE’S objections are essentially an 

attack on the June 1, 2007, in-service date. But that in-service date is essential if a project is 

going to be available to meet the need it is intended to serve. Any serious Proposer has been 

fully aware of FPL’s capacity requirements in 2007, because they are set out in the Ten-Year 

Site Plan filing that FPL made in  April 2003. Moreover, information on the concerns associated 

with the load and generation imbalance for Southeast Florida was made available by FPL as 

early as November 2002 by posting that inforination on FPL’s OASIS website. Again, any 

serious Proposer would be aware of information on this website. And FPL is not singling out 

Proposers for the April 1, 2004, deadline. If FPL is to preserve its self-build option of Turkey 

Point 5 ,  it too will have to file its site certification application before that date. 
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There is no merit to the argument that Proposers would have needed to begin the site 

certification process in July 2003 to meet the April 1 ,  2004, deadline. Any Proposer with 

experience with the Power Plant Siting Act and the licensing of new facilities would know that if 

they have a suitable site, there is more than enough time left to start today and still prepare and 

submit a Site Certification application by April 1, 2004. 

Finally, PACE’s complaint that Proposers will have to expend funds preparing for site 

certification before they know whether their project will be selected is either naive or 

disingenuous. Bidding to supply a major project such as a power plant necessarily entails a 

substantial commitment of resources up front, with no certainty that they will be recovered. This 

risk is routinely handied by pricing the proposed project such that the return on investment if it is 

selected compensates for the risk. 

To follow PACE’s argument to an absurd conclusion, Proposers would not start spending 

capital until the conclusion of negotiations. Then, followiiig their argument that it would take 9 

months to prepare the application, it would not be filed until late 2004 or early 2005. Given the 

statutory times set in the PPSA and the time needed for construction, this would result in the 

project missing its necessary start date by six months to a year, even if there were no other 

unforeseen delays. 

It is important to provide some sort of incentive for the Proposer to meet the milestone 

for site certification. Proposers who seriously want to be the successful bidder in this process 

and meet the needs of FPL’s customers are going to aggressively pursue the preparation and 

filing of a Site Certification application and spend money in advance of the final negotiations 

just as FPL will have to do. If this milestone cannot be met, then the project wi l l  not meet its in- 

service date, and the sooner FPL is aware of a delivery problem, the sooner it can act to mitigate 
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the cost impact on its customers. This site-certification milestone is typical of PPA contracts 

based on new generation and is justified as a protection of FPL customers from potential late 

delivery. 

F. The RFP’s Dual Fuel Requirement (PACE Objection s) 

FPL has required that all newfy built gas-fired generation proposals include the capability 

to operate on distillate (#2) fiiel oil as a secondary fuel to satisfy reliability and continuity 

concerns. See RF’P Section 111 E. 1 11, page 24. 

PACE objects to the WP’s dual fuel capability requirement as onerous and unreasonable 

with respect to proposals that would be located where natural gas from both the FGT and 

Gulfstream pipelines is available. As evidence that capability to burn distillate oil is unnecessary 

in such locations, PACE asserts that FPL has recently added significant generation capacity at 

the Martin and Manatee plants as natural gas-only facilities. 

PACE is only partly correct in its assertion about the Martin and Manatee additions. 

Contrary to PACE’S assertion, Martin Unit 8 will have the necessary facilities to burn distillate 

oil, but PACE is correct that FPL does not plan to have that capability at Manatee Unit 3.19 As 

discussed in the testimony of FPL witness Gerard Yupp in FPL’s last need determination 

proceeding, FPL decided that distillate oil capability was unnecessary for Manatee Unit 3 

because the Manatee plant is situated where it has excellent access to both the FGT and 

Gulfstrearn pipelines. Moreover, FPL will have firm transportation contracts on both pipelines 

greater than the capacity of Manatee and can arrange to “detour” gas to the Manatee plant in the 

l9 PACE also appears misinformed as to the rationale for adding dual fuel capability to 
the proposed Turkey Point self-build unit. This capability has not been added because of the 
limited gas supply to Dade County. In fact, any gas fired power plant addition to the area wifl 
require increased gas capability through upgrades to the gas transmission line, and such upgrades 
are included in the proposed self build unit. The distiilate oil firing capability is provided in 
addition to this reinforcement of the gas supply. 
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event that the other pipeline were temporarily unavailable. Because of this flexibility, FPL 

decided that it had the effective equivalent of dual fuel capability for Manatee Unit 3 in the sense 

that it had two independent and reliable sources of gas supply. 

After reviewing the purpose served by the RFP’s dual fuel capability requirement, FPL 

has decided that it will accept and evaluate proposals that do not have distillate oil capability if 

they have two, independent and reliable sources of gas supply. FPL cautions, however, that any 

Proposer who intends to rely upon multiple gas supplies to meet the dual fuel capability 

requirement nus t  provide sufficient detail to demonstrate that the supplies are indeed 

independent and that the Proposer has the physical, logistical and contractual ability to rely upon 

both supplies at all times that they might be required. This demonstration would include, but not 

be limited to, an affirmation by the Propuser that the Proposer has or shall obtain firm gas 

transportation capability for both sources of supply, each sufficient to meet the proposed 

facility’s fuel needs. FPL’s economic analysis of a proposal will assume that if a proposed new 

unit does not have distillate oil capability, it will have firm gas transportation capability on two 

independent transportation systems and that the Proposer will charge FPL for the cost of 

reserving capacity on both of those transportation systems unless the Proposer expressly affirms 

otherwise. 

G. The RFP Evaluation Fee (PACE Obiection M) 

PACE attacks the RFP’s $10,000 fee per proposal as “unfair, onerous, and unduly 

discriminatory.” It offers thee  supporting arguments: (1) The RFP evaluation fee is not cost- 

based;” (2) Although PACE does not presently contest the $1 0,000 proposal fee for evaluation 

on “an initial Proposal”, PACE seeks to have FPL allow “at least two variations to the original 

proposal without imposing on the bidder the requirement to pay another $10,000 evaluation fee.” 
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PACE argues that the approach used in an FPC WP (essentially allowing evaluation of a 

proposal and two variations of that proposal for a $10,000 fee and a $1,000 evaluation fee for 

any additional variations) should be a requirement placed upon FPL; and (3) FPL should not be 

allowed to keep 25% of an application fee if it finds that the proposai is non-responsive or 

ineligible. 

The statement that FPL’s RFP evaluation fee is “not cost-based” is simply incorrect. In 

deriving the RFP evaluation fee amount of $10,000, FPL first totaled the major incremental costs 

that were incurred for FPL’s most recent RFP (the Supplemental WP). This total did not include 

salaries, overtime, time that could have been spent on other work, or travel costs related to the 

RFP for FPL personnel. This was the cost of outside consultants and attorneys, computer 

software and notices necessary to develop and administer the RFP. This total of incremental 

costs was then divided by the total number of eligible bids (bids that received detailed economic 

evaluation). The resulting quotient of incremental cost per eligible proposal was approximately 

$9,600 in 2002 dollars. Consequently, FPL judged that a 2003 cost per proposal of $10,000 was 

both cost-based (incremental) and reasonable. (If internd FPL resources devoted to the RFP had 

been included, the cost would have been much higher.) 

In regard to the second assertion by PACE that a Proposer should be allowed more than 

one proposal (or as PACE calls it, one or more “variations” of an initial proposal) for no cost or 

reduced cost, FPL considered that approach for the 2003 RFP.  Ultimately, FPL rejected such a 

“buy one, get one (or two) free” approach for several reasoils. 

First, FPL utilized a similar approach in its recently concluded RFP effort in which 

certain variations to a proposal were evaluated for no additional fee. When FPL derived the 

$ZO,OOO RFP evaluation fee discussed above, each of these variations were included as FPL 
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counted up the nuniber of proposals that served as the denominator in the cost-per-proposal 

calculation. If FPL had removed these variations from the denominator and had used only one 

proposal per Proposer in the calculation, the resulting EWP evaluation fee would have been in 

excess of $20,000 per proposal. In that case, allowing another “variation” for no additional cost 

would still have resulted in a “per proposal fee” of $10,000. 

Second, FPL’s experience in its recently concluded RFP effort shows that the economic 

evaluation work of analyzing RFP proposals constitutes the bulk of the evaluation time and 

effort. In  the economic evaluation, there is essentially no difference in the amount of time and 

work required to evaluate one proposal and one “variation” of this proposal from Proposer A or 

to evaluate one proposal each from Proposer B and Proposer C. In either case, the evaluation is 

looking at two distinct proposals, and the computing time is substantially the same. Therefore, it 

is logical and fair to charge Proposer A the sanie evaluation fee for evaluating both its “original 

proposal” and its “variation” as it would charge Proposer B and Proposer C for the single 

proposal that each subniitted. 

Third, FPL’s experience in its recently concluded RFP effort in which it allowed certain 

variations to be evaluated at no additional cost led FPL to conclude that this approach showed no 

clear benefits in terms of FPL receiving “better” capacity options to choose from. PACE’S 

example of allowing a variation that results in “changing the proposal from 10 years to 1.1 years” 

is representative of many of the variations the FPL saw in its recent RFP work. This “shotgun” 

type of approach often results in two proposals that emerge froni the economic evaluation 

without significant differences between them, but which take up an identical amount of time and 

effort in this evaluation. Consequently, FPL believes it is to its customers’ advantage to 

encourage Proposers to expend effort in further refining what they believe their strongest 

35 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

proposal is, rather than being diverted by trying to develop similar “variations” that require 

additional evaluation time and effort. 

In regard to PACE’s objection to the WP’s language about keeping 25% of the 

evaluation fee for proposals that are deemed non-responsive or ineligible, PACE attempts to 

illustrate this with an extreme example and disregards what has been FPL’s practice in this 

regard in its most recent RFP experience, PACE’s example states that if a bidder submitted 5 

proposals but did not have an Officer certify these proposals, then FPL would deem all 5 

proposals as ineligible and would then keep $2,500 from each of the five $10,000 evaluation 

fees. While such an omission is possible from a Proposer, FPL’s practice in its RFP efforts has 

been to contact the Proposer, point out the omission, and request that it be corrected. FPL did 

that repeatedly in its last RFP work. Furthermore, the RFP states on page 19 that FPL reserves 

the right to waive inconsequential non-comphance with the Minimum Requirements of the RFP. 

Clearly, both FPL’s practice and the language in the current RFP indicate that FPL is allowing 

room for flexibility in dealing with omissions or other issues that would otherwise lead a 

proposal to be deemed ineligible. 

Nevertheless, in FPL’s recently concluded RFP efforts, there were some Proposers whom 

FPL had to “chase” repeatedly in an effort to clear up problem areas. In a few of these cases, 

these problems were not cleared up and the proposals were declared ineligible. In those cases, 

FPL returned both the proposals and the full evaluation fees. 

In  preparing the 2003 RFP, FPL concluded that this practice of returning problem 

proposals and the full evaluation fee was counterproductive, since the time it takes to repeatedly 

chase such Proposers reduces the available evaluation time. FPL seeks to minimize or eliminate 

such occurrences in this RFP and believes that the knowledge that FPL will be able to retain 25% 
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of the evaluation fee will result in not only more complete proposals being received, but also 

more cooperation in regard to clarificatiordomission requests that FPL might subsequently make. 

In summary, the evaluation fee aspect of FPL's 2003 RFP is cost-based and reasonable. 

The fee is designed to result in FPL receiving the best capacity option proposals available with 

all required information included in those proposals. 

H. Regulatory Modifications Provision (PACE Obiection 8)  

FPL has included, as a Minimum Requirement of its RFP, acceptance by a Proposer or 

This provision, sometimes "would be seller" of FPL's Regulatory Modifications Provision. 

referred to as a "regulatory out" provision, passes any disallowance regarding recovery of costs 

under the PPA from FPL to the seller. This provision also gives the seller (not FPL) the option to 

terminate the contract in the event that FPL reduces the amount of a payment, consistent with a 

disallowance. Furthemiore, this provision requires FPL to defend the validity of the contract and 

its right to recover from its customers all payments required under the contract, as well as 

cooperate with the seller in any proceeding to recover such costs. See RFP Section 111 E.15), 

pages 25-6. PACE has objected to this minimum requirement on the grounds that it imposes 

regulatory risks solely on sellers and that, in PACE'S opinion, it is unfair, onerous, unduly 

discriminatory and commercially infeasible. 

In its objection, PACE states that the Regulatory Modifications Provisions "likely will 

render projects unable to obtain long-term project financing." In fact, this provision would not 

necessarily make a project non-financeable. Any strong, financially viable entity can secure 

financing for projects supported by a contract that contains this provision, particularly given the 

small risk of disallowance by the FIorida Public Service Commission, a sophisticated regulatory 

agency perceived by the investment community as reasonable, which has no history of 
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disallowing recovery of costs incurred under a PPA. It is only weak firms with questionable 

financial viability that niay find it difficult to finance a project, especially if instead of pledging 

corporate assets as collateral they seek to rely on non-recourse project financing which leaves 

them with very little incentive to stay with a project in the event that problems develop. If a 

potential seller is unwilling or unable to accept the regulatory disallowance risk in iinancing a 

project, it may indeed find it difficult to obtain willing investors; but that does not make it 

appropriate to shift the risk to FPL and its customers. If this Regulatory Modifications provision 

were to exclude such financially weak entities, unwilling or unable to accept risk, from providing 

proposals, it would work to effectively protect FPL's customers from undue exposure to risk. 

Potential sellers with solid investment-grade bond ratings can effectively obtain financing 

by pledging corporate assets. Such sellers present far less risk to FPL's customers, for they have 

greater ownership in the success of the project and would have more incentive to work though 

any project difficulty that may arise. 

FPL has several power purchase agreements that include terms identical and/or sitniIar to 

the Regulatory Modifications provision included in FPL's RFP, and the developers were able to 

finance the projects. See Exhibit 7 for the list of such contracts.2o Moreover, in the last year's 

Supplemental RFP when the IPP industry was reeling with downgrades and other financing 

challenges, FPL received thirteen eligible proposals and only four took an exception to the temis 

PACE is uncharacteristically accurate when it states in its Objection that FPL declined 
to provide this list at the September 4, 2003 pre-bid workshop. FPL declined then because the 
purpose of the workshop was to aid potential bidders in understanding how to complete the 
required bid forms so that they satisfied RFP requirements. This list was not necessary or 

kse, 
the 

20 

relevant to that discussion. PACE attempted to use that proceeding for an improper purp 
conducting discovery to assist it in formulating its objections. FPL declined to subvert 
purpose of the meeting. However, now that the information is relevant, FPL is inore than wil 
to share it. 

1 ng 
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contained in the Regulatory Modifications provision. This is compelling evidence that inclusion 

of such a provision does not prevent financing. 

PACE alleges that it is unfair, onerous and unduly discriminatory to place all risk 

associated with disallowance of cost recovery incurred under a PPA on a power seller. FPL 

disagrees. The risk of disallowance should align with the potential to earn a return. In a utility 

self-build option, it is the utility which earns a return on its investment and which also assumes 

all the risk of regulatory disallowance. In a PPA it is the seller, not FPL, that has the prospect of 

earning a return, and that is where the risk of disallowance should be as well. 

Furthermore, the seller is the performing party under the contract for which specific costs 

may be disallowed, and the utility was required to solicit proposals that led to such a contract 

under the Bid Rule. In addition, the Commission would have approved the terms of such a 

contract as a condition precedent to the contract taking effect, and except as specified in the 

contract, FPL has no control over the seller's conduct or performance, and any disallowance 

would have been caused by actions or omissions not under the control of FPL. Therefore, as 

between FPL and a contract seller, the risk of disallowance of recovery of specific costs incurred 

under a PPA arising out of an RFP conducted under the Bid Rule appropriately rests with the 

seller. Since it is the seller that has both the opportunity to earn a return and control over its 

performance, it is fair and appropriate that the seller assume the associated risk. PACE 

effectively acknowledges this risk is minimal when it argues in its Objection that the Equity 

Adjustment risk factor should be reduced because of "the extremely fair treatment that the 

FIorida PSC has given IOUs in rate recovery." PACE Objections at 20. 

PACE erroneously states that the Regulatory Modifications Provision "create a nieans for 

FPL to escape from a market contract in the future'' by seeking an exclusion of cost recovery 
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from rates. PACE Objections at 7. This is totally inconsistent with the obligation that this 

provision imposes on FPL to use reasonable efforts to defend and uphold the validity of the 

contract and its right to recover from its customers all payments required to be made by FPL, and 

to cooperate with the seller in that effort. 

Finally, the implementation of the Bid Rule does not assure FPL of recovery. Costs 

incurred under a PPA resulting from an RFP can still be disallowed under the Bid Rule. Under 

the Bid Rule, even if the Commission has approved a PPA resulting from an RFP, costs under 

that approved PPA may be disallowed (a) if not prudently incurred, or (b) there is evidence of 

fraud, mistake or similar grounds. Given that a PPA resulting from an RFP under the Bid Rule 

would have to be approved for cost recovery by the Commission before it becomes effective, it is 

difficult to conceive of costs payable under that contract not being prudent. The only scenario 

FPL can conceive of where an imprudent cost might be incurred would be where the seller 

passed a cost to FPL that was not consistent with the terms of the PPA and FPL failed to note 

this but the PSC caught it and disalIowed it. If such a cost were deemed imprudent, the 

disallowance should fall to the seller which passed an improper cost to FPL, not with FPL for 

failing to catch the error. Similarly, if there were mistake, fraud or similar conduct by the seller 

that resulted in a disallowance, clearly the risk of such a disallowance should fall to the seller and 

not FPL. So, even under the amended Bid Rule there is a minimal risk of disallowance, and 

ultimately the risk of such disallowance fairly should flow to the entity that has performance 

accountability and an opportunity to earn a return - the seller. 
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I1 
FPL’s Responses To Objection Regarding RFP Terms 
And Conditions That Are Not Minimum Requirements 

PACE has raised one objection regarding RFP terms and conditions that are not 

Minimum Requirements. This objection misconstrues one term of the sample PPA, which is 

Appendix A to the RFP. 

Before addressing the specific objection, it is important to note that the draft: PPA does 

not pose additional mandatory terms and conditions over the relevant minimum requirements 

stated in RFP Section 111. E. The RFP makes it very clear that exceptions may be taken to each 

of the terms that are not part of the minimum requirements. The Draft PPA is meant to create a 

“level playing field for all bidders in developing their proposals and conducting negotiations.’’ 

FPL stated in the RFP: 

Proposers should consider the draft PP A contains the key elements 
FPL considers are necessary. Any proposed revisions to the draft 
PPA must be set forth in the proposaI as discussed in Section II1.F. 
Concerns regarding the draft PPA language will be addressed 
through a negotiation process with Finalists. 

RFP Section 11. C., page 9. 

FPL also provided Proposers with the opportunity to state exceptions to any terms of the 

RFP and PPA that were not Minimum Requirements. RFP Section 111. F. FPL explicitly noted 

that the purpose of this was to facilitate negotiations. 

Given that all the terms and conditions in the RFP and PPA other than the Minimum 

Requirements stated in the RF’P are negotiable and Proposers may take exceptions to them, FPL 

respectfully subniits that the Coinmission should not entertain any objections regarding these 

terms and conditions based on arguments that they are onerous, unfair, unduly discriniinatory or 

commercially infeasible. The Commission has encouraged negotiation of contracts as a result of 
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an FWP rather than prescribing terms and FPL has put forth a document that will facilitate such 

negotiations. Objections asking the Commission to require FPL to remove these negotiable, 

non-mandatory terms are nothing more than attempts to involve the Comiission in negotiations 

that may not even materialize if the entities raising the objections are not selected as finalists. 

PACE’s objection is premature, unnecessary and an obvious request to have the Commission 

intrude into matters it has chosen to leave to negotiations between parties. 

A. Cash Deposit Provision (PACE 0b.jection K) 

In the sample PPA attached to FPL’s RFP as Appendix A, Section 4.3 creates a Security 

Account into which all cash deposits or other liquid security required of the Seller shall be 

deposited “for the benefit of FPL.” RFP Appendix A, p. 20. PACE has objected to the non- 

mandatory, negotiable provision in the PPA arguing that the interest that accrues on such 

deposits should not accrue to FPL’s benefit. 

PACE’s objection is based upon an incorrect interpretation of Section 4.3 on page 20 of 

the sample PPA. That section does not state that FPL will earn interest on the funds a Seller 

would deposit into a Security Account. AI1 that the negotiable Section 4.3 requires is that the 

Security Account be established by the Seller “for the benefit of FPL.” It does not address 

interest. 

Section 4.3 requires that the control of the Security Account be determined by a control 

agreement in form and substance acceptable to FPL, to be negotiated when the account is 

established. Such controf agreement would govern the terms and conditions associated with 

disbursements of funds from the Security Account. The fact that the account is for the benefit of 

FPL does not mean, and PACE should not have assumed, that the control agreement would make 

FPL, rather than the Seller, the entity to whom interest, if any, would inure. 
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Remember, this contractual provision is negotiable. The Proposer may state an exception 

to the language proposed by FPL and offer alternative language. There is no need for the 

Commission to address this negotiable term which PACE misinterpreted. 

111 
FPL’s Responses To Objections Pertaining To FPL’s Evaiuation Methodology 

FPL has provided an extraordinarily detailed description of its evaluation methodology. 

See FWP Section IV, Appendices B, C and E, Attachment Two. PACE has filed several 

objections to FPL’s evaluation methodology and asked the Commission to prohibit FPL froin 

employing what it considers to be an appropriate evaluation methodology to assess all costs 

necessary to determine the most cost-effective alternative. 

In addition to the caution FPL urged earlier about PACE asking for relief not 

conteniplated under the Bid Rule in a proceeding not set forth in the APA, the Commission 

should realize that it is being asked to switch its historic role, Historically, under Chapter 366 

and the Bid Rule, the Commission has assumed the role of reviewing the prudence of utility 

conduct after the fact. In the Bid Rule this has meant reviewing the economic evaluation after it  

has been performed. PACE asks the Commission, without the benefit of any evidence, to 

abandon its historic review role and prescribe the evaluation methodology FPL is to employ. 

This unprecedented change in the Commission’s role is unwarranted, and, if followed, it would 

result in the selection of an alternative that is not the most cost-effective alternative for FPL’s 

customers. Indeed, some of the changes advocated would have changed FPL’s next planned 

generating unit. This is an unprecedented and unwarranted intrusion into the evaluation role that 

FPL should correctly retain because it has the obligation to serve. 
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A. FPL’s Southeast Florida Location Preference (PACE Obiection A) 

In its RFP, FPL has stated it has a location preference for new generating capacity to 

meet its 2007 need - Southeast Florida. Consistent with the Bid Rule that requires the best 

available information regarding system-specific factors such as preferred locations and 

transmission constraints, FPL devotes three pages of its RFP to explaining the factors that led it 

to have a preference to adding new generation capacity in Southeast Florida to meet its 2007 

need. It supplements that detailed explanation by providing the address to FPL’s OASIS website 

where there is an explanation of the loadgeneration imbalance, related transmission constraints 

underlying FPL’s stated geographic preference and a definition of the Southeast Florida area. 

PACE has raised an objection regarding FPL’s Southeast Florida location preference. 

PACE argues that this location preference unfairly favors FPL’s self-build options and unduly 

discriminates against any % generation asset located anywhere else in the state. Without any 

explaiiation or support, PACE argues that FPL’s evaluation wi I t “penalize” any proposal located 

outside of the Southeast Florida region. 

Unsubstantiated hyperbole asidq2’ FPL’s location preference complies with the 

Conimission’s Bid Rule. The Bid Rule explicitly recognizes the appropriateness of a location 

One particularly egregious example of PACE’s hyperbole begs to be specifically 
addressed. PACE states that “[plotential competitors were given inadequate time to locate a 
suitable site in the Southeast Florida region.” Objection at 5. It should be noted that this 
statement acknowledges there are suitable sites in Southeast Florida for power plants, even 
though earlier in its objection PACE suggested just the opposite. Indeed, there are available sites 
in Southeast Florida, as evidenced by at least three facts: (1) In FPL’s 2001 RFP, 25 of the 81 
proposals received were from plants sited in Southeast Florida: (2) In the SpringiSummer of 
2001, FPL had 14 different requests in its Generator Interconnection Service Queue for plants in  
Southeast Florida: and (3) FPL is aware, from its site procurement efforts, that there are 
undeveloped sites in Southeast Florida suitable for power plant development. 

More importantly, PACE’s argument is seriously flawed. The 60 day period set forth in 
the Bid Rule between soliciting and selecting proposals is not meant to provide time for 
procuring sites. Responsible, competitive developers should secure sites based on known 
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preference and the consideration of transmission constraints. See, Rule 25-22.082(5)(g) 

(“preferred locations proximate to load centers, transmission constraints”). Independent of the 

Bid Rule, the Commission has previously recognized that the location of a generating unit and 

associated transmission limitations are appropriate considerations in an economic analysis. In 

se: Petition for Detevminntion qf need-for Electrical Power Plant (Amelia Island Cogeneratioi? 

facility) by Nassau Power Corporation, 92 FPSC 2:s 14, 820-2 1 (Order No. 25808), rehearing 

denied 92 FPSC 7:340 (Order No. PSC-92-0478-FOF-EQ). 

It is important to understand just what FPL’s geographic preference is and is not. The 

geographic preference is not a refusal to accept proposals from outside of Southeast Florida. 

FPL will accept all such proposals, and if they prove to be the most cost-effective option or part 

of a portfolio that is FPL’s most cost-effective option, FPL wit1 advance them to negotiations. 

The geographic preference does not impose a penalty on proposals from outside of Southeast 

Florida by arbitrarily assigning thein costs. FPL will apply a thoroughly documented economic 

analysis to every competitive portfolio, FPL’s or a Proposer’s, regardless of location, to 

determine total costs. The geographic preference is not some non-price factor that will be 

applied in the non-economic evaluation. The geographic preference is the result of recognition 

of two factors that are properly disclosed to potential Proposers before they submit a proposal. 

First, it is a recognition that the Southeast Florida load/generation imbalance and associated 

transmission costs are a system-specific problem that needs to be addressed. Second, it is a 

recognition that when these known system-specific conditions are properly reflected in the 

conditions well before a utility issues a solicitation. If they fail to do so, they should be 
accountable to their shareholders for malfeasance. As FPL discusses in Section 111. C. hereafter, 
FPL has repeatedly, publicly disclosed the system-specific load/generation imbalance in 
Southeast Florida though means responsible developers should have corisul ted for at least ten 
months. The suggestion that FPL should defer accepting bids so PACE and its nietiibers can go 
out and perform tasks they should have been performing for months is inane. 
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economic analysis, all other things being equal, capacity additions in Southeast Florida, whether 

FPL or non-FPL, appear to be more cost-effective. 

FPL did not decide upon a geographic preference and then construct an economic 

evaluation that assured a certain geographic answer.22 FPL constructed an economic analysis 

that was designed to address known system conditions - a need for 1066 MW system-wide in 

2007 as well as a growing loadgeneration imbalance and associated transmission constraints in 

2007 - and then proceeded to determine its most cost-effective alternative. Knowledge of 

system-specific conditions that needed to be addressed and the results of that economic analysis 

led FPL to conclude that it should state a geographic preference for generating unit additions in 

Southeast Florida. 

There is an incontrovertible fact that a significant imbalance exists between load and 

installed generation capacity in the Southeast FLorida area. See RFP at 3-5. This imbalance will 

continue to grow through 2007, because load will grow and there are no scheduled generation 

additions in the area between now and 2007. Given the projected load growth in that area and 

the limits of transmission import capability into that area, FPL projects that either generation 

capacity will have to be added in that area or transmission upgrades will have to be made as early 

as 2007. Without one or both options, there will be severe transmission constraints in the 

Southeast Florida area. 

Once FPL identified the system conditions that needed addressing, FPL then determined 

the proper econoinic analysis necessary to identify the most cost-effective option available to 

22 FPL did not begin its 2007 planning with a location preference in Southeast Florida. 
Indeed, most of FPL’s available power plant sites are located outside of Southeast Florida, and 
some enjoy cost advantages relative to Turkey Point, which will require significant investnient in 
gas pipeline facilities. Note that PACE did not object to consideration of this location-related 
cost, that works to the disadvantage of FPL’s self-build option. 
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serve FPL’s customers. FPL had already been incorporating transmission integration costs 

associated with projects in its analysis, but the Southeast Florida imbalance suggested that FPL 

needed to start considering transniission losses as well as the increased operating costs associated 

with having to inefficiently operate units in Southeast Florida. 

When FPL evaluated its most cost-effective self-build option to meet 2007 needs using 

these economic analyses, FPL identified the Turkey Point combined cycle option as the most 

cost-effective. If FPL had ignored known costs associated with transmission losses and efficient 

unit operating costs, FPL would have selected a unit outside of Southeast Florida. In other 

words, if FPL had ignored known costs, FPL would not have selected its most cost-effective self- 

build option. 

It is this same economic analytical approach that led to the selection of the Turkey Point 

combined cycle unit that FPL will employ to evaluate RFP proposals. In that evaluation the 

Turkey Point unit will compete head to head with the most cost-effective RFP proposals or 

combinations of proposals. 

PACE would have the Commission direct FPL to ignore real circumstances with 

associated costs that affect FPL’s customers, and it reaches the illogical conclusion that ignoring 

such costs would benefit customers. If FPL were to ignore known costs that affect its customers, 

FPL probably would not select the most cost-effective alternative; FPL has already learned this 

from its evaluation of its self-build options. 

FPL has designed its transmission analysis in this RFP to appropriately capture and 

analyze the transmission-related costs arising from potential portfolios which would impose 

additional costs on FPL’s customers. The siting of new generation in Southeast Florida appears 

to be the niost cost effective solution to the growing imbalance between generation and load in 
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this area of FPL’s service territory. The transmission related costs and analyses outlined in 

Appendix E to the RFP are fair, appropriate and necessary to insure the delivery of the most cost- 

effective altemative for FPL’s customers. 

FPL’s geographic preference for Southeast Florida is entirely warranted given system- 

specific conditions that need to be addressed and the cost impact those conditions will have on 

the economic analysis. FPL should not be criticized for disclosing this relevant information to 

Proposers, as required by the Bid Rule. 

B. FPL Has Not Tried To Reserve Transmission Capacity (PACE Objection H) 

In RFP Section I, F., FPL communicates the reasons underlying the need for new 

generation to be located in the Southeastern region of its territory in 2007. Near the end of that 

discussion (page 6), FPL discusses an “additional factor” that it considered in reaching its 

conclusion that the Southeast Florida generatiodoad imbalance should be addressed in 2007. 

FPL noted that the addition of new generating capacity in 2007 would ease anticipated 

transmission constraints not only in 2007 but also beyond 2007, providing transmission 

capability in future years which might be used to carry solid fuel options, if cost-effective, that 

would improve FPL’s fuel diversity. 

In its effort to make FPL’s RFP as seeniingly sinister as possible, PACE’S objection to 

this paragraph of the RFP grossly misconstrues it as a Yesewation of transmission capacity.” 

PACE compounds its misrepresentation by saying that this passage penalizes and discriminates 

against sites located outside of Southeast Florida for a future event that might not occur. It 

concludes its vitriol with the gratuitous and totally unsupported observation that this passage is 

“anticompet iti ve. ” 
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When one dispassionately looks beyond PACE’S rhetoric, several factors become clear. 

First, this discussion was included in the RFP by FPL to meet the amended Bid Rule’s 

requirement. Second, the only transmission costs FPL is including in its economic analysis are 

costs associated with the options it will be analyzing; FPL will not be analyzing or imputing to 

any option transmission costs associated with future capacity options. Third, FPL is not 

reserving transmission capacity for any future capacity addition; it is simply attempting to 

explain how an action to correct a problem in 2007 may impact future planning decisions. 

Fourth, FPL, is not penalizing or discriminating against projects located outside of Southeast 

Florida, and certainly not for a “future event” . . . “that maj’ well not ever occur. ” 

The recently amended Bid Rule requires FPL to disclose “the best available information 

regarding system-specific conditions which may include, but not be limited to, preferred 

locations proximate to load centers. transmission constraints, the need for voltage support in 

particular areas, and/or the public utility’s need or desire for greater diversity of fuel source.” 

Rule 25-22.082(5)(g), Florida Administrative Code. Because FPL has indicated a location 

preference, transmission constraints and a fuel diversity preference in its RFP, all the factors that 

led it to stating its RFP preferences needed to be disclosed in the RFP. Thus, the inclusion of 

this paragraph is actually contemplated under the Bid Rule. 

It is critically iniportant that this discussion not be misconstrued into something it is not - 

the imputation of costs associated with a future addition to options being considered in this 

analysis or a reservation of transmission capacity for a future option. The only transmission 

costs FPL will quantify in its economic analysis in the RFP will be the transmission costs 

related to the generation options it will be evaluating. Those costs wiil be calculated the same 

way, regardless of whether the option is FPL’s or a Proposer’s. There is no penalty or 
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discrimination against options because of who will build them or where they are located. 

Recognizing real costs is not a penalty or discrimination. The transmission-related costs to be 

calculated in FPL’s economic evaluation are not the costs associated with capacity additions that 

may or niay not be made in the future on FPL’s system. Those costs will be properly addressed 

in the future when those decisions are made, but they are not a part of the analysis in this case. 

The transmission related costs in FPL’s analysis will be only the costs associated with the 

options being evaluated to meet FPL’s 2007 need. 

Just as FPL is not including transmission-related costs associated with future capacity 

additions in its economic analysis in this RFP, FPL is not attempting to reserve transmission 

capacity for those future additions. Indeed, it cannot do so. 

The paragraph to which PACE objects is not, if fairly read, an attempt to reserve 

transmission capacity for a future transmission option. It is an observation of what should be 

obvious. If FPL adds generating capacity in 2007 and this relieves the loadigeneration 

imbalance and associated transmission constraints in Southeast Florida in 2007, this relief will 

continue into the future until load growth offsets the increased generation available. Until that 

occurs, there will be transmission capacity available to import into Southeast Florida. 

How this available transmission capacity may be used in the future is not being 

committed in this RFP. It might be used to move IPP power into Southeast Florida in future 

years. It might also be used to move coal-fired or other fuel diverse power provided by an IPP, 

FPL or another utility. Because FPL has stated a preference for increasing fuel diversity on its 

system, it was appropriate to discuss in this RFP that this continuing advantage arising from 

addressing the 2007 load/generation imbalance might be available to help address fuel diversity. 
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That candid observation did inform FPL’s thinking, but it is not a commitment to any future 

option or a cominitment of transmission capacity that may become available to a future option. 

FPL is charged with the responsibility to conduct proper resource planning for all future 

resource needs, and it devotes significant resources to executing this important function. Part of 

that exercise is to anticipate the impact of today’s decisions on future options - options that niay 

occur as well as options “that muy very well not occur.” Where current decisions can be made 

that not only support immediate needs but also support and preserve options for future conditions 

that may benefit FPL’s customers, FPL has a charge to consider such options. 

FPL could have justified a more restrictive approach. It could have limited its 2007 RFP 

to Southeast Florida locations. That would have assured that all the new capacity additions 

would offset the Southeast Florida load/generation imbalance, and it would have assured that the 

resulting favorabIe impact on transmission import capability into Southeast Florida was available 

for future additions. Instead, FPL is allowing bids from Proposers regardless of location. This 

does not assure that transmission import capability into Southeast Florida will be increased. 

FPL has adopted an economic evaluation that will capture the transmission-related costs 

of all proposals on an equivalent basis. That does not mean that all options analyzed will have 

equivalent costs. It nieans that all options will be analyzed the same way. FPL expects that there 

will be variations in the transmission-related costs, but that is not a penalty or discrimination, 

that is a recognition that various projects will have different transmission costs due to their 

locations. By including an analysis method that recognizes transmission-related costs, FPL’s 

customers are assured of not only having the most cost-effective option for 2007, but also a 

transmission system in 2007 and beyond that can reliably deliver capacity and energy. If FPL 

were to ignore or disregard such costs in its analysis, customers could be saddled with an option 
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that is not the most cost-effective, and they might be saddled with a transmission system that has 

serious constraints that adversely affect customers’ reliability and costs. 

C. The RFP’s Recognition of the Costs of Transmission Losses and Increased 
Operather Costs of Southeast Florida Generation (PACE Obiection G) 

FPL sets forth its economic evaluation in detail in its RIP.  See RFP Section IV, 

Appendices B, C and E, Attachment Two. Attachment E discusses FPL’s transmission cost 

assessment. Two of the elements FPL will be analyzing are transmission losses and increased 

operating costs associated with dispatch of generating units because of traiismission constraints. 

PACE aIleges that FPL’s recognition of actual costs that will arise from transmission 

losses and dispatch of gas turbines in Southeast Florida due to transmission constraints is 

onerous and unduly discriminatory. PACE provides no credible support for a conclusion that 

these features of the RFP violate the Bid Rule. PACE conveniently overlooks and makes no 

attempt to contest the fact that these costs are a real cost of service borne by FPL’s customers. 

FPL addresses each argument included in this section of PACE’S Objections below. 

First, PACE states “it is noteworthy that FPL did not include transmission losses in the 

RFP issued for the Manatee and Martin self-build options approved by this Cornmission.” 

PACE then indulges in pure and rampant speculation regarding the outcome of the prior RFP by 

offering unsupported con-jecture on the effect of transmission losses on the Martin and Manatee 

self-build options only. PACE Objections, at 15. 

The issue before the Commission now is not what was or was not analyzed in FPL’s last 

RFP or whether the option selected in the RFP would change if the analysis changed. The issue 

before the Commission is much more straight forward: whether the inclusion of transmission 

losses in FPL’s economic analysis in this RFP violates the Bid Rule. Clearly, it does not. The 

Bid Rule does not prohibit or preclude consideration of transniission losses in an FWP analysis. 
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Losses are a real cost of service borne by FPL’s customers. Load flow simulations 

conclusively demonstrate that the amount of generation needed to serve a given amount of load 

varies depending on the electrical location of the generator(s) serving a given load (FPL). 

Additional transmission losses result in a need for additional generation capacity and increased 

energy costs tl.lrougliout the year. 

Additionally, the Iosses assessment is not discriminatory since it is applied to all capacity 

options, including FPL’s, using the same methodology. Transmission losses can be quantified 

and converted to costs. The purpose of the Bid Rule is to identify the best, most cost-effective 

alternative to serve customers. The recognition of transmission losses in an RFP analysis 

improves the evaluation of cost effectiveness and is entirely consistent with the Bid Rule. 

The inclusion of a losses assessment in this FWP is an important and appropriate 

improvement of FPL’s RFP process and economic analysis in order to better identify and 

consider costs such as losses. While FPL plans to include the impact of transmission Iosses in all 

future RFPs, FPL will continue to assess and refine the integral components of an RFP in order 

to produce the most cost effective alternative for its customers. 

PACE’s conjecture that consideration of transmission losses “would have altered the 

outcome of the bid evaluation concluded just six months ago” is specious. PACE’s attempt to 

forecast the outcome of the last RFP is rank speculation. 

PACE contrasts a Commission decision made in December of last year in FPL’s need 

case with the establishment of analytical criteria for this RFP, suggesting that a different 

analytical approach in a six-month lapse in time evidences bias, This contrast is extremely 

misleading. The analytical approach for the RFPs that culminated in the Commission’s decision 
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in December of 2002 was adopted before FPL’s initial RFP in August 2001. So, rather than 

suggest a six-niontli lapse in time, the proper comparison is essentially twenty-four months. 

As a reasonable person would expect, FPL has learned from its efforts in its last RFPs. 

Also, in this RFP there are other system conditions that need to be addressed. So, FPL has 

enhanced its analytical approach in this RFP compared to its last RFPs. One factor, however, 

remains the sanie; all economic evaluation criteria were and are to be applied in a non- 

discriniinatory nianner to all the plans evaluated to find the most cost-effective option for FPL’s 

customers. 

In the current RFP, FPL is incorporating improvements in the criteria and economic 

analysis in order to better identify and consider costs. These improved criteria and methods of 

anaIysis, for the purpose of evahating the capacity options for this WP, will similarly be frozen 

at this time to assess the capacity options in a nun-discriminatory manner. 

The same arguments apply to PACE’S Objection to FPL’s recognition and consideration 

of increased operating costs in Southeast Florida. This is another example of an improvement to 

FPL’s RFP process and economic analysis. Consideration and recognition of increased 

operating costs will enhance the identification of the best capacity option for FPL’s customers. 

Increased operating costs arising from the need to operate Southeast Florida gas turbines instead 

of other more economic non-Southeast Florida generation in order to maintain reliability are a 

real cost borne by FPL’s customers. These costs will be reduced if new generation is located 

within the Southeast Florida area. Thus, the identification and inclusion of these costs is 

reasonable and not discriminatory and is in the interest of FPL’s custonlers. 

Without additional generation in Southeast Florida, there will be an increasing need to 

incur higher costs in the dispatch of Southeast Florida generation to maintain reliability that rilust 
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be recognized and captured in the economic analysis. The load in Southeast Florida continues to 

increase each year. Without a corresponding increase in Southeast Florida generation, the 

Southeast Florida load becomes increasingly dependent upon the transmission system for 

importing power into this area. This increased dependence results in greater reliance on 

dispatching of Southeast Florida gas turbines in order to maintain reliability. These costs are real 

costs that should be captured in the RFP economic analysis on a non-discriminatory basis. 

Next, PACE argues that an RFP is unduly discriminatory if it contains characteristics or 

features that are not found in other RFPs. Specifically, PACE claims that “[nleither the recent 

RFP issued by Tampa Electric Company, nor the most recent RFP issued by Progress Energy 

Florida, imposed these unduly discriminatory and restrictive provisions.” PACE Objections at 

15. Considerations of losses are particularly important to FPL due to the vast geographic 

expanse of its service territory. Obviously, the Bid Rule does not require pubIic utilities to issue 

RFPs with identical criteria and features. To the contrary, the Bid Rule eiivisions a public utility- 

specific selection process intended to produce the most cost-effective alternative for that public 

utility’s customers. 

PACE also asserts that the “need’’ for 1,100 MW “is not merely a Southeast Florida need, 

but is an FPL system need ...” and that the “load centroid’ in Southeast Florida is moving north. 

PACE Objectioas, at 16. Here again, PACE’S misguided complaints do not even attempt to 

denionstrate a violation of the Bid Rule. Perhaps more importantly, this argument demonstrates 

a lack of understanding of the RFP and the transniission analysis that will be conducted pursuant 

to the RFP. 

As discussed in the RFP and subsequently explained at the September 2, 2003 Pre- 

Proposal Workshop, the capacity being sought in the RFP will be modeled from a transmission 
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perspective serving the entire FPL load, which includes the Southeast Florida load. FPL will not 

be modeling the entire 1066 MW need in 2007 on the assumption that the 1066 MW will serve 

only the load in Southeast Florida. The transmission assessment will focus on the transniission- 

related costs associated with integrating the potential capacity options for meeting FPL’s 1066 

MW system need with all of the rest of FPL’s generating units, not just those generating units 

located in Southeast Florida. 

PACE’s contention that “the load centroid was indeed moving north, not south or 

southeast as indicated by this RFP and this specific evaluation criterion” is irrelevant. Even if 

the “centroid” is moving north (e.g., to Daytona Beach), it is not moving out of Southeast Florida 

anytime soon. There continues to be a growing imbalance of load/generation in Southeast 

Florida that is causing increased transmission constraints. A gradual creep of the “centroid” to 

the north does not change the system-specific condition that needs to be addressed. Based on the 

latest available ten-year load forecast, over the next ten years the majority of FPL’s load growth 

will be in the Southeast Florida area, and the imbalance between load and generation in this area 

will only increase if generation is not added within this area. Therefore, the location of the 

“centroid” is irrelevant. 

PACE also claims that “FPL agreed in response to questions at the Pre-Proposal 

Workshop that a balanced expansion of two 600-MW facilities would have no adverse effect on 

the transmission system.” PACE Objections, at 16. FPL made no such concurrence at the Pre- 

Proposal Workshop. 

In any case, PACE’s request that the Commission impose an alternative option of 600 

MW in Southeast Florida and 600 MW facilities outside Southeast Florida (based presiimably on 

the centroid moving north) underscores PACE’s lack of understanding of the RFP. That very 
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option is available under the RFP. FPL has made a 600 MW Southeast Florida option available 

for analysis. Proposers can add the other 600 MW block. This advantage accorded Proposers 

that is not required under the Bid Rule is not even acknowledged by PACE. 

Finally, PACE’S assertions that the timing of the development of the current load and 

generation disparity in Southeast Florida somehow makes this RFP “anti-competitive at its very 

core’’ should also be summarily rejected. FPL has long recognized that growing load demand in 

Southeast Florida would eventually require additional generation in that area or increased import 

capability into the area. Other entities seemed to have also recognized value in siting generation 

in Southeast Florida based on the fact that during mid-2001 there were fourteen different 

requests in FPL’s Generator Interconnection Service Queue seeking to connect new generators in 

the Southeast Florida area-23 These fourteen requests totaled 5383 MWs and were all scheduled 

to be in-service between June, 2003 and Deceniber, 2004. 

During the year 200 1 transmission assessment, a generation expansion plan for the years 

2005 and beyond had not yet been finalized. However, this assessment did not indicate the need 

for additional generation or transniission upgrades in Southeast Florida through the year 2005, 

which was the time frame for that assessment since a generation expansion plan beyond that date 

had not been finalized. During mid-year 2002, once Martin 8 and Manatee 3 were identified as 

FPL’s next planned generating units for the year 2005, FPL began another transmission 

assessment that looked out beyond 2005. 

The initial findings of this new transmission assessment, which became available during 

the Fall of 2002 (when the criteria and data for the then recently completed RFPs and pending 

need case had long before been established), led to concerns that the imbalance of load and 

The 14 requests seeking to connect new generators in Southeast Florida are identified 23 

in Exhibit 8 as Queue Status Nos. 4, 14, 17, 18, 19,20, 22, 26, 27, 28, 29, 3 1,40 and 41. 
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generation in the Southeast Florida area, if not mitigated by additional generation or transmission 

in the 2007-20 1 0 t h e  frame, could result in insufficient transmission capabilities. The concerns 

associated with the load and generation imbalance for the Southeast Florida area, alorlg with 

other transmission capability infomiation, were then made available by FPL in November 2002 

by the posting of a document entitled “General Inforniation Regarding FPL’s Transmission 

System Capability” on FPL’s OASIS website. See Exhibit 9 attached hereto. 

As FPL continued to further assess this area and generation expansion scenarios in the 

2007 and forward time frame, FPL updated this information. The last update of the document 

posted on its OASIS website discussing transmission capabilities at different locations on the 

FPL system was in May 2003. This document contains a general discussion of the generation 

and load imbalance issue in the Southeast Florida area. See Exhibit 10 attached hereto. 

Additionally, FPL’s current Ten Year Site Plan issued on April 1, 2003, highlights this 

issue and references the OASIS website. See RFP Attachment One. 

Since November 2002, when FPL posted the first of several public disclosures of this 

Southeast Florida imbalance and associated transmission constraints, FPL Transmission has not 

received any inquiries or questions regarding the Southeast Florida area load and generatio t i  

imbalance. Clearly, the load and generation inibalance in the Southeast Florida area is reaching 

a point where either additional generation in the Southeast Florida area must be added or 

transmission facilities constructed in order to increase the import capability into the Southeast 

Florida area. The fact that FPL is acting to consider this reaf system condition in its econoniic 

analysis after giving more than ten months notice to the IPP industry is hardly evidence of 

anticonipetit ive conduct. 
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D. FPL’s Equity Adjustment (PACE Objection 1) 

Pursuant to Section 25-22.081(7) of the Bid Rule, FPL has indicated its intent to reflect 

the impact of purchased power on its capital structure in assessing relative cost-effectiveness of 

competing purchased power proposals. See WP, Section IV.D, p.29, and Appendix C .  FPL’s 

application of an Equity Adjustment also reflects consideration of mitigating factors. Id. 

PACE has objected to the use of an Equity Adjustment, alleging that it is “unfair, 

onerous, and unduly discriminatory.” See PACE Objections at 18-2 1. PACE’s position is based 

largely on the same arguments it made in FPL’s last need case. See, In re Petition To Determine 

Need For An Electrical Power Plant in Mnriin County By Florida Power & Light Conzpany, 02 

FPSC 12:250 (Order No. PSC-02- 1743-FOF-EI). In particular, PACE contends that FPL has 

“[failed] to recognize and value numerous factors that inure to FPL’s benefit by entering into a 

long term PPA.” PACE Objections at 18. PACE’s arguments in this regard are unconvincing, 

Again, they are predicated on a fundamental misreading or intentional ignorance of key 

provisions of the RFP, and they do not in any way support a conclusion that use of an Equity 

Adjustment constitutes a violation of the Bid Rule. 

PACE’s objections to the use of an Equity Adjustment essentially are restatements of its 

position in FPL’s last need case that an Equity Adjustment is an unfair means of disadvantaging 

outside proposals in favor of a utility’s self-build option. See Order No. PSC-02-1743-FOF-E1 at 

20. Although declining to recognize the use of an Equity Adjustment in that case, the 

Conmission rejected the contention that an Equity Adjustment was inherently improper, stating 

instead that “consideration of an equity adjustment is appropriate.” Id. Indeed, the Commission 

stated that “in future dockets, a case-by-case examination of the entire circ~/r7istaizce.r 

suwozindirzg the evirluation of PPAs . . . and the presence or absence of any mitigating factors 
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shall be considered.” Id. (Emphasis added,) Thus, if the Conmission is to conclude that the 

Equity Adjustment should or should not be recognized in this instance, it will do so only 

following the review contemplated in Order No. PSC-02-1743-FOF-E1, -- the scope of which 

clearly is not contemplated by the abbreviated complaint process in the Bid Rule.24 

Consequently, it cannot reasonably be argued that merely indicating FPL’s intention to include 

the costs of a capital structure impact due to purchased power proposals constitutes a violation of 

the Bid Rule. 

Regarding mitigating factors, the “presence or absence” of which the Commission 

indicated “shall be considered” in assessing the appropriateness of an Equity Adjustment, arid 

which PACE unabashedly claims FPL intends to ignore in its analysis (PACE Objections at 18, 

ZO), FPL refers PACE to the RFP, Section IV.D, p.29, and Appendix C. The RFP unequivocally 

states : 

An equity adjustment will be applied for purchase power 
obligations of more than three years. In conducting such an 
evaluation relative to the impact of purchased power and the 
computation of an equity adjustment, FPL ivill also considw the 
presen~e or absence of n?itig~~ing.f~ctors.  

RFP, Section IV.D, p.29 (emphasis added). Further, Appendix C indicates: 

While the S & P methodology takes a broad look at the debt 
equivalence of purchase power obligations, there may be other 
factors which may be considered as mitigating the effect of such 
purchased power obligations. . . . These factors will be reflected as 
credits in the development of a modified equity adjustment factor. 

24 In fact, recognition of the Equity Adjustment was not necessary for the Comniission to 
conclude that FPL’s self-build options were the most cost-effective resource options to nieet the 
2005-06 needs of FPL’s customers. Order No. PSC-02-1743-FOF-E1 at 20. Likewise, it may 
well be that the equity adjustment also is not a dispositive factor iii selectiiig the riiost cost- 
effective options to nieet the 2007 need. 
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RFP, Appendix C ,  I.B, at C-3. FPL then proceeds to explain the basis for and derivation of the 

mitigating factors on the following five pages of Appendix C. complete with a mathenlatical 

example of the calculations and the identification of relevant assumptions. Id., at C-3 through C- 

8. That PACE and all (or at Least those who constitute “some”) of its members might have 

overlooked these materials, embedded squarely in the heart of the explanation and example of 

the Equity Adjustment, would be quite surprising -- especially given that this item was the 

subject of questions at the pre-bid workshop. 

Beyond the simple fact that FPL has not failed to include potential niitigating factors in 

the development and application of the Equity Adjustment, it is particularly important to observe 

that the mitigating factors comprehended by the approach detailed in Appendix C include all of 

the risks listed by PACE (Le., “construction cost overruns, permitting risks, equipment failure 

risks, and risk of equipment performance below certain output or efficiency levels” (PACE 

Objections, at 20) and more. Specifically, the risks of construction cost overruns, permitting 

risks, and perforinance of the undelivered plant are addressed in FPL’s Completion Security 

Mitigation factor. Likewise, the risks associated with equipment failure and performance are 

addressed in the Performance Security Mitigation factor. Appendix C, pp. C-3 through C-8. 

Moreover, these mitigation factors rely upon several assumptions that, conservatively developed, 

operate in favor of Proposers. In alleging that FPL’s RFP fails to take into account potential 

mitigating factors, PACE is grossly misinformed and, in any event, simply wrong. 

PACE contends that the risk factor used in the methodology is flawed and concludes, 

with no visible means of support, that a factor of 10% should be used, rather than the 30% factor 

used by FPL. On the other hand, in support of the 30% factor, FPL included as Attaclment 2 to 
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the RFP, a Standard & Poor’s publication describing the criteria that S&P employs when 

establishing the risk factor to be applied to the net present value of capacity payments.2’ 

Since FPL issued its last RFP in which it employed a risk factor of 40%, S&P has revised 

its methodology for determining the size of the risk factor. S&P now takes a more general 

approach and, whereas previously the method of cost recovery of purchased power was one of 

several factors included in its assessment, it now assigns the risk factor based predominantly on 

the method of recovery of purchased power casts.26 S&P now assigns utilities with PPAs 

included as an operating expense in base tariffs a 50% risk factor. However, ‘‘[flor utilities in 

supportive regulatory jurisdictions with a precedent for timely and futl cost recovery of fuel and 

purchased-power costs, a risk factor of CIS low as 30% could be used. ” In certain cases, Standard 

and Poor’s may consider a lower risk factor of 10% to 20% for distribution utilities where 

recovery of certain costs, included stranded assets, has been legislated.” RFP, Appendix 2, 

Standard & Poor’s Utilities and Perspectives, May 12,2003, at 2-3 (emphasis added). 

FPL elected to use 30%, the lowest possible factor specified by S&P for non-distribution 

without legislatively mandated recovery of stranded assets. In contrast, PACE’S proposed 10% 

factor is offered without a slued of support. It is important to remember that the very real and 

actual balance sheet impact of FPL entering into additional purchased power obligations will be 

based oil the risk factor S&P uses, not the factor PACE advocates or even the factor that the 

Commission approves. 

25 Utilities and Perspectives, Volume 12, No. 19 (May 12, 2003). 

26 Interestingly, in FPL’s last need case, the Commission was outspoken in its belief that 
SGCP’s melhodology in sizing the risk factor did not adequately consider the method of cost 
recovery of purchased power. S&P’s new approach appears to address the Coinmission’s 
concern. 
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FPL’s Equity Adjustment serves two essential purposes. First, it places RFP proposals 

on an equal footing with FPL’s self-build options so that the net impact of both alternatives is to 

preserve an incremental 55% equity / 45% debt capital structure. Second, it captures the cost to 

FPL of restoring its capital structure to its target 55% equity / 45% debt ratio when FPL 

purchases power and rating agencies impute debt to FPL’s capital structure. Thus, it is not a 

one-sided adjustment. The impact of the FPL self-build option on FPL’s capital structure is 

captured in using an assumed incremental capital structure of 55% equity/45% debt. The Equity 

Adjustment captures the corresponding impact on FPL’s capital structure of purchased power 

agreements. 

PACE does not argue against the central facts underpinning the adjustment: that rating 

agencies treat purchase power obligations as off-balance sheet debt and that this debt equivalent 

is included in the financial ratios used to determine credit q~a l i ty .~ ’  It also is undeniable that 

unless some offsetting action is taken, a utility’s financial position will erode as a result of the 

imputed-debt effects from a purchase power contract. Thus, to assess properly the costs of 

expansion plans containing purchase power contracts, it is necessary to include the cost of 

additional equity required to rebalance FPL’s capital structure to account for the imputed-debt 

impact of such contracts. In this way, the impact of purchased power on the utility’s capital 

PACE’S argument regarding the declining reliance on purchased power is specious. If 
no new contracts are added, the expiration of old contracts will reduce the amount of off-balance 
sheet debt. All else being equal, FPL would be able to achieve a 55-percent adjusted equity ratio 
with a lower amount of actual equity. If the expiring contracts are replaced with new purchase 
power agreements, the amount of off-balance sheet debt will not fall as it otherwise would. The 
economic analysis of resource options, for the purpose of a true comparison, must assess each 
option on its own nierits, and its incremental cost relative to other current options, holding 
constant the things or factors external to the acquisition of the particular purchased power 
obligation being considered-- factors such as the amount of existing or forecasted total purchased 
power from other sources. 

27 
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structure is held neutral relative to the capital structure assumed in assessing the costs of the self- 

build options. To do otherwise would ignore the undisputed impact of purchased power on a 

utility’s balance sheet, resulting in an skewed comparison of the relative costs of the self-build 

and purchased power options by failing to hold the utility’s capital structure neutral, and would 

be tantamount to a subsidy of purchased power. 

The Equity Adjustment is an appropriate element of analysis in an economic assessment 

of the costs associated with purchased power. It is fair and not unduly discriminatory and shouId 

be employed. Real costs associated with purchased power agreements simply cannot be ignored, 

if the most cost-effective option to serve customers is to be identified. 

The Commission has previously approved the concept and application of an Equity 

Adjustment to calculate the cost of the capital structure impact as a result of entering into 

purchased power obligations. The Conimission recognized the underlying concepts 1 1 years ago 

in Docket No. 9 10759-EL where it concluded that “[clredit rating agencies recognize that, 

without compeiisati ng factors, increased reliance on purchased power obligations may lower 

coverage ratios.” See Order No. 25805. The Commission went on to correctly note that the 

primary way to offset this is for the utility to increase its equity.** More recently in Docket 

990249-EG, which invoived FPL’s Standard Offer Contract, this Commission found it 

l8 PACE quotes “certain pertinent findings” from this case at page 19 of its Objections. 
PACE’s fundamental misapprehension of the reason for applying an equity penalty in this case 
would explain PACE’s misapplication of Order 25805. In that case, Florida Power Corporation 
(“FPC”) argued that it should not entertain bids at all because additional purchased power would 
result in a downgrade of its credit ratings. Contrary to PACE’s iniplication, this was never and 
still is not the reason FPL included the equity penalty adjustment in any RFP. In Order No. 
25805, the Coinmission recognized the principles underlying the equity penalty but was unable 
to conclude that FPC’s debt rating would be downgraded as a result of taking on additional 
purchased power. FPL has not argued in this case that an equity penalty is appropriate because 
entering into a purchased power contract would lead tu a downgrade. The change in the 
company’s capital structure and the associated cost occurs regardless of whether there is a 
downgrade . 
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“appropriate to include an equity adjustment when determining FPL’s proposed standard offer 

contract payments.” Order No. 99-1713-TRF-EG, at 7. In the 2001 determination of need 

proceeding for Florida Power Corporation’s Hines 2 Plant, the Commission again recognized 

that ‘‘imputed debt is an actual consideration by bond rating agencies,” and accordingly 

recognized the use of an equity penalty adjustment in the evaluation of power supply options. 

See Order No. PSC-0 1 -0029-FOF-EI. And the Commission’s own rules require utilities to 

address the impact of purchases on its capital costs when filing determination of need 

applications. Rule 25-22.08 1 (7), F.A.C. 

For all of the foregoing reasons, it cannot reasonably be argued that the proposed use of 

the Equity Adjustment by FPL in its evaluation of purchased power proposals constitutes a 

violation of the Bid Rule. In fact, the only possible purpose served in stripping FPL (before 

proposals are even submitted) of the opportunity to employ an Equity Adjustment would be to 

grant Proposers an option to price their proposals higher than they otherwise might have, while 

preserving the same relative chance of being the low-cost option. This cannot be in the 

customers’ best interests. PACE’S Equity Adjustment contentions must be rejected. 

IV 
FPL’s Responses To Objections Regarding FPL’s FWP Process 

A. FPL’s Draft PPA and Exceptions Requirements (PACE Obiection F) 

In Section I1 of its RFP, FPL discusses the FPL draft purchased power agreement 

(“PPA”) included as Appendix A to its RFP. See RFP Section II.C., Appendix A. This PPA was 

not included as a Minimum Requirement to which a Proposer could take no exceptions. 

PACE has objected to FPL’s inclusion of a draft PPA in its RFP and argued that FPL is 

attempting to impose a PPA on bidders without the benefit of negotiations. In making its 

argument, PACE attacks FPL’s statenlent that failure to state exceptions and pose alternative 

65 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

terms shall be deemed acceptance of the terms of the PPA. PACE also suggests that FPL does 

not disclose the effect of taking exceptions would have on a proposal. PACE closes its argument 

with the suggestion of having to state any exceptions now when negotiations are not scheduled to 

begin until January 2004 is unreasonable. 

Once again, PACE has either misunderstood or chosen to mischaracterize FPL’s position. 

By including a draft PPA, FPL is not attempting to impose a PPA on Proposers without the 

benefit of negotiation. The Draft PPA allows meaningful comparisons of proposals by assuring 

that all proposals are compared on the same basis, so that negotiations with each short-listed 

Proposer niay begin from conimon terms and conditions. 

Other than the Minimum Requirements, all terms and conditions in the draft PPA are 

negotiable, although Proposer’s exceptions will be considered in the non-economic comparison 

of proposals. In other words, to allow FPL to effectively compare proposals, conduct its non- 

economic risk assessment of proposals and to facilitate potential negotiations, Proposers must 

take exceptions to specific terms they find objectionable and propose alternative language. 

No attempt has been made to force Proposers into a “take it or leave it” proposition with 

respect to the draft PPA. Rather the draft PPA and the RFP represent a significantly detailed 

description of the expectations and intended commercial framework that FPL considers on the 

whole to be an adequate representation of the characteristics necessary to define a purchase 

power arrangement. Exceptions (and alternative language) to ail of the elements of this 

representation, including the draft PPA, must be identified early in the process to allow FPL to 

assess the probability of being able to come to a mutually agreeable position in subsequent 

negotiations. In the absence of such an assessment, FPL could miss an opportunity to seek and 

obtain timely clarification and explanation that would help FPL effectively compare proposals. 
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The draft PPA is meant to be a template to which revisions can be proposed in the form 

of objections and alternative language. FPL explained this in its FWP: 

Proposers should consider the draft PPA contains the key elements 
FPL considers are necessary. Aiiy proposed revisions to the draft 
must be set forth in the proposal as discussed in Section 1II.F. 
Concerns regarding the draft PPA language will be addressed 
through a negotiation process with finalists. 

RFP Section 11. C., page 9. That this process is intended to facilitate, rather than foreclose, 

negotiations is made clear in the RFP: 

Inclusion of this information with the proposal will facilitate 
negotiations by allowing FPL to evaluate the specific core issues of 
the exceptions, rather than addressing generic or conceptual 
comments. FPL reserves the right to request from a Proposer 
whether and to what extent FPL’s contemplated rejection of a 
particular exception would affect pricing. 

RFP Section 111. F., page 26. Such information will allow FPL to put every submittal on the 

same page and assess differences among proposals on non-economic terms. For these reasons, 

this approach is commonly used in Requests for Proposals. 

The sole basis for PACE’s argument that a PPA is being forced on potential bidders 

without the benefit of negotiations is the language that says that if an exception is not taken to a 

temi or condition, it is considered accepted. FPL’s RFP is not unique in stating: 

Failure to state exceptions and pose alternative language shall 
constitute acceptance of the terms and conditions set forth in the 
RFP and/or PPA. 

RFP Section 111. F., page 26. 

Interestingly, the RFP included as PACE’s Exhibit 4 - Duke Power’s Request for 

Proposals. dated January 28, 2003, includes a similar provision: 

TERMS and CONDITIONS 
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Duke Power has included certain Terms and Conditions in the 
“model” Power Sale Agreement (PSA) and Collateral Annex of 
this RFP. By submitting a bid proposal, the respondent agrees that 
these Ternis and Conditions will become part of any agreement 
reached between Duke Power and the bidder. Should the 
respondent wish to take exception to any of these Terms and 
Conditions, the exception must be explained in writing as part of 
the proposal. 

Pace’s Exhibit 4, page 5. The provision is repeated on page 6 of the Duke RFP, with the added 

requirement that a bidder also ”must state how each exception changes pricing of the 

proposaI .7729 

By including the draft PPA, FPL is making known the terms and conditions it believes 

are appropriate for inclusion in a PPA. By asking Proposers to identify terms to which they 

object and to provide alternative language, FPL is simply asking them to do the same. Such a 

process accomplishes several goals. It allows: ( I )  Proposers the opportunity to prepare their 

submittal based on full disclosure of the draft PPA; (2) Proposers to indicate exceptions to and 

alternative language for any and all ternis and conditions that are not Mininiuni Requirements; 

(3) for a dialogue relative to specific terms and conditions during the evaluation period; (4) for a 

more meaningful comparison of competing proposals; and (5) FPL to assess the risk associated 

with entering into a successful PPA with each Proposer. 

Throughout the proceedings that led to the most recent amendments to the Bid Rule, 

much discussion centered on the desire for more transparency in the bidding process. FPL’s 

decision to include a draft PPA as part of the WP adds to the transparency of the process. 

Potential participants will have more information to develop their submissions, and as a result, 

their submittais and FPL’s analysis will be more robust. Further, Proposers will be aware of 

29 See also Exhibit 1 1 with excerpts from other WP’s issued by Long Island Power 
Authority and Poi-tfand General Electric Company having similar provisions. 
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FPL’s position on the contractual balance of risks and benefits to guide the development of their 

submittals and so may factor that ailocation into their prices. 

In suggesting that taking exceptions to the PPA will penalize the proposal, FACE has 

grossly mischaracterized the evaluation process and FPL’s statements on the subject. Further, 

PACE fails to acknowledge that the opportunity to note exceptions and propose alternative 

language represents an opportunity to improve a proposal in comparison to other alternatives. 

PACE has coIiipletely misrepresented the statements made by Ms. Delia Perez-Alonso on 

behalf of FPL at the pre-proposal workshop held September 2, 2003, as can be readily seen from 

the transcript pages included in PACE Exhibit 1. There is absolutely no affimiation that a 

proposal that takes exceptions to the draft PPA will be penalized in either the economic or non- 

economic evaluation, as represented by PACE at page 14 of their Objections to Florida Power & 

Light’s Request for Proposals. FPL has stated that exceptions will not be considered in the 

economic evaluation. Exceptions are to be considered in the non-economic evaluation in which 

FPL will conduct a non-quantitative risk assessnient of the exceptions taken. Proposals that 

exhibit strong potential in the economic evaluation will be considered for a Panel Review. The 

RFP states: 

The Panel Review would be an interview-style exchange between 
the Proposer(s) and FPL panelists representing the lion-economic 
evaluation areas. This will allow a more coniplete exchange of 
ideas in the important areas. 

RFP Appendix B, page B-8. This is consistent with the information provided in the September 

2, 2003, pre-bid workshop where FPL stated repeatedly that exceptions to the draft PPA would 

not be penalized in the economic evaluation, but rather would be used in an assessment of the 

risk of entering into a successful PPA. See PACE Exhibit 1, page 25. 
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The RFP also notes that the draft PPA is specifically tailored to a power purchase from a 

new combined-cycle, gas-fired generation facility. The RFP expressly contemplates that the 

draft PPA would need to be revised to accommodate other alternatives not subject to the Siting 

Act. RFP Section 11. C., page 9. 

Finally, PACE objects that the requirement that potential bidders state exceptions to the 

draft PPA within 60 days as part of their proposal is unfair. This is a curious objection in light of 

the fact that the Duke RFP attached to PACE’S Objections has the same requirement but the 

tiineline for submitting bids is 45 days rather than the 60 days provided in the FPL RFP.30 

Clearly, potential Proposers can better prepare their proposals by being able to take into account 

the terms and conditions in the draft PPA, which clarifies and amplifies many of the generat 

terms stated in the RFP. Likewise, the evaluation and negotiation process is facilitated by 

knowing the Proposers’ positions on the terms and conditions in the draft PPA. 

FPL’s customers also will be far better off if Proposers are required to put their requested 

changes to FPL’s proposed ternis and conditions “on the table” from the beginning, rather than 

after a short list has been announced. Requiring comprehensive conimeiits up front will reduce 

the temptation to Proposers to submit a low-ball bid and then, during subsequent negotiations, try 

to force unexpected or onerous concessions on FPL that could put its customers at risk -- or 

cause FPL to lose valuable time by turning to higher-priced bidders and beginning negotiations 

all over again. 

In addition, Proposers are better off having 40 days to review the draft PPA, provide 

exceptions and propose alternative language, rather than being presented with a draft PPA once 

30 PACE Exhibit 4, the Duke RFP, states at page 5 :  ‘‘Should the respondent wish to take 
exception to any of these Terms and Conditions, the exception must be explained in writing as 
part of the proposal.” The timeline for the Duke RFP provides for the release of the RFP on 
January 28, 2003, and the due date for proposals is March 14, 2003. 
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they have been short-listed with only 11 days to provide their Best and Final Offers and provide 

exceptions to and alternative language for a PPA. In FPL’s most recent RFP, the draft PPA was 

provided only to bidders on the short list. In the subsequent Need Determination, intervenors 

other than the entities on the short list claimed that FPL failed to negotiate in good faith with the 

short-listed bidders because of the short time to review the draft PPA. One of the entities who 

made that argument was represented by the same legal counsel that now represents PACE. 

The requirement to state exceptions and propose alternative language is very much an 

opportunity. Proposers can suggest revisions which will enhance their proposal vis-a-vis other 

alternatives. It should not be assumed that providing revisions can only decrease a proposal’s 

chance of success. It may very well increase the chances of success. FPL cannot definitively 

state how it will evaluate exceptions and assess the risk they represent until it learns of the nature 

and extent of exceptions. 

FPL has made i t  clear that all the t e r m  and conditions in the RFP and PPA, except the 

Minimum Requirements, are negotiable, although exceptions will be considered in the non- 

economic evaluation comparing different proposals. The terms and conditions are indicative of 

those FPL would press for in negotiations. Requiring Proposers to state their objections and 

propose alternative language allows a more meaningfd comparison of alternatives and facilitates 

subsequent negotiations. It is conimon for RF’Ps to require exceptions and alternative language 

to be submitted at the same time as a proposal. Proposers are in no way disadvantaged or 

prejudiced by such a requirement in the evaluation or the negotiating processes. This 

Commission should resist any request to venture into the negotiating process by relieving 

Proposers of the requirement of stating their objections to and alternative language for the PPA 

as part of their proposal. 
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B. Cutoff Date For Submitting Questions (PACE Objection L) 

PACE objects that the September 23, 2003, cutoff date for submitting questions in 

response to the RFP is “unfair.” It argues that Proposers will not receive the fuel forecast to be 

used in the WP until September. and the cutoff date for website questions is September 23, 

2003. so Proposers should be given a cutoff date 14 days after release of tlie fuel forecast. 

PACE’S objection appears to be limited to questions about the fuel forecast. 

FPL is surprised to see such a minor issue brought to the Coniniission as an objection, 

particularly since it was not first presented to FPL. In both the pre-issuance meeting on August 

31, 2003 and the Pre-Bid Workshop on September 2, 2003, tlie schedule was discussed, and the 

question cutoff date was specifically iiientioned without objection. The purpose of the cutoff 

date is to allow all questions and answers to be posted in a time frame that supports access for ail 

participants to the information. 

In response to a suggestion from a participant at the pre-issuance meeting, FPL amended 

the planned release of the fuel forecast so Proposers would have the exact fbel forecast that will 

be used in the evaluation as they prepare their proposals. Having made that change and having 

heard no other expressed concern, FPL had no reason to believe PACE or its members had a 

problem with the question cutoff date. 

FPL did not intend to create problems for participants by acconiinodating a suggestion 

regarding the release date of the fuel forecast, and it is not convinced that it has. Nonetheless, 

FPL will extend the cutoff date for questions to September 30, 2003, or 14 days after release of 

the fuel forecast, ilihiche~~er occurs later. 
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CONCLUSION 

As the foregoing discussion shows, onIy two of PACE’s objections regarding FPL’s 

August 25, 2003, RFP have any merit. If these two issues (cutoff date for website questions on 

fuel and the dual fuel requirement) had been raised with FPL prior to PACE filing an objection 

with the Commission , FPL would have considered them. Unfortunately, they were not. 

The remainder of PACE’s objections lack any merit, and PACE’s presentation of them 

with its casual disregard for factual accuracy and its irresponsible allegations of motive, serves 

no legitimate purpose. FPL’s RFP complies with the Commission’s Bid Rule and in some 

instances goes beyond the requirements of the Bid Rule to the benefit of potential Proposers. 

There is no basis, factual or legal, to provide any of the relief requested by PACE. 

Respectfully submitted, 

R. Wade Litchfield 
Senior Attorney 
Florida Power & Light Company 
P.O. Box 14000 
700 Universe Boulevard 
Juno Beach, Florida 33408 

Susan Clark 
Radey Thomas Yon & Clark P.A. 
3 13 N. Monroe St., Suite 200 
Tallahassee, Florida 3230 1 

Charles A. Guyton 
Steel Hector & Davis LLP 
Suite 601,215 S. Monroe St. 
Tallahassee, Florida 3230 1 
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Special Comment 
February 2003 

Contact Phone 

New York 
David T Hamilton 
Praveen Varma 
Sharon Ou 
Richard Cantor 

1 212 553 1653 

Default & Recovery Rates of Corporate Bond Issuers 

A Statistical Review of Moody‘s Ratings Performance, 19ZO-ZOO2 

Summary 
This report is Moody’s 16* annual study of global corporate defaults and ratings performance. Moody’s remews the 
default, recovery and credit loss experience of 2002 and for the historical period since 1920. Brie+, we find: 

Worldwide, 141 Moody’s-rated corporate bond issuers defaulted on a total of $163 billion LII 2002. Thirty-six 
issuers dehulted on over $I  billion each, quadrupling the 1983-2001 average real size of defauIt to $1.7 bil- 
lion. 
Default rates measured as a percentage of issuers generally fell in 2002, while defauIt rates measured as J per- 
centage of dollar volume surged. Moody’s global issuer-weighted de fu l t  rate fell to 3.0% in 2002 from 3.8% 
in 2001. O n  a dollar volume-weighted basis, tile default rate increased from 4.2 % in 200 1 to 5.3 % in 2002. 
Moody’s speculative-grade dehult rate forecasting model indicates that over the next year the global issuer- 
weighted speculative-grade dehu l t  rate will fall by just oves one percent, froin 2002’s 8.3% to 6.9yo at the end 
of 2003. 
T h e  percentage of issuers downgraded reached record highs 111 200 I arid 2002. 25% of US issuers rated spec- 
ulative-grade 2002 were downgraded, while 22  ’% of US invesment-grade rated issuers were ciomtigr,ided. 
T h e  uercentape of investment-made rated issuers that bccame fallen angels reached a peak o f  5.2% in 2002, 

L i’ L J  

up from just over 2 %  in 2001. 
Sovereign bond issuers experienced an 
overall improvement in credit quality in 
2002. No sovereign bond issuers 
defaulted in 2002, and 15 sovereign bond 
issuers were upgraded compared wid1 
only three downgrades. 
Though no coirimercial paper (CP) issu- 
ers dehulted in 2002, CP issuers were 
downgraded from the P-1 and P-2 rating 
categories at a particularly high rate in 
2002. 
T h e  average recovery rate for defaulted 
bonds was 34.4% of par measured on 
issue-weighted b m s  and 75.6% 011 3 dol- 
lar-weighted basis in 2002. Excluding 
teiecoinmunic3tions bonds, the average 
recovery rates were 39.3% and 33.6%’ 
respectively. 
Recovev rates show a strong negative 
correhuon with default rates measured as 
:I percentage of the dollar volume oiit- 
standing, indicating thdt credit loss r‘ites 
rice when defaults increaw. 

Historical Speculative-Grade Default Rate Extrema 

18% 

16% - 

16 3% December 1933 
1998-2002 Actual 
2003 Forecast 
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JHne 1986 - 1995 14% - 
1930-June 1937 

4% - 

2% - 

0% - 1 4 1 7  I ,  I , 1 1 :  - - 1 8 1  1 1 1 ’ 1  

Trnie (see legend) 



Exhibit 43 - Average Cumulative Issuer-Weighted Default Rates from 1-20 Years by Whole Letter Rating, 1920-2002 

Aaa 
Aa 
A 
Baa 
Ba 
B 
Caa-C 
Investment-Grade 
Speculative-Grade 
All Corporates 

1 2 
000 0 0 0  
007 0 2 2  
0 0 8  0 2 7  
0 3 4  0 9 9  
1 4 2  3 4 3  
4 79 10,31 

1 4 7 4  2395 
0 1 7  0.50 
3 8 3  7 7 5  
1 5 0  3 0 9  
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0 3 6  0.54 0 8 5  1 2 1  1.60 201  2 37 2 78 3 24 3 77 4 29 4.82 5 23 5 51 5 75 5 9 8  6 3 0  6.54 
0 5 7  092  1 2 8  1 6 7  2 0 9  2 4 8  2 9 3  3 4 2  3.95 4 4 7  4.94 5.40 588 6 3 5  6.63 6.94 7.23 7.54 
1.79 2 6 9  3 5 9  451 5.39 6 2 5  7 1 6  7 9 9  8 8 1  9 6 2  1041 11.12 11 74 7233 1 2 9 5  1 3 4 9  1 3 9 3  1 4 3 9  
5.60 7.89 1 0 1 6  1 2 2 8  14.14 1 5 9 9  1 7 6 3  1942 21 06 2265 24.23 2561 2683 2796 29 13 3024 31.14 3205 

15 59 20.14 2399 27 12 3000 3236 3437 3610 37.79 39.37 40.85 4233 43.62 44.94 45,91 4668 47 32 47.60 
30.57 35 32 38 83 41 94 44 23 46 44  48 42 5019 52 30 54 40 5 6 2 4  58.22 6008 61 78 63 27 64 81 66 25 67 59 
0 9 3  1 4 1  1 9 3  2 4 8  3 0 3  3 5 7  4 14 477 5 3 0  5.90 6.46 7.00 7 4 8  7 9 2  8 3 0  8 6 5  8.99 9 3 2  

11 41 1469 1 7 5 8  2009 22.28 2430 2605 2780 2947 3108 3264 3407 3536 3658 3772 3878 3967 40.46 
4.62 6 0 2  7 2 8  8 4 1  9 4 3  1 0 3 8  11 27 12 14 1301 1 3 8 5  1 4 6 6  15.40 1607 7669 17.24 1 7 7 5  1821 18.64 

Exhibit 44- Average Global Cumulative Issuer-Weighted Default Rates from 1-20 Years by Whole Letter Rating, 1970-2002 

Aaa 
Aa 
A 
Baa 
Ba 
B 
Caa-C 
Investment-Grade 
Speculative-Grade 
All Corporates 

1 2 3 4 5 6 7 8 9 10 11  12 13 1 4  15 16 17 18 19 20 
000 0 0 0  000 0 0 4  0 1 2  021 0 3 0  0.40 0 5 2  0 6 4  0 7 7  0.92 1.08 1.17 1 2 7  1 3 9  1 5 1  1 6 5  1 6 5  1 6 5  
0 0 2  0 0 3  0 0 7  0 1 6  0 2 6  0 3 6  0 4 6  0 5 7  0 6 5  0 7 3  0 8 3  1 0 1  1.21 1.49 1 6 4  1 8 2  208  2 3 1  2 6 5  2 9 6  
0 0 2  0 0 9  0 2 2  0 3 6  0 5 1  0 6 8  0 8 6  1.07 1 3 1  1 5 6  1 8 2  2.07 2 3 3  2 5 7  2.90 3 2 9  3 7 0  4 1 6  4 6 7  5.17 
0 2 2  061  1 0 8  1 6 9  2 2 5  281 3 3 8  3.94 4 5 8  5 2 6  6 0 0  6 8 0  7 6 0  8.41 9 . 2 4 1 0 0 3 1 0 8 7 1 1 6 3 1 2 2 5 1 2 7 3  
2 28 3 51 6 0 9  8 7 6  11 36 13 74 1 5 6 6  1 7 6 0  1 9 4 6  21 29 23 35 25.56 2767 29.63 31 36 33 31 3503 3662 3792 39.15 
6 5 1  14 16 21 03 2704 32 31 3673 4097 44 33 47 17 5001 52 31 5428 5625 5817 5972 6097 61 35 61 35 61 35 61.35 

2383 37 12 47.43 5 5 0 5  6009 6 5 2 2  69.26 73.88 7650 78 54  8092 8092 80.92 80.92 80.92 8092 80.92 8092 8092 80.92 
0 0 8  0 2 4  0 4 5  0 7 2  0 9 8  1 2 5  1 5 2  1 8 1  2.13 2 47 2.83 3.22 3.63 4.04 4.47 4 9 3  5 4 2  590  6 3 7  6.79 
4 9 9  1 0 0 5  1 4 6 6  1867 2218 2518 2773 3000 3199 3392 3589 3784 3972 4147 4299 4460 4593 4711 4808 49.02 
1 5 9  3 1 9  4.64 5 9 0  6 9 6  7.85 8 6 2  9 3 2  9 9 6  1 0 6 0  11  25 11 92 1 2 5 8  1321 1381 1 4 4 5  1 5 0 7  1 5 6 5  1 6 1 9  16.67 

Exhibit 45 - Average U.S. Cumulative Dollar Volume-Weighted Default Rates from 1-5 Years by Whole Letter Rating, 1994-2002 

Aaa 
Aa 
A 
Baa 
Ba 
0 
Caa-C 
Investment-Grade 
Spew I at  ive- Grade 
All Corporates 

1 2 3 4 5  
0 0 0  000  000  0 0 0  0 0 0  
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0.96 1 63 2 30 2.83 3,45 
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1 0 9  3 5 6  6 7 1  9 1 7  11 30 
7 12 15.00 2066 24.68 27 .65  
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Headquarters 
Mirant Corporation 
11 55 Perimeter Center West 
Atlanta GA 30338 
USA 
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Mirant (ticker: MIR, exchange. Other OTC) News Release - 
8i28103 

Mirant Files Court Motion On Pepco Agreement 

Motions and Orders Download 

Order for Extending Temporary I3estraininq Order 

Order ~ for Temporary Restraininq Order 
f l c j  27 ~ e - 3 1  

fl (,I52 KR) 
mtion tu Rcicct Ayrcerrrent m i 3 7  K 5 )  

€I (56 KB) Request for Terrmorary Restraining Order 

- Mirant seeks to reject an agreement to 
purchase power from Pepco 
- Mirant seeks to renegotiate two agreements 
to sell power to Pepco 
- Mirant continues to generate power in the 
D.C. and Maryland area 

ATLANTA, Aug. 28 /PRNewswire-FirstCalV -- Mirant announced 
today it has filed a motion with the U.S Bankruptcy Court in the 
Northern District of Texas, which is overseeing its Chapter 11 
case, to reject an out-of-market agreement to purchase power 
from Pepco. Pepco is an electricity distribution company serving 
the District of Columbia and the  neighboring Maryland suburbs. 
Mirant is also seeking to renegotiate the terms of two out-of- 
market agreements to selt power to Pepco 

As a Chapter 11 debtor-in-possession, Mirant has an obligation 
to review, and take action on, unfavorable contracts that may 
reduce the company's ability to provide value to its stakeholders. 
Under the agreement Mirant now seeks to reject, the company is 
obligated to purchase power from Pepco at prices that are 
significantly out-of-line with market prices for power, requiring 
Mirant to pay substantially more than market rates. Mirant 
forecasts it would cost the company and its stakeholders 
hundreds-of-millions of dollars over the duration if this agreement 
rf it were to remain in effect. The obligations under this agreement 
will run out over time and end in 2021. 

"Mirant has filed this motion with the Court to fulfill legally- 
mandated obligations to its stakeholders," said Marce Fuller, 
president and chief executive officer, Mirant. "Importantly, the 
rejection will have no effect on Mirant's ongoing generation and 
sale of power into the PJM marketplace. These actions will not 

htt p : //www. c o r porate - ir . net /ire ye/ i r-s i t e - z h n  l? t i c ke r= MI R& sc r i p t =4 1 5 & 1 ay o ut = 0 &it em - id . , . 9/9/ 2 0 0 3 
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affect Pepco's ability to purchase power and provide reliable 
electric service to its customers in the District of Columbia and 
Maryland .I' 

In order to protect the Court's control over the rejection process, 
Mirant also obtained an injunction preventing Pepco and the 
Federal Energy Regulatory Commission from initiating any 
conflicting proceedings pending the resolution of t he  motion 

The two power sales agreements that Mirant is seeking to 
renegotiate with Pepco require Mirant to sell power for 
substantially less than current market rates. From today through 
their expiration -- one agreement expires in June 2004 and the 
other in January 2005 -- these agreements would cost Mirant 
tens- of-millions. 

"Although these power sales agreements are due to expire in a 
relatively short time, our strong desire is to renegotiate -- not 
reject -- these agreements," said Fuller. "However, if we are 
unable to renegotiate, Mirant may only be able to fulfill its 
Chapter 11 duties by rejecting these agreements, as well." 

Mirant is a competitive energy company that produces and sells 
electricity in North America, the Caribbean, and the Philippines. 
Mirant owns or controls more than 22,000 megawatts of electric 
generating capacity globally. We operate an integrated asset 
management and energy marketing organization from our 
headquarters in Atlanta. For more information, please visit 
www.mirant.com . 

Special Note Regard ing Forward- Looking Statements 

This press release contains statements that are forward-looking 
within the meaning of Section 27A of the Securities Act of 1933 
and Section 21E of the Securities Exchange Act of 1934. Such 
forward-looking statements are only predictions and are not 
guarantees of future performance. Investors are cautioned that 
any such forward-looking statements are and will be, as the case 
may be, subject to many risks, uncertainties and factors relating 
to the operations and business environments of Mirant and its 
subsidiaries that may cause the actual results of the companies 
to be materially different from any future results expressed or 
implied in such forward-looking statements. 

Factors that could cause actual results to differ materially from 
these forward-looking statements include, but are not limited to, 
the following: the ability of the companies to continue as going 
concerns; the ability of the companies to operate pursuant to the 
terms of the debtor-in-possession facility; the companies' ability 
to obtain court approval with respect to motions in the Chapter 11 
proceeding prosecuted by it from time to time; the ability of the 
companies to develop, prosecute, confirm and consummate one 
or more plans of reorganization with respect to the Chapter 11 
cases; risks associated with third parties seeking and obtaining 
court approval to terminate or shorten the exclusivity period for 
the companies to propose and confirm one or more plans of 
reorganization, for the appointment of a Chapter 11 trustee or to 
convert the cases to Chapter 7 cases; the ability of the 
companies to obtain and maintain normal terms with vendors and 
service providers; the companies' ability to maintain contracts 
that are critical to its operations; the potential adverse impact of 
the Chapter 11 cases on the companies' liquidity or results of 
operations; the ability of the companies to fund and execute their 

http:l /~~.corpol-ate-ir .~~et/ireye/ir~site.zli t1~l?t~c~er=MIR&script=4 15&iayout==O&item - id ... 9/9/2003 
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business plan; the ability of the companies to attract, motivate 
and/or retain key executives and associates, the ability of the 
companies to attract and retain customers. Furthermore, as its 
securities are no longer listed on a securities exchange, Mirant 
cannot guarantee that there will be a continued liquid trading 
market for its securities. 

Additionally, other factors should be considered in connection 
with any Forward Looking Statements, including other risks and 
uncertainties set forth from time to time in Mirant's reports filed 
with the United States Securities and Exchange Commission. 
Although we believe that the expectations and assumptions 
reflected in the forward-looking statements are reasonable based 
on information currently avairable to our management, we cannot 
guarantee future results or events. We expressly disclaim a duty 
to update any of the forward-looking statement. 

SOURCE Mirant 

CONTACT: media, James Peters, +I -678-579-5266, or 
investors, John Robinson, +I -678-579-7782, or Stockholder 
inquiries, +I -678-579-7777, all of Mirant 

Web site: http://www. mi rant .corn 
(MIRKQ) 

Copyright Q 20U3 Miran! Coipc 
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PG&E NATIONAL ENERGY GROUP, INC.  
TO REORGANIZE UNDER CHAPTER 11 PROJECTION 
Action Taken With Support sf Major PCDE NEG Creditors 

http : llwwv. ne g . pge . com/news-200 3 0 7 0 8. lit nil 9/9/2003 
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PG&E NEG is 11-1 rlzfaiilt under variais  receui-se d e b t  agreements arid guaranteed equrry coinmitmei 
totaling nearly 53 billion. Xn adilkion, other PG&E NEG subsidiaries are in defauit uncki- various de t  
agret'mcrits totaling approxiiimtcly $2.5 brlhci?, bcrt th is debt IS non-i-eco~rst7 to PG&E NEG. 

Duc to thc coinparry's cash oii h a n d  ~f approximately $114 million as of May 31, 2003, PG&E NEG 
need ta arrange for debtor-rn-pclss2ssion ftnancing. While t he  cornpany expects ta contiritrc n-iost o 
rlcir-sriy tmnkrirptw, operatioris and stdffing levels wiH be affected as the company seeks r:) rninrrni; 
dfld cwiservc cash. 

11 ttp : //w\wv. ne g . p g e. co dnews-2 0 0 3 0 7 0 8 - ht m 1 9/9/2003 
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* Pending sale ~ f '  th? I49-rricgav!att Ohm power peaking faciliti?s to AMP-Ohia for approxima 
miilion. I: is expected to Dc? completed by A m j u s t  31f 2003, following necessary rcgciiatory 
approvals. 

htt p : / / m v .  neg . pg e, co m/ne w s-2 0 0 3 0 7 0 8. htm1 9/9/2 0 0 3 
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Southeast Power Report 

October 14,2002 

SECTION: POWER WICKETS; Pg. 2 

LENGTH: 590 words 

HEADLINE: NRG FAILURE TO MAKE $47M PAYMENT PUTS PLANTS THAT BACK BONDS AT RISK 

BODY: 

South Central LLC subsidiary, putting at risk its holdings in 14 energy projects in southeast and south central states that 
had been used to back the bonds. 

NRG said it was negotiating with the bondholders and financial groups to resolve the default and there was no 

However, the situation aroused interest from regulators and other parties -- especially in Louisiana where much of 

NRG South Central is based in Baton Rouge and operates or has interests in 10 plants in Louisiana, Texas, 

It also has had several projects in construction or delayed totaling about 2,500 MW. NRG had originally planned to 

The existing projects back the $8OO-million in bonds and theoretically could be taken over by the bondholders as 

NRG Energy Oct. 1 failed to make a $47-million interest payment on $ 800-million in bonds issued by its NRG 

immediate indication that the bondholders would exercise rights to foreclose on the assets. 

the NRG holdings are concentrated. 

Mississippi, Oklahoma and Florida with 4,890 MW of capacity. 

build up its portfolio in the region to between 8,000 MW and 10,000 MW by 2005. 

last resort to settle the debt. NRG had also announced in August that it hoped to divest all its South Central assets as 
soon as possible to help resolve its debt problems, but so far no asset sales have been announced. 

NRG said in August it planned to transfer a half-built 1,192 MW gas combined-cycle merchant project in 
Holtnesville, Miss., to Shaw Group to resolve a construction debt. But that transaction has never been completed. 

NRG South Central's biggest holding is 1,950 MW of generation capacity at the Big Cajun 1 and Big Cajun 2 sites 
in Louisiana which includes capacity purchased f?om the bankrupt Cajun Electric Power Cooperative in 2000 for $ 1 - 
billion and new peaking capacity added at one of the sites. 

The former Cajun plants operated by NRG subsidiary Louisiana Generating supply power under long-term 
contracts to eleven former Cajun cooperatives and four of those cooperatives are now asking the Louisiana Public 
Service Commission to extend the existing contracts 10 more years to 2014. The seven other cooperatives have 25-year 
deals with NRG dating from 2000. 

they should hire an outside legal advisor to cover bankruptcy issues and help NRG's utility customers in the state defend 
their rights. 

In another development Shaw Group petitioned the PSC Sept. 25 to become a party the case saying it was "vitally 
concerned 'I about the continued financial viability of Louisiana Generating. 

Other operating NRG South Central projects include an 837-MW gas combined-cycle plant in Batesville, Miss.; 
the 633-MW gas-fired Brazos Valley unit in Thompsons,Tex.; the 400-MW gas-fired McClain project in New Castle, 
Okla.; the 320-MW gas-fired Bayou Cove peaking unit in Jennings, La.; a 50% share in the 420-MW Sabine River 
project in Orange, Texas; a 202-MW gas-fired peaking project in Sterlington, La.; a 25% share in the 485-MW Mustang 

While the commission has not yet finished the case, the PSC members will decide at an Oct .16 meeting whether 
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gas-fired project in Denver City, Texas; and holdings totaling 45-MW in three small cogeneration plants in Oklahoma 
and Florida. 

NRG South Central projects on hold incIude the 1,192-MW Holinesville gas-fired combined-cycle plant; a 600- 
MW coal-fired unit at the Big Cajun 2 plant in New Roads, La.; a 292-MW addition at the Batesville, Miss., plant; and a 
545-MW gas combined-cycle project in Mesquite, Texas, 
URL: http ://www, p latts. com 

LOAD-DATE: October 24,2002 
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Standard & Poor’s, Ratings Direct, for Calpine 
Corporation 
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STANDARD RAT1 N Is S 0 I R E  C T  
m m  - 

Research: 
Calpine Corp. Credit Rating Lowered Three Notches to 'B' 

Return to Regular Format 

Publication date: 
Credit Analyst: 

02-Jun-2003 
Jeffrey Wolinsky, CFA, New York (I) 212-438-21 17, Peter Rigby, New York (1) 212-438-2085 

NEW YORK (Standard & Poor's) June 2, 2003--Standard & Poor's 
Ratings 
Services lowered its corporate credit rating on Calpine Corp. 
I B '  from ' B B ' .  

to 

In addition, Standard & Poor's lowered its rating on 
Calpine's secured debt to 'B' from ' B B ' ,  on Calpine's senior 
u n s e c u r e d  debt to 'CCC+ '  from ' B + ' ,  and Ion Calpine's convertible 
preferred securities to ' C C C '  from 'BI. 

Also, the rating on the secured revolver and the secured 
term loan is lowered to ' B B - '  from 'EBB-', two notches above 
Calpine's corporate c r e d i t  rating. The two-notch elevation on the 
s e c u r e d  revolver and the secured term l o a n  reflects a very  strona 
likelihood of 100% recovery of principal in t h e  event of a 
default or bankruptcy. The outlook remains negative, 

deteriorating financial performance in the face of its growing 
debt burden and persistently weak electricity margins," s a i d  
credit analyst Jeffrey Wolinsky. "In addition, Calpine's business 
risk continues to worsen as it continues to build new power 
p l a n t s  and s h i f t  i t s  portfolio toward t h e  more volatile merchant 
power s a l e s  and away from t h e  more predictable c o n t r a c t e d  power 
sa les  , " he  added. 

Calpine's credit statistics have significantly deteriorated 
and overall business risks have increased. For example, a d j u s t e d  
funds from operations interest coverage dropped from 2 . 2 ~  in 2001 
to 1 . 5 ~  in 2002, significantly below expectations. Calpine's 
proposed monetization of contractual revenue and sales of assets 
with contractual revenues will increase cash flow volatility 
s ince  merchant revenues will make up a l a r g e r  portion of 
available cash. Calpine faces considerable liquidity issues 
t h r o u g h  2004 w i t h  $ 6 . 7  billion in potential refinancing and about 
$3.1 billion in planned capital expenditures. T h e  company has 
limited opportunities to 
reduce its debt burden and is t a k i n g  on more deb t  in order to 
fund its construction program. In order  to meet its liquidity 
needs, Calpine must generate cash from sources o t h e r  than 
operating c a s h  flow. Calpine plans to meet these requirements 
t h r o u g h  a combination of a s s e t  sales and debt financings, which 
carry execution r i s k .  C a l p i n e ' s  target of 65% leverage to total 

"The rating downgrade is directly attributable to Calpine's 

--. 1 capitalization makes the company .. vulnerable to electricity price 
- -  -. , _ _  .-.._ ._ - I I-.-- I_ -_ ._ - - - 
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volatility and t o  capital market access. Calpine's i n a b i l i t y  t o  
access t h e  e q u i t y  marke t s  h a s  led to debt levels over 70%. 
Adjusted debt  levels are expected t o  remain above 70% over  t h e  
n e x t  f i v e  years. 

above r i sks  at the 'B' rating level: Calpine's contractual 
revenue base mitigates some of the cash flow volatility t h a t  
merchant power sa l e s  cause. Calpine has p roven  its ability t o  
ope ra t e  its power p l a n t s  in a n  efficient manner, with average  
availabilities of over  go%, including multiple newly  constructed 
u n i t s .  C a l p i n e  has proven its ability to manage and construct 
multiple plants i n  a timely and efficient manner. Highly 
efficient gas t u r b i n e s  increasingly m a k e  up  a l a r g e r  percentage 
of Calpine's f l e e t ,  which should ensure a h i g h e r  l e v e l  of 
dispatch compared to t h e  o l d e r  plants that Calpine's competitors 
have purchased over the past few years. 

The  negative outlook r e f l e c t s  Calpine's considerable 
l i q u i d i t y  needs through 2004 and the execution r i s k  of raising 
needed cash t h r o u g h  a combination of asset sales and debt 
financings. Shou ld  Calpine's financial performance deteriorate 
f u r t h e r ,  which would i n c l u d e  a move toward higher leverage than 
anticipated, or if the company cannot refinance nearinu 
maturities soon, or b o t h ,  t h e  ratings could be lowered. 

R a t i n g s D i r e c t ,  Standard & Poor ' s  Web-based credit analysis 
system, at 
www.ratingsdirect.com. All ratings a f f e c t e d  b y  this rating action 
can be f o u n d  on S t a n d a r d  & Poor's public Web site at 
www.standardandpoors.com; u n d e r  F i x e d  Income i n  the left 
navigation bar, se l ec t  Credit R a t i n g s  Actions. 

Nonetheless, the following s t r e n g t h s  adequa te ly  mitigate t h e  

Complete ratings information is available to subscribers of 

Copyright 0 1994-2003 Standard 8 Poor's, a division of The McGraw-Hill Companies All Rights Resewed 
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Pubficatlon date: 
C redl t Analyst: 

28-Aug-2003 
Jeffrey Wolinsky, CFA, New York (1) 212-438-2117; Peter Rigby, New Yo& (1) 212-438-2085 
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Rationale 

Standard & Poor's Ratings Services' 'B' corporate credit rating on Calpine Corp., a San Jose-based 
corporation engaged in the development, acquisition, ownership, and operation of power generation 
facilities, reflects the following risks: 

-- Calpine's credit statistics have significantly deteriorated. For example, adjusted funds from operations 
(FFO) interest coverage dropped to 1 . 5 ~  in 2002 from 2 . 2 ~  in 2001, which is significantly below 
expectations. The deterioration is due to lower power prices on the merchant portfolio and higher levels 
of debt than anticipated. In addition, Standard & Poor's expectation over the next five years is that 
minimum and average adjusted FFO interest coverage ratios will not exceed 1 . 3 ~  and 1 . 9 ~ ~  respectively, 
assuming no additional development. However, Standard & Poor's expects FFO-to-interest coverage to 
remain above I x ,  even under a severe stress scenario. 

-- Overall business risks have increased. Calpine's proposed monetization of contractual revenue and 
sales of assets with contractual revenues will increase cash flow volatility because merchant revenues 
will make up a larger portion of available cash. 

-- Calpine faces considerable liquidity issues through 2004 with $3.7 billion in potential refinancing and 
about $3.1 billion in planned capital expenditures. 

-- Calpine has limited opportunities to reduce its debt burden and has taken on more debt to fund its 
construction program. 

-- To meet its liquidity needs, Calpine must generate cash from sources other than operating cash flow. 
Calpine plans to meet these requirements through a combination of asset sales and debt financings, 
which carry execution risk. 

-- Calpine's target of 65% leverage to total capitalization makes the company vulnerable to electricity 
price volatility and to capital market access. Calpine's inability to access the equity markets has led to 
debt levels over 70%. Adjusted debt levels are expected to remain above 70% over the next five years. 

Nonetheless, the following strengths somewhat mitigate the high level of risk: 

-- Calpine's contractual revenue base mitigates some of the cash flow volatility that merchant power 
sales cause. The contracts, which are mostly with utilities and other load-serving entities, have a 
seven-year average life and have a weighted average credit quality of 'BBB+'. 

-- Calpine has proven its ability to efficiently operate its power plants, with average availabilities of more 
than 90%, including multiple newly constructed units. 

-- Calpine has proven its ability to manage and build multiple plants in a timely and efficient manner. 
Calpine has successfully built its projects on time and within budget. Calpine can standardize the design 
of its plants and achieve economies of scale in design and maintenance because most of the new plants 
are com bined-cycle facilities, using "F" turbine technology. 

-- Highly efficient gas turbines increasingly make up a larger percentage of Calpine's fleet, which should 
ensure a higher level of dispatch compared with the older plants that Calpine's competitors have 
purchased over the past few years. 
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Calpine's current operating portfolio, principally in the U.S., consists of 86 operating projects with a net 
ownership interest in 20,089 MW. Calpine's development and growth strategy seeks to capitalize on 
opportunities in the power market through an ongoing program to acquire, develop, own, and operate 
eiectric power generation facilities or interests in such facilities, and marketing power and energy 
services to utilities and other end-users. 

t iqu id ity . 

As of June 30, 2003, Calpine had about $418 million of cash and short-term investments. In mid-July 
2003, Calpine closed on a $3.8 billion corporate financing, which includes a $500 working capital 
facility that replaces the existing working capital facilities. The $300 million revolver is priced at L180R 
plus 400 basis points (bp) and matures on July 15, 2005. The $200 million term loan is priced at 
LlBOR plus 350 bp and matures July 15, 2007. About $130 million of the proceeds from the term loan 
was used to cash collateralize existing letters of credit. 

Liquidity will continue to be somewhat of a concern for Calpine through 2004. Calpine faces $3.7 billion 
in potential refinancing and about $3.1 bijlion in potential capital expenditures. Meeting these liquidity 
needs involves execution risk for the company. Calpine needs to sell assets or obtain external 
financing to meet its obligations. 

$I Outlook 

The negative outlook reflects Calpine's weak financial ratios, considerable liquidity needs through 2004, 
and the execution risk of raising needed cash through a combination of asset sates and debt financings. 
If Calpine's financial performance deteriorates further, which would include a move toward higher 
leverage than anticipated, or if the company cannot refinance nearing maturities soon, or both, the 
ratings could be lowered. 

Copyright 6 1994-2003 Standard & Poor's, a division of The McGraw-Hill 
Companies. All Rights Reserved Privacy Policy 
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EXHIBIT 4 

Requests for Proposals Requiring Minimum Credit 
Ratings 
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IDAHO POWER COMPANY 

REQUEST FOR PROPOSALS 
UPDATED RELEASE: MARCH 14,2003 
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R E Q U E S T  F O R  P R O P O S A L S  U P D A T E D  R E L E A S E :  M A R C H  1 4 .  2 0 0 3  

MIN!MUM REQUIREMENTS FOR PROPOSAL 

All proposals must meet the minimum requirements set forth below. IPCo, in its sole discretion, may reject any 
proposal that fails to respond adequately or completely to all or any part of this RFP. 

SECTION 1 - MINIMUM CREDIT REQUIREMENTS 

Respondent or Guarantor of Respondent must possess a senior unsecured debt rating, issued or reaffirmed 
within the last 12 months, of no less that “BBB-” from Standard & Poor‘s or ‘Baa3” from Moody’s at the time of 
proposal. The Respondent must be able to provide audited yearend financial statements for all specific entities 
proposing to contract with Idaho Power Company and any guarantor(s) within 120 days following the end of 
each fiscal year. The Respondent must be able to provide performance assurances in the event IPCO believes 
Respondenf‘s ability to perform or creditworthiness has become unsatisfactory. The Respondent must be 
wilfing to grant a present and continuing security interest in any performance assurances or cash equivalent 
collateral. Respondent must be willing to enter into credit protection conventions similar those included the EEI 
master agreement. 

SECTION 2 - CAPACW AND ENERGY REQUIREMENTS 

To meet the need of 100 MW of capacity and related energy, during the months of June, July, August, 
November and December, 1PCo will accept bids for fully dispatchable, first call, non-recallable, physically 
delivered capacity and related energy from a resource within the lPCo Control Area. lPCo will consider 
proposals of less than the requested quantity as identified in this RFP provided that lPCo can combine such 
proposals, at the discretion of lPCo with other proposals to accumulate the necessary capacity. Capacity and 
energy offered in excess of the requested amount will be considered, but the value of any surplus will be 
determined at IPCo’s sole discretion. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

/ - .  

New generation proposals must meet all W estem Electricity Coordinating Council Reliability 
Management System requirements including periodic generator testing. All associated costs are the 
responsibility of the Respondent. 

Any new on-system generation must have automatic voltage control with at least a 90 percent power 
factor capability and a power system stabilizer. 

Proposals that require construction of a generation resource will require a reasonable demonstration of 
Respondents ability ta obtain both the necessary land use permits and any required air quality and 
water consumption and discharge permits. 

The proposal must completely describe all dispatch and scheduling flexibility lPCo will have. 
Respondent must describe provisions that can and would be made to allow lPCo to dispatch the 
energy directly from IPCo’s control area energy management control system {EMS) and Respondent 
will be responsible for all associated costs. 

The capacity must be available no later than June 1, 2005. IPCo‘s requirements are anticipated to 
extend throughout the planning horizon. Proposals must include, at a minimum, a 1Gyear initial term 
commencing June 1, 2005, with five I-year contract renewal options that can be exercised solely by 
lPCo upon reasonable notice. 

Respondent‘s proposal must provide a milestone schedule that identifies key dates including, but not 
limited to, dates for regulatory approvals, finalization of transmission and interconnection agreements, 
finalization of fuel supply arrangements, pre-construction milestones, and construction milestones, 
along with terms #or default. 

Respondent must provide a listing of prior project development and operation activities with project- 
specific information conceming performance of other projects developed andlor operated by 
Respondent. A list including names and telephone numbers of persons familiar with Respondent‘s 
performance for previous customers would be viewed favorably. 

Respondent must complete all data requests as defined in Attachments 8, C, D, and E. 

I 
~- 

I 
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Portland General Electric Co. 
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Portland General Electric CO. 

REQUEST FOR PROPOSALS 
Power Supply Resources 

June 18,2003 
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# I  A11 transactions are contingent upon the Bidder meetirlg and m a h t a a g  the 
credit requirements established by PGE's Wliolcsde Credit Department: 

= Bidder's long-term, senior unsecured debt that is not supported by third- 
party credit enhancement must be rated BBB- or higher by Standard & 
Poor's, and Baa3 ar higher by Moody's hvestor Services, Inc., if the Eidder is 

Bid Pre-Qualifications 

To be considered for evaluation, dI proposals must meet the requiremen& : 

specified below. 

General 

General pre-qualifications indude minimum bid quantivt minimum bid t em,  
credit and bidder quaIjficatIons. 

Minimum Sid Quanti@ 

me minimum bid amounts are: 

= 

I 

Nan-renmable energy producfs - 25 Wh. 
Renewable energJl products - 5 MW/h average annual expected output. 
Fropasals €or smaller amounts of renewables will be discussed outside df the 

Cupacity products - 25 Mwh. 
RFP pkocess. 

Minimum Bid Term 

The minimum bid tenns a#e: 

Energy resources - Five years. 

Capacity resources - Two years. 

3 :  
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PGE RfP for Power Supply Resources 

c- 

plant is  not yet complete, PCE's Wholesale Credit Department 
apply until conshction is satisfactorily completed. All 
evaluate and establish credit will be subject to the Confidentidity and 
Nondisclosure Agreement. 

A5 applicable, the Bidder must provide documentation, satisfactory to PGE,,that 
it is able to schedule power and operate under industry standards established by 
the Federal Energy Regulatory Commission (FERC), Western Electricity 
Coordinating Council (WECC) and the North American Energy Reliability ' 

Council (NERC). 

Projects b c i i  developed to support bids must haw a r e w b k  commerdal m&ce 
date of no later than Januaxy 1,200& for energy pmductr;, and December 1,2005, for 
capaaty pdufts .  The Biddm must idenhfy &he power supply SOWE it in& t~ to 
supprt: its bid mmmimmtS before the project M c e  date. PGE will conside- pro@ 
that b g n  khi>re the spec&& dates, provided hey meet our prffolio neds. 

Technology 

Projects being developed to support bids shall use commercially viable 
gencration technology. The Bidder shall specify the generation technology it 
proposes to use arid provide preliminary design studies - completed in sufficient 
detail to identify major equipment, The Bidder will also provide a site layout 
plan, and a project milwtone schedule indicating critical path elements For 
generation technologies that are not in common use, the Bidder shall identify 
electric projects where the technology is already being used ox' provide 1 
documents describing the technology. 

, 

Suitability of Site (where applicable) 

The Bidder must identify the project site location and provide satisfactory ' 

evidence that the site is not otherwise committed and i s  available for the Ml- 
term of the proposed bid. The Bidder must have identified d required site-spkcific 
permits and have prepared a plan or schedde for obtaining all permits and l i c k s s .  

Fuel Supply (where applicable) 

The Bidder must demonstrate physical and commercid access to fuel supplies 
and fuel transportation for the term of the contract proposed in its bid. 

PG E- RFP- Fin a 1. doc 22 Pottiend General Electric Go, 
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Duke Power 
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Request for Proposals 

INTRODUCTION 

Purpose 
Duke Power, a division of Duke Energy Corporation oflers this Requebt for 
Proposals {RFP) No. 2003-01 for the purpose of acquiring supply-side cabadty 
resources for 2005 and beyond. 
Duke Power seeks bid proposals that provide the greatest value to Puke Power 
and its customers. Value, For the purposes of this solicitation, is the combination 
of price, reliability, and flexibiiity. Flexibility includes, but Is not limited tb, bid 
propusal structure and physical resource characteristics (deIivery scheduling 
requirements, dispatch capability, etc.). The bid proposals that have greater 
value to Duke Power may not necessarily be the lowest price proposakDuke 
Power reserves the right: to modify, suspend, or cancel this RFP. 

Eligible Bid Proposals 
Duke Power is interested in reliable sources of electric power which provide 
value to Duke Power and its customers. ln that context, Uuke Power will cohsider 
bid proposafs from: 

a Exisling Resources: Existing resources are facilities or systems whibh are 
generating electrkity as of the date of the bid proposaf, except as sdt forth 
under IneIigible Bid Proposals below. 
f lew Resources: New resbmes are facilities which will be completgd and 
meet Duke Power's minimum requirements for reliable capacity briar to 
proposed delivery of capacity. Bid proposals for New Resuurces that 
become part of the short list will be required to submit additional 
information describing the facility's construction plan and scheduie arid 
pre-operation plan. 

Chh"ReneW~b/8 Resources; Duke Power is interested in receiving bid 
proposats for a limited quantity of energy, or capacity and enecgy, from 
''greenH and/or "renewable" resources. For the purpose of this RFP, 
eligible green/renewabk " m e s  are: Solar (thermal or photovoltaic), 

U U K E  POWER RFP NO. 2003-01 PAGE 1 
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An equivalent corporate bond rating of EBB- or above from at 
rating agencies, Ohe of which should be Moody'$ Or Standard 

A commercial paper rating of 9 or 2 from at least two rating 

Resources: 

(preferred) 

one of which should be Moody's or Standard 8 Poor's. 
A Dull & Bradstreet credit appraisal rating of 1 or 2. 

AddiX h a  I P roposa I Characteristics 

Terms and Conditions 

buke Power has included certain Terms and Conditions in the 'Model" 4ower 
Sales Agreement (PSA) and Col!ateral Annex of this RFP. By submi#ing:a bid 
proposal, the respondent agrees Chat these Terms and Conditions wilt b&c"  
part of any agreement reached between Duke Power and the bidder. Should ihe 
respondent wish to take exception to any of these Terms and Conditions, the 
exception must be explained in writing as part of the proposal. 

Permits, Licenses, and Approvals: 

The bidder will be completely and solely responsible for acquiring all Iidnses, 

proposal. The bidder will also be completely and solely responsible fw enkuring 
that any implementation of any part of the bld proposal is carried out in full 
compliance with any changes, modificah'nns, or addiliions to eflvironmehtal or 
other laws, regulations, and ordinances affecting the proposal. Duke Power shall 
have no responsibility for identifying or securing any Iicense, permits. or 
regulatov approvals required for the proposal, nor will Duke Power accept any 
responsibility for securing, locating. or guarattteeing any emissions albwances 
which may be required by the Title IV Clean Air Act Amendments to atlow the  
implementation of the 'Model" transaction or the continuath of the trandaclion 
as set forth in the bid proposal. 

permits, and other regulatory approvals, environmental or otherwise, requi 
federal, slate, or local government laws, regutalims, or ordinances far t 

DUKE POWER RFP NO. 2003-01 PAGE 5 J A W A R Y  2e,  2003 
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January 16,2001 
Reuuest for Proposals for Long-Term 
Bas‘e-Load and Summer Peaking 

H ydroeteetrk Capacity 
~ e w a r  

~ Huclaailr 
Eaergy 

Reference: Jan2001 RFP 
_ .  

Purpose 
TVA is seeking proposals &om qualified and eli@ble bidders to1 
meet portions of its base-load andot s u ~ m e r  p e ~ n g  power , 

supply requirements beginning 2004. TVA is interested in long- 
t em proposals for up to 15 ycars’ duration. TVA prefers 
proposals with options for early termhation and/or options to 1 

extend for additionai periods, but will consider long-term. 
proposals without options. Proposals for joint ownership with 
TVA will m t  be considered. Proposals must offer “firm” capacity 
fiom identified generating resources. Bidders may offer to supp’ly 
base-load and/or s m e r  peaking supply. 

This Request for Proposals (RFP) is open to dl parties, hc Iudg ,  
but not limited to: TVA power distributors, independmt powm 
producers, exempt wholesale generators, qualifying facilities 
(mder PURPA), power marketers, and utilities. 

M Trarramkbhn 

” our CUStOM8= 

I Return ta 
Power Hala 

DesGription of Capacity Requirements 
TVA has a need of up to 600 M W  o f  baseload type capacity 
(anticipate greater than 40 percent muaZ capacity factor) and up 
to 600 MW of summer peaking capacity be-g Jue  1,2004. 
Proposals must bc a minitllurn af  100 M W .  Off‘ of capacity a d  
energy may be from one or moxe resources. Such resolvccs must 
be suitable to meet TVA’s firm load and/or resme obligations 
(Le., TVA must have first-call. priority for shared resources). TVA 
will not consider proposals that describe nan-fhn capacity. 

Delivery to the TVA System 
TVA will only considex offers that deliver capacity and enerd to 
the TVA transmission system. Wheeling and intercomec~on 
arrangements and msts to deliver the capacity and energy to the  
TVA transmission systcm delivery pointS are the responsibility of 
the bidder. Prices quoted must be based upon net capacity 
delivered to the delivery point. A11 proposals must identi@ my 
wheeling and interconnection agreements with third parties that 

9/5/03 
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Other Terms and Conditions 
Proposals must include detailed descriptions of grlarmtes and 
related remedies for failure to perform. Each proposal must 
provide parantees for in-senrice dates, contract capacity, heat 
rates (if applicable to the pricing proposal), and availability. 
Operational characteristics such a~ (but not limjted to) capacity 
limitations, ramp limitations, maximum 01 minimum run-times, ; 
maximum or minimum down-times, a d  fie1 limitdons should 
also be specified. If a resource included in a proposal is not yet in- 
service, a detailed milestone schedule describing major projwt 
activities leading up to camencemmt date for commercial 
service sbdI be provided. 

Credit Assurance 
The bidder will be required to provide certain financia 
information in order to establish creditworfhiness with TVA. 

‘ 

Bidders should proGde the following infomation as part of the 
prop 0 5 al: 

6 Audited financial statements for the t h e e  (3) preceding 
years that include balance sheets, income statements, 
statements of cash flows, and notes fa the financial 
statements. 

, 

Bank name, address, phone nwber, and officer contact. 
I Credit references fiom three (3) s ~ l ~ c e s  that indude name, 

Annual report of company brochure, if available. 
address, phone number, and contact. 

- f- 
TVA requires secure and reliable physical delivev of the capacity 
and associated energy corresponding to all purchase power 
agreements. Security and rehbiliv o f  physical delivery covering 
both the option and tbe physical delivery of  capacity and energy 
will be guaranteed by either a: 

I -  

2. 

3. 

4. 

Letter of Credit issued by a financial institution that has a 
long-term debt rating by Standard & Poor’s of A- or better, 
or by Moody’s Investors SeMce of A3 or better 
Guarantee issued by an entity that has a long-term debt 
rating by Standard & Poor’s ofBBB- or better, or by 
Moody’s Investors Service ofBaa3 OF better 
Perfdrman~e Bond issued by an insurance company or 
surety that has a long-term debt rating by Standard & Pdor’s 
of A- or better, or by Moody’s Investos SeMce of A3 or 
bettcr, or 
Various combinations of the foregoing, as determined by 
TVA. 

The cost of such credit assurance must be borne by the bidder. L 
Reservation of Rights 

13 I - 9/5/03 
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North Carolina Municipal Power Agency Number 1 
Attn: Greg Locke 
I427 Meadowood Blvd. 
Raleigh, NC 27604 
Telephone: 91 9-760-631 1 

Email: plocke~efectficities.orq 
All questions and requests for clarification should be made in writing, preferably by email. 
NCMPAI , in its sole discretion, will decide whether and how a response will, be made. 
back to top 
3.1 Evaluation Process 
The evaluation of proposals will be based on the informatian provided by thb Respondent. A 
complete response to the information requested in this RFP must b e  submitted in order for 
a Respondent's proposal to receive consideration. NCMPAI reserves the right to negotiate 
with ane or more Respondents to improve their proposals, although selection for negotiation 
will not be a commitment by NCMPAI to enter into a contract with any Respondent. 
if NCMPA1 decides to accept the submittal of one or more Respondents, it.wiil undertake to 
negotiate contracts with such Respondents that will embody the general principles and 
concepts set forth herein, In the event negotiations with a Respondent do not, within a 
reasonable period of time (as determined by NCMPAI in its sole judgmentj, produce a 
contract satisfactory to NCMPAI , it reserves the right to terminate those negotiations and 
pursue any and all other options available to it, including, without limitation,' entering into 
negotiations with other parties. 

Fax: 9 1 9-?6O-6;ON 

back to top 
3.2 Creditworthiness of Respondent 
All proposals must provide for the Respondent's obligations to be guaranteed by an entity 
whose unsecured, senior long-term debt obligations (not supported by third party credit 
enhancements) or issues rating are rated at least EBB- by Standard & Poor's or Baa3 by 
Moody's. The Respondent must provide audited financial statements for the past two years 
for the Respondent and any guarantor. 
back to tcm 

,3 Proposal Content and Submission 
I 1 

Resp&dents must ti) meet all of the terms and conditions contained in thik RFP; (li) provide 
the information requested in Attachment 2; and (iii) include all required supporting 
documentation in order for their proposals to be given consideration by NCMPAI . Multiple 
offers from a single Respondent, or multiple versions of one proposal, must be submitted as 
separate proposals, although only one set of audited financial statements needs to be sent 
if the associated entities are the same. 
TWO hard copies and an electronic version of all proposals must be submibed and received 
by NCMPAI no later than 3:OO PM Eastern Prevailing Time on August 22,2003. All 
proposals will become the prQperty of NCMPAI. NCMPA? retains the right to disqualify any 
proposal for any reason, whether received QP or after t he  deadline. The Respondent is 
solely responsible for any and all costs it may incur in responding to this RFP, including 
those assuciated with any subsequent negotiations or discussions. 
back to top 
3.4 Confidentiality 

16 I - 
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Requests for Proposals with Market Based Security 
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Request for Proposals 

INTRODUCTION 

Purpose 
Duke Power, a divlslon of Duke Energy Corporation offers this Request for 
Proposals (RFP) No. 2003-01 for the purpose of acquiring Supply-side capacity 
resources for 2005 and beyond. 
Duke Power seeks bid proposals that provide the greatest va lw to Duke Power 
and its customers. Value, for the purposes of this solicitation, is the combination 
of price, reliability, and flexibility. Flexibility includes, but is not limited to, bid 
proposal structure and physical resource LcJaractenstics (delivery scheduling 
requirements, dispatch capability, etc.). The bfd proposals that have greater 
value to Duke Power may not necessarily be the lowest price proposals. Duke 
Power reserves the right to modify, suspend, or cancel this RFP. 

Eliglbk 6id Proposals 
Duke Power fs tnterested in reliable sources of electric power which provide 
value to Duke Power and its customers. In that context, Duke Power will consider 
bid proposals from: 

Existing f?eS"?S: histing resoufcBs are facilities or systems which are 
generatlng ekctriclty as of the date of the bid proposat, except as set brth 
under Ineligible Bid Proposals below. 
New Resources: New resources are facilities which will be completed and 
meet Duke Power's minimum requlremsnts for reliable capacity prior to 
proposed dellvery of capacity. Bid proposals for New Resources that 
become part of the short list wlll be required to submit additional 
infarmatlon descrlblng the facility's construction plan and schedule and 
pfe-operation plan. 

GreedHenewable Resources: Duke Power is interested in receiving bid 
yroposals for a limited quantity of energy, or cap city and energy, from 
green" and/or "renewable" resources. For theqrpose of this RFP, 

eligible greedrenewable resouroes are: Solar (thermal or photovoltaic), 
~~ 

DUKE POWER RFP NO. 2003-0'1 PAGE 1 JANUARY 28, 2003 
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LcMode197 
POWER SALES AGREEMENT 

between 

and 

DUKE POWER, 
a division of 

D m  ENERGY C O R P O ~ T r O N  
526 South Church Stteet 

Charlolte, North Carolina 28201-1006 I 

[NAME OF FACILITY] 
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APPENDLX A 
TO COLLATIEIRhl, ANNEX 

CALCULATION OF ClJJXREm MARK-TO-MARKET VALUE 

If the calculation of the Current Mark-to-Market Value as set forth in this A ~ ~ c - I I ~ ~ x  A results in  
a positive number, thcn the Current Mwk-to-Market Value is positive to Duke Pmxr rind 
negative to Seller. If such calculation results in a negative number, then the Current Mark-to- 
Market Value is negative to Duke Power and positive to Scller. 

Current Markuto-Market Value = Energy Value-plus Capacity Vdue minus Capacity Fsyment 
Value. 

Capacity Payment Value = Net Present Value of the Monthly Capacity Paymenu f c x  each 
remaining month of the Term. 

Capacity Vdue = Net Present Vduc of the product of (a) the amounts sct forth on Table A-1 for 
each remaining month of the Term, expressed in $/kw-month, and (b) the Contract Capaciiy. 

The Energy Vdue shall be the present value of the option value of the Ageement, detemined 
based on the utiliz&m of a dkly spark spread option moclel based on il Black’s spread vuiuarion 
methodology. UnIess otherwise mutually agreed by the Parties, the daily spark spread option 
model shall employ only the following inputs to caJculaIe Energy Value: 

Fomard Monthly On-lpeak 
Electric Power Prices 

a) 
spread for the Into Cinergy hub shall be used. 

For the Quoted Term, the midpoint of the bid-offer - Y 

b) Beyond the Quoted Term, the Forward Pvionthly 
On-Peak Elecmc Power Prices shall be the previous year’s 
price for that month, escalated by 3% per year. 

F O W ~ ~  D d y  GE~S Volatility 3 a) For the period up to twelve monrhs frcm the 
Calculation Date, the Forward Daily Gas Volatility shall 
be the jmplied volatility for At-The-Money (A’I‘M) 
options exercised daily, calculated based on the midpoint 
of the bid-offer spread. 

b) For the period after twelve months fTom the 
Calculation Date, the Forwafd Daily Gas Volatilizy shall 
be as set forth in Table A-2, except that to the extent 
readily observable market prices for ATM options as 
described in (a) above are available, the method de.;cri bed 
in (a) above shall be used for this perid also. 

I 
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Forward Daily Power a) For the period up to twelve months from the 
Volatility - - Calculation Date, the Forward Daily Power Volatili~y 

shdl be the implied volatility for At-The-Money ( A M )  
options exercised daily, calculated based on the midpoint 
of the bid-offer spread. 

b) F a  the period after twenty-four months fmm rfie 
Calculation Date, the Forward Daily Power Volatility 
shall be as set foah in Table A-2. 

c> For each day throughout the period beginnis~g with 
the thhxeenth month and ending with the twentyfourth 
month from the Calculation Date, the hrward h i l y  
Power Volatility shall be the average of the Forward Daily 
Power Volatilities on the equivalent day in the periods set 
forth in “a” and “b”, above, except that to the exient 
readdy observable market prica for ATM optiuris as 
described in (a> above m available, the method described 
in (a) above shall be used for this pcxiod also. 

Forward Correlation of Power The initid value of this hput will be and will r-em3i.n 
and Gas - - constant. Either Party may request changes to tbiq value 

based on historical information. If such change is agreed 
to, the newly agreed value will be utilized in subrcql1cnf 
calculations of thc Energy Value. 

Forward Time to Expiry = Time to expiry shall be expressed h calendar chys (as 
opposed to busincss days) utilizing a mid-month 
convention for calculating time to expiry. 

Forward Strike Price - - The forward strike price in the daily option vrtliie 
calculation shall be the s u n  of the Base V O W  n $IMWh) 
and *e Start Cost (expressed in $/MWh). 
Statt Cost ($/MWh) = Start Cost (in dollars per srart) / 
(Contract Capacity x 16 hours). 

2 
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Forward Natura! Gas Prices = a) for each day throughout the Quoted 'knn, he 
Forward Natura3 Gas Price for each such day shall bc the 
closing price for. the NYMEX natural &as contract (Hcnry 
Hub) for the last trading day preceding the Calculation 
Date, plus a basis of $ per -tu. 

Heat Rate 

b) 
Natura1 
that month, escalated by 3% per year. 

for periods beyond the Quoted Term, the Forward 
Price shall be the the previous year's pricc for 

- I The expected heat rate of the Designated Ctlpacity 
Resome operating under expected summer conclirions. 
The parties agte  that, prior to the cobltlfenccmen1 of the 
Term, the Heat Rate shall be equal to - Mmbm per 
KWH for purposes of this calculation. 

To the extent the either of the reference pricing points (NYMEX and Henry Hub for g i s ;  TnLo- 
Cinergy for power) cease to be available or actively traded, a replacement hub 01- other 
observable price point may be uscd as mutually a p d  to by both Parties, with appropriate basis 
adjustments. 

3 
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Table A-1 

Monthly capaciry vdue - $/Kw/mo 

2004 2005 2006 2007 2008 

i 
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Table A-2 

Months from Calculation 
Dtile 
13 -24 

SUmmer 
Wmw 

Gas Volatility % 

25-35 
Su"rr 
Winter 

37-48 
Summer 
Winter 

Power Volatility (?b 

49-60 
Summer 
Will= 

61-72 
Summer 
Wintei 

73-84 
SU"W 
Wintcr 

>= 85 
Summer 
Winter 

Summer - June, July and Augus~ 
Winter - January thtough May, and Scpwmber thtough December 

I 
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Spring 2003 
Request for P ~ o ~ o s ~ / s  (RFP) 

for 
Supp/y-s/'de Resources 

Entergy Services, Inc. 
April 18, 2003 

Thc statcmenu wnwined In rhis Rm aIt d e  subjcct to the Reservation of Rights set forth in this RFP and 
subject to the terms and acknowldgcmcnts aet forth in the Proposal Submission A-pemenr. 

I 
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API?ENX)IX G 
Proposal Evaluation Prows Description 

Spring 2003 M P  for Supply-Side Resources 

Figure G5 
Credit Evaluation - JIIusttation of Cnlculation of Pcdurmance Risk 

Exposure 

CbIcuIate potential replacement power risk using methodology from 

All-in bid price in $/MWh 

Expected Capacity Factor 

Energy Charge in $L"h 

Exposure pm year in $/yr 

Volume in MW 

Total Remaining Exposure in $'s 

ESI's cost of capital 

Contract  yea^ 

Number of Contract Years in proposal 

Indicative Forward Price C w e  in $/MWh, by contract type 

C3pacity Charge in $kW-yr 

Tffi = SuM(t=l to T) f ~ d f l + ~ ) ~ ( t - 0 . 5 ) )  = $ 
I 

Expt = (lI?Frc - Pt) x V x CF x 876Ohdyr = $/yr 

IFPL, dcpmds on proposal type 

IF'l?t,c for a fixed price contmct i s  deiived fmm a forward market quote of a 
similar product in the traded market. The 
rate of the forward traded market plus m e  standard deviation of 
the forward fud gas volatility. 

is the implied hear; 

IFPb, for a g-uaranteed heat rate at indexed gas Wce is derived from the 
implied heat rae of rhc all-in-prim of the proposal plus one 
standard dwianlon of the forward heat rate volatility,. 

I 
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APPENDIX G 
Proposal Evaluation Process Description 

Spring 2003 RFP for Supply-Side Resources 

Example (MI numbers are only illustrative): 

Product: 3 year Multiple-Year Unit Capacity Purchase Agreemmt (MUCPA) for 
CCGT from bidder XYZ 

Offer Size in ProposaI: 300 M W  

Expected Capacity Factor 67% 

Price Bid in Pmposal: Capacity-$3dOO per kW-year for each year of rhe connact 
'Energy-$30.00 per MWh 

Indicative Forward Price Curre price (see below): $48/MWh (t=l), $44/MWh 
(t=2), $40/Mlvvh @=3) 

ESI's cosc of capital, r = 8% 

Supplier Evaluated C r d t  Rating: BBB- 

Calculation of Incremental Supplier Risk 

EXPt = (IFPt - PJ x V x CF x 8760hdy = $/yr 

EXI?bl= ($48 - $36.13) x 200MW x 67% x 3760hdyr = $13,9MM/v 
EXP,,t = ($44 - $36.13) x 200MW x 67% x 8760hr/yr = $ 9.2h4XI7y-r 
EXP- = ($40 - $36.13) x 2oQMW x 67% x 876Ohrlyr = $ 4 . 5 W y r  I 

T M  5 ($l3,9MM/( 1+8%)*(l-0.5) + 
+ ($9.2MM7(1+8%)"(2-0.5) + 
+ ($4,5MM/(1+8%)y3-0.5) = $25.4MM 

r 

However, pre-txisting transactions between bidder XYZ and another Entergy 
Operating Company unit have c m n t  un-collateralized exposure of $30MM. 
Hence, overall exposure with bidder XYZ is calculated 



- - -  I 
APPENDIX G 

Proposal Evaluation Process Description 
Spring 2003 RFP for Supply-Side Resources 

Additional Collateral remediation necessary in year one = $55.4MM - $50MM = 
$5.4MM 

In the first review after the start of delivery of energy pursuant to the contract, the 
exposure amount wauld be lowered by an mount equal tu 45 days of aCcount$ 
Teceivable due from ESI. 

Capairy papent: 

Energy payment: 
1.5 months * $36kW/yr 1 12 monthdyear * 200 MW = $0.9 MM 

1-5 months * $36,13/MWh * 200 MW * 67% * 744 Wmo = $5.3 MM: 

Indicative Forward Price Curves: 

The Indicative Forward Price Curve for comparison to a fixed pice 
pmposd is derived from the implied heat rate of a forward quote of a similar 
craded product, multiplied by the forward fuel (gas) volatility. If the 5x16 is 
quoted on average of a heat rate of 8,400 Bru/kWh, and the forward hel volatility 
is 23%, the heat ratc of the Indicative Forward Price Curve would be 10,332 
BtWkWh, or priced at $48/MWh, with gas at $4,63/mmEtu. 

The Indicative Forward Price Curve for camparison ta a pmposd with 
guaranteed heat rate and indexed fuel price is derived from the implied heat rate 
of the proposal's all-in-price, muldplied by the forward heat rate volatility. If the 
above proposaI had bsen quoted as an indcxed proposal, the implied heat rate 
would be 7,812 at !§4.63/"Btu fuel cost; a forward heat rate volatility of 17% 
would create an Indicative Forward Price at 9,140 BtdkWh or $42.2WMWh. 

The exposure calculation will be adjusted periodically to reflect market 
movements. The difference in hcat rate for a similar product ~ ~ e e n  4/'30/03 and 
Ihe date of the adjustment will be added to The implied heat rate. For example, if 
the imphied market heat rate for a 5x16 producr moved from 8,400 to 8,600 
Btu/kWh, the proposal would be evaluated with an Indicative Forward Price 
Curve derived from [7,812 + (8,600-8,400)] = 8,012 Btu/kWh, multiplied with 
the appropriate forward volatility. 

Note: Collateral requirements are adjusted to accommodate change in 
Indicative Barward Price Curve (WP) as well as attenuation of time 
remaining in contract. The Indicative Forward Price Curve will be updated 
periodically for proposals awarded through the RIP process. 

I- 
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EXHIBIT 6 

Requests for Proposals with Comparable Performance 
Security 
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Zlheyenne Light, Fuel 
and Power Company 

Request for 
Proposals 

System F i r ,  
FUN Requiremen& 
5upp/y-Side Resource 

member 2002 

%), xce/ ~nergyau 
W 

C N E Y E N N Z  LIGHT 
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FINAL SUPPLY-SIDE RFP + Decembu 6.2002 Page 4 

Proposals must meet the rqukemcnts set forth above. Proposds for fk~ancidJy firm capacity 
and mrgy ,  unit contingmt capacity and energy (except as a camponat of a system fi", .full 
requiremmb package), or partial requirements capacity and energy win not be acceptk 
Bidders may propom constructing new gmerathg resources of new trsuldsshn facility 
intemnnwtions as components of a W1 requirrmsjxs proposal which meets the requirements set 
forth above. Eidders are encouraged to identify and describe that porhn of the resauce 
portfolio pposed to s e m  CU$P's capaciv md energy requbmmts which qualies BS 
renewable or ''p~n power reesourcm. 

Table 1 provides biistoncd and forecasted CLF&F total capacity and energy quiresnknts on an 
annual basis fwthepaiod 2001-2018, as well as histOrieal CLF&P totd capacity and'enqy 
requirmen~ on a mmthly basis for calendar year 2001. 

E A R  
2001 
2002 
2003 
2004 
2005 
2008 
2007 
2008 
2009 

.2010 
201 1 
2012 
2013 
201 4 
20t5 
201 8 
201 7 
201 B 

TABLE 1 
CLFBtP Annual CapaGity and Energy Requ1ramantS 

ANNUAL 
PEAK 
DEMAND 
i.m!YL 

146 
152 
156 
4 58 
159 
164 
1 65 

168 
171 
172 
175 
177 
179 
181 
183 
185 
.l87 

i Ea 

ANNUAL 
ENERGY 
JGWhY 

970 
1 ,012 
1,048 
1,066 
1,083 
1 ,I 03 
1,1115 
1,131 
1,148 
1,166 
1 ,A 82 
1,203 
1,222 
1,240 
1,258 
1,273 
1,288 
1,301 

ANNUAL 
LOAD , 

FACTOR: 
78% 
76% 
77% 
77% 
78% 
77% 
77% 
77% 
78510 
700h 
78% 
78% 
79% 
79% 
79% 
79% 
80% 
80% 

Cheyenne Light Fuel and Powa Company 

I 
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.- FINAL SmPLY-SDE RFP 4 December 6,2002 + Page 13 

The information provided in w h  bid will be evaluated for completeness md consistdcy with 
the filing requirements specified in this W. CLFM resmea the right to eithm (1) r&ct 
incomplete or uncltsr bids h m  f i d m  consideration or (2) contact biddm for purpaf~  of 
clarif*g proposal tenus or requesting additional idomation. Given the short amom! of time 
allotted to evaluate the bids, CW&P will b i t  these follow-up contacts ta ody those bids that 
bast meet the desked bid chaactefistics (sea "Desired Bid Charixttxktics" ahve). AU bids that 
pass the initial scremhg ovaIuation steps will be considered for final cost ~ t ~ l y s i s ,  YO pmpsal 
m l y  selected for negotiation will be the proposal that meets the idmMied need at low cost and 
bw risk ta CL;I;&P c'11stomm. 

It is CEF&P's intent to notify bidders of the results of the evaluation of thek pmp~id? and be& 
contract negotiations cm or about March 2flth 2003. Tho resulting PPA & d d  b 
negotiated and executed within 60 days of shortlist notification, Failwe to exeoute thd PPA 
within such t i m e h e  may mult m the primary bid being replaced with an alternate %id for 
negotiation and execution of a PPA. 

CU&P is under no obligation to negotiate from, or mtcr into ~t hal PPA with the 
bidddupplicr based on, my ITA form prop~sed by the &artlisted biddm, and digco;ura9es 
biddm firom s u b d t h g  my such PPA fom. CLP$p inb& to devdop, and provide 10 the 
shortlisted bidder, the initial draft: of the PPA, based OR the shortlisted biddm proposal, and 
negotiate with the shartlisted bidder h m  such initial draft The following will be apart of the 
final PPA. 

* Default and rumedy provisions that specifically state that if Seller is the defaulting party, 
the damages recovtrable by C L F U  on account o f  such ddault by Seller sl~g include, 
but not be h~&ed to, CLFsIpIs casts to replace that capacity arid energy "hi9 Seller 
failed to defiver, less the surn of any payments fiQm CLF&P to Seller which w m  
eliminated as a result of such failure, 

* Seller will be requid  to adhere to applicable NERC and WECC (or successay: 
organizations) standrrrds and rcquircmrmts. 

Seller will be responsible for all taxes, including all income taxes, sal= taxesj property 
taxes, energy tax credits, energy taxes, emissions acdits, emissions &xes, tari'fffl, import 

, 
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NORTHERN STATES POWER COMPANY 

MODEL POWER PURCHASE AGREEMENT 

These model terms are designed to provide bidders with guidance on specific terms and 
general concepts that will be important in evaluating resource bids from newly 
constructed generation facilities and establishing the associated power purchase 
agreement (PPA). The contract terms applicable to a successful bid will be contained in 
the final PPA with the successful bidder. Terms or concepts in the model PPA that are 
not applicable to a successful bid will be eliminated. 

Please note that these model terms are intended to apply to a wide variety of bids, but 
only to the extent that they are applicable to such bids. (This model PPA assumes new 
construction with NSP purchasing the entire planned capacity output from the new 
facility. ) Bids with different transaction configurations will be considered. (The model 
recognizes some variation in pricing and other terms, depending on the specific 
characteristics of the bid.) Bidders should provide specific exceptions to any applicable 
model term the  bidder does not want to accept. The exception should include a price 
impact on the bid if the exception is rejected by NSP. Bidders are strongly encouraged 
to minimize the number and magnitude of exceptions to applicable model PPA terms 
and conditions. 
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Model Power Purchase Agreement 

generation of energy at the Facility or any similar program pursuant to any federal, state 
or local legislation or regulation. [Applicable primarily to renewable and variable energy 
resource proposals.] 

Article I I - Security for Performance 

I +l . I  Securitv Fund. 

(A) Seller shall establish, fund, and maintain a Security Fund, pursuant 
to the provisions of this Article 1 I ,  which shall be available to pay any amount due NSP 
pursuant to this PPA, and to provide NSP security that Seller will construct the Facility 
to meet the Construction Milestones. The Security Fund shall also provide security to 
NSP to cover damages, including but not limited to Replacement Power Costs, should 
the Facility fail to achieve the Commercial Operation Date or otherwise not operate in 
accordance with this PPA. Seller shall establish the Security Fund at a level of 
$[$?OO/kW of Net Capability, reduced level mav apply to variable enerqv resource 
proposals] no later than jdafe no later than 2 months affer execution offhe PPAI, and 
shall maintain the Security Fund at such required level throughout the remainder of the 
Term. Seller shall replenish the Security Fund to such required level within fifteen (15) 
Business Days after any draw on the Security Fund by NSP. 

(6) In addition to any other remedy available to it, NSP may, before or 
after termination of this PPA, draw from the Security Fund such amounts as are 
necessary to recover amounts owing tu it pursuant to this PPA, including, without 
limitation, any damages due to NSP and any amounts for which NSP is entitled to 
indemnification under this PPA. NSP may, in its sole discretion, draw all or any part of 
such amounts due to it from any form of security to the extent available pursuant to this 
Section I I . I ,  and from all such forms, and in any sequence NSP may select. Any 
failure to draw upon the Security Fund or other security for any damages or other 
amounts due to NSP shall not prejudice NSP’s rights to recover such damages or 
amounts in any other manner. 

(C )  The Security Fund shall be maintained at Seller’s expense, shall be 
originated by or deposited in a financial institution or company (“Issuer”) acceptable to 
NSP, and shall be in the form of one or more of the following instruments. Seller may 
change the form of the Security Fund at any time and from time to time upon 
reasonable prior notice to NSP, but the Security Fund must at all times be comprised of 
one or any combination of the following: 

( ? )  An irrevocable standby letter of credit or a performance 
bond, in form and substance acceptable to NSP, from an Issuer with an unsecured 
bond rating equivalent to A- or better as determined by at least two (2) rating agencies, 
one of which must be either Standard & Poor’s or Moody’s (or if either one or both are 
not available, equivalent ratings from alternate rating sources acceptable to NSP). 
Security provided in this form shall be consistent with this PPA and include a provision 
for at least thirty (30) Days advance notice to NSP of any expiration or earlier 
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termination of the security so as to allow NSP sufficient time to exercise its rights under 
said security if Seller fails to extend or replace the security. The form of such security 
must meet NSP’s requirements to ensure that claims or draw-downs can be made 
unilaterally by NSP in accordance with the terms of this PPA. Such security must be 
issued for a minimum term of three hundred and sixty (360) Days. Seller shall cause 
the renewal or extension of the security for additional consecutive terms of three 
hundred and sixty (360) Days or more (or, if shorter, the remainder of the Term of this 
PPA) no later than thirty (30) Days prior to each expiration date of the security. If the 
security is not renewed or extended as required herein, NSP shall have the right to draw 
immediately upon the security and to place the  amounts so drawn, at Seller’s cost and 
with Seller’s funds, in an interest bearing escrow account in accordance with 
subparagraph (2) below, until and unless Seller provides a substitute form of such 
security meeting the requirements of this Article. Security in the form of an irrevocable 
standby letter of credit shall be governed by the Uniform Customs and Practice for 
Documentary Credits (1 993 Revision), International Chamber of Commerce Brochure 
No. 500. 

(2) United States currency, deposited with Issuer, either: (i) in 
an account under which NSP is designated as beneficiary with sole authority to draft 
from the account or otherwise access the security; or (ii) held by Issuer as escrow agent 
with instructions to pay claims made by NSP pursuant to this PPA, such instructions to 
be in a form satisfactory to NSP. Security provided in this form shall include a 
requirement for immediate notice to NSP from Issuer and Seller in the event that the 
sums held as security in the account or trust do not at any time meet the required level 
for the Security Fund as set forth in this Section 11 .I. Funds held in the account may 
be deposited in a money-market fund, short-term treasury obligations, investment-grade 
commercial paper and other liquid investment-grade investments with maturities of 
three months or less, with all investment income thereon to be taxable to, and to accrue 
for the benefit of, Seller. After the Commercial Operation Date is achieved, annual 
account sweeps for recovery of interest earned by the Security Fund shall be allowed by 
Seller. At such times as the balance in the escrow account exceeds the amount of 
Seller’s obligation to provide security hereunder, NSP shall remit to Seller on demand 
any excess in the escrow account above Seller’s obligations. 

(3) A guarantee, in form and substance satisfactory to NSP, 
from an Issuer with an unsecured bond rating equivalent to BBB+ or better as 
determined by at least two (2) rating agencies, one of which must be either Standard & 
Poor’s or Moody’s (or if either one or both are not available, equivalent ratings from 
alternate rating sources acceptable to NSP). 

(D) NSP may reevaluate from time to time the value of all non-cash 
security posted by Seller for possible downgrade or for other negative circumstances. If 
either (i) the unsecured bond rating (as determined by either Standard & Poor’s or 
Moody’s, or if neither is available, an equivalent rating from an alternate rating source 
acceptable to NSP) of the Issuer falls below the equivalent of BBS+, or (ii) if such 
unsecured bond rating of the Issuer is exactly the equivalent of BBB+ and the Issuer is 

35 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Model Power Purchase Agreement 

placed on credit watch by a rating agency, then Seller shall be required to convert the 
Security Fund instrument provided by such Issuer to an irrevocable standby letter of 
credit meeting the criteria set forth in Section I I *I (C)(I), within thirty (30) Days of such 
rating action. 

(E) Promptly following the end of the Term and the completion of all of 
Seller’s obligations under this PPA, NSP shall release the Security Fund (including any 
accumulated interest, if applicable) to Seller. 

(F) Seller shall reimburse NSP for the incremental direct expenses 
(including, without limitation, the reasonable fees and expenses of counsel) incurred by 
NSP in connection with the preparation, negotiation, execution and/or release of any 
security instruments, and other related documents, used by Seller to establish and 
maintain the Security Fund pursuant to Seller’s obligations under this Section 11 . I .  

I I .2 Additional Securitv. 

{A) Prior to the Commercial Operation Date, Seller and/or NSP, as the 
case may be, shalt execute and record, as appropriate, separate agreements, 
documents, or instruments under which Seller will provide NSP, in a form reasonably 
acceptable to NSP and the Facility Lender, with fully perfected subordinated security 
interest(s), and/or mortgage lien (collectively the “Subordinated Mortgage”) in the 
Facility and in any and all real and personal property rights, contractual rights, or other 
rights that Seller acquires in order to construct and/or operate the Facility. The 
Subordinated Mortgage shall be given to secure Seller’s continuing performance and 
any amounts that may be owed by Seller to NSP pursuant to this PPA, including, 
without limitation, any damages excluded from the limitation on Seller’s liability for the 
limited purposes set forth in Section 12.6(A) through (E). Seller agrees, and shall cause 
the Facility Lender to agree and the Financing Documents to provide, (i) that such 
Subordinated Mortgage shall be subordinate in right of payment, priority, and remedies 
only to the interests of the Facility Lender, and (ii) that, as long as NSP is not in material 
default of its obligations under this PPA, the Facility and any party taking possession of 
the Facility through the exercise of the Facility Lender’s rights and remedies shall 
remain subject to the terms of this PPA and the assumption of Seller’s obligations 
hereunder. The collateral secured by the Subordinated Mortgage shall not include the 
pledge, assignment, or other interest in any stock or ownership interest in Seller; 
provided that Seller shall not pledge or assign, or cause or permit to be pledged or 
assigned, any stock or ownership interest in Seller as collateral to any party other than 
the Facility Lender without the prior consent of NSP. 

(B) NSP agrees to cooperate with Seller and diligently negotiate in 
good faith, at Seller’s request, to establish the form of these agreements and to execute 
and deliver such agreements as reasonably necessary to enable Seller to meet the 
Construction Milestones. The Parties shall confirm, define, and perfect such 
Subordinated Mortgage by executing, filing, and recording, at the expense of Seller, the 
Subordinated Mortgage. In addition, Seller agrees to execute and file such Uniform 
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Model Power Purchase Agreement - 7999 IRP 

(A) PSCo and Seller shall each appoint one representative and one 
alternate representative to act in matters relating to the operation of the Facility and 
PSCo’s system under this PPA and to develop detailed operating arrangements for 
delivery of power from the Facil-Ry to PSCo. Such representatives shall constitute 
the Operating Committee. The Parties shall notify each other in writing of such 
appointments and any changes thereto. The Operating Committee shaU have no 
authority to modify the terms or conditions of this PPA. 

The Operating Committee shall develop mutuafly agreeable written 
Operating Procedures by 
as a guide on how to integrate the Facility and its electrical output into PSCo’s 
system and shall be consistent with the provisions of this PPA. Operating 
Procedures shall include, but not be limited to, method of day-to-day 
communications; metering, telemetering, telecommunications, and data acquisition 
procedures; key personnel list for applicable PSCo and SefEer operating centers; 
clearances and switching practices; operating and maintenance scheduling and 
reporting; daily capacity and energy reports; unit operations iog; reactive power 
support; and such other matters as may be mutually agreed upon by the Parties. 

(8) . The Operating Procedures will be intended 

Article 11 - Security for Performance and Damages 

11 .I Security for Performance. 

(A) Seller shall establish, fund, and maintain a Security Fund which shall 
be available at PSCo‘s discretion pursuant to Section 17.2 to pay any amount due 
PSCo pursuant to this PPA, and to provide PSCo 5ecurity that Seller will construct 
the Facility to meet the Construction Milestones and the Commercial Operation 
Date. The Security Fund shall provide security to PSCa to cover Replacement 
Power Costs should the Faciiity not operate in accordance with this PPA. Seller 
agrees to estabiish a Security Fund no later than 30 days after the execution of this 
PPA and to maintain the Security Fund at the required level throughout the term of 
this PPA. Seiler shall establish and maintain a security fund at a level of 
$ ($lOO/kW of Net Capability). 

(5) The Security Fund shall be maintained at SelIer’s expense, shall be 
originated by or deposited in a financial institution or company (“Issuer”) acceptable 
to PSCo, and shall be in the form of one or more of the following instruments, to be 
determined by mutual agreement of PSCo and Seller and specified in Exhibit I to 
this PPA: 

(1) An irrevocable standby letter of credit or a perfomancs bond 
in form and substance acceptable to PSCo and consistent with this PPA, 
including a provision for thirty (30) days advance notice to PSCo of any 
expiration of the security so as tu allow PSCo sufficient time to exercise its 
rights under said security if Seller fails to extend or replace the security; or 
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(2) United States currency, deposited with Issuer, either: (I.) in an 
account under which PSCo is designated as beneficiary with authority to draft 
from the account of the Issuer or otherwise access the security; or (ii) held by 
Issuer as trustee with instructions to pay claims made by PSCo pursuant to 
this PPA, such instructions tu be In a form satisfactory to PSCo. Security 
provided in this form shall inc!ude a requirement for immediate notice to 
PSCo from Issuer and Seller in the event that the sums held as security in the 
account or trust do not at any time meet the minimum security requirements 
as set forth in this Article 11. After Commercial Operation is achieved, annual 
account sweeps for recovery of interest earned by the Security Fund will be 
allowed if Seller is not in default; or 

- 

(3) In PSCo's sole discretion, a guarantee, in form and substance 
satisfactory to PSCo, from an entity with a bond rating of BB5+ or better as 
determined by at least two (2) rating agencies, one of which must be either 
Standard & Poor's or Moody's (or if either one or both are not available, 
ratings from alternate rating sources selected by PSCa). In addition, the 
entity providing such guarantee cannot be ,on credrt watch or show a negative 
ratings trend. 

(C) PSCo will reevaluate on an annual basis the value of all non-cash 
security posted by Seller. If the rating (as measured by either Standard & Poor's or 
Moody's, or if neither is available, a rating from an alternate rating source selected 
by PSCo) of the entity guaranteeing the security falls below BBB+ or if such entity is 
placed on credit watch by a rating agency, Seller shall be required to convert fhe 
security provided by the guarantee to an irrevocable standby letter of credit from an 
Issuer within thirty (30) days of such rating action. 

(D) If security in the fom of an Irrevocable standby tetter of credit is 
utilized by Seller to fund the Security Fund, the form of such ietter must meet 
PSCo's requirements to ensure that claims or draw-downs can be made in 
accordance with the terms of this PPA. Such security must be issued for a 
minimum term o€ one [I) year. The security must be renewed or extended far 
another one (7) year term no later than thirty (30) days prior to its expiration date. If 
Seller fails to renew such security as required under this Article, PSCo shall have 
the right to draw immediately upon the security and to place the amounts so drawn 
in an escrow account in accordance with this Article until and unless Seller shall 
provide a substitute form of such security meeting the requirements of this AFticle. 

(E) With respect to any escrow account opened as security for Seller's 
obligations hereunder, PSCo shall establish at SelIer's cost and with Seller's funds 
an interest-bearing escrow account in the name of PSCo. Such escrow account 
may be drawn upon by PSCo to satisfy any unsatisfied obligations hereunder that it 
is intended to secure. If Seller's obligation to provide security hereunder expires, 
PSCo shall, within a reasonable period af time, return the baIance in such escrow 
account to Seller. At such times as the balance in the escrow account exceeds the 
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amount of Seltefs obligation to provide security hereunder, PSCo shall remit, within 
a reasonable period of time, to Seller any excess in the escrow account above 
Seller's abligations. Seller may obtain the retum of such escrow account at any time 
by providing to PSCo a substitute form of security in the same amount as tbe 
escrow account and meeting the appropriate aiteria specified in this Article. 

11.2 Damaqes. 

(A) Delav Damaqes. If Seller fails to meet any Construction Milestone set 
forth on Exhibit B, subject to extension for force Majeure or delay attributable to 
PSCo under Section 14.4, Seller shalt pay Delay Damages to PSCo as specified 
below. PSCo will invoice Seller for Delay Damages. If the invoice is not paid in 
30 days, PSCo may withdraw funds from the Security Fund, as specified below: 

Event Delav Damaaes 

Failure to meet the Construction 
Milestone set forth on Exhibit €3, 
except for Commercial Operation 
Milestone Date 

$5 per MW of Net 
Capability per day 

Failure to achieve the Commercial 

on Exhibit B On-Peak Months 

$200 per MW of Net I 
I 

Operation Milestone Date set forth Capability per day during I 

$100 per MW of Net 
Capability per day during 
months other than On-Peak 
Months 

All Delay Damages shall begin accruing the day after the Construction 
Milestone or the Commerciat Operation Milestone Date, as applicable, and shall 
continue until the specific milestone andlor Commercial Operation Date is achieved. 
All Delay Damages shall be cumulative, but shall not exceed the amount required to 
be contributed to the security fund pursuant to Sectioir 11 -1. If Seller achieves the 
Commercial Operation Date set forth on Exhibft B, all Delay Damages paid by Seller ' 

to PSCo, less any amounts incurred by PSCo under Section 12.5, shall be refunded 
to Selter, without interest, at the first monthly billing cycle following the Commercial 
Operation Date. 

(B) Damaqes for Termination. In addition to other remedies available to 
PSCo under this PPA and in taw or equ-Ry for Seller's breach if there is an Event of 
Default of Seller under Article 12, PSCo may immediately draw down the entire 
amount of the Security Fund as security for damages due as a result of Seller's 
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Florida Power & Light Company 
Purchased Power Agreements With 
Reg ulat o ry Modifications Provisions 

1) Bio-Energy Partners 

2) Florida Crushed Stone Company 

3) SES Broward Company, Limited Partnership - 1987 Agreement 

4) Broward Waste Energy Company, Limited Partnership - 1987 Agreement 

5) Palm Beach County Solid Waste Authority 

6) Cedar Bay Generating Company Limited Partnership 

7) Indiantown Cogeneration L.P. 

8) Wheelbrator South Broward Inc. - 199 I Agreement 

9) Wheelbrator North Broward Inc - 1 99 1 Agreement 
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Appendix II 

Capacity/ 
Addition 

QUEUE / PRIORITY OF REQUEST FOR GENERATION INTERCONNECTIONS 
1 Queue I General location of I Project I Date Project I I 

Established 
in Queue 

Status 

14 ' 

15 
16 
17 

Interconnection 

Turkey Point Sub ' 724 3/20/2000 None 
Martinsub'  362 3/30/2000 None 
Midway Sub 366 4/2 1 /2000 None 
Turkey Point Sub 366 4/2 1 /2000 None 

Ft. Myers Sub 

Sanford Sub 
4 Hypoluxo S L I ~  
5 Ft. Myers Sub' 
6 Martin Sub' 
7 Brevard Sub' 
8 ShermanSub 
9 Buckeye Sub 
10 Midway Sub 
11 Midway Sub' 
12 Midway Sub 
13 Whidden Sub 

General Comments 

' Project has been designated as a Network Resource or a valid request has been submitted for Long-Term Firm Point-to-Point Transmission Service for the full 
or partial output of the project. 

- 1  



18 Broward Sub 366 
19 Corbett Sub 399 
20 Broward Sub 640 
21 Corbett Sub 270 
22 Pennsuco Sub 366 
23 Midway Sub 24 I 

None 
None 

4/2 1 /2000 
4/2 7/2 00 0 
5/15/2000 
5/  15/2000 
6/2/2 000 
8/ 1 7/2000 

None 
None 
None 
None 

None 

None 
None 
None I 
None 
None 
None 
None 

None 
None 
None I 
None 

None 

’ Project has been designated as a Network Resource or a valid request has been submitted for Long-Teim Fimi Point-to-Point Transmission Service for the full 
or partial output of the project. 

- 2  
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45 
46 
47 

Martin Sub' 159 3/ 1 6/200 1 None 
Martin Sub' I59 3/ 1 6/200 1 None 
Buckeye Sub 543 4/2/200 1 None 

' Project has been designated as a Network Resource or a valid request has been submitted for Long-Term Firm Point-to-Point Trarisniissioii Service for the full 
or partial output of the project. 

- 3  
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General Information Regarding FPL’s Transmission 
System Capability 

Generator Interconnection Service (‘‘GIS”) 
And 

Long-Term Firm Transmission Service (“LTFTS”) 
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Overview 
The intent of the document is to provide general infomation as to the capability of the FPL 
transmission system with respect to the provision of Generator Interconnection Service 
(“GIs”) or Long-Term Firm Transmission Service (“LTFTS”). The information provided in 
this document takes into consideration all long-term firm obligations and commitments. The 
impacts associated with a specific request for GIS or LTFTS may differ substantially from 
the general information provided in this document. As such, while this information may 
serve as a preliminary aid to a generator developer or an entity requesting transmission 
service, the final detemination of the impact of such request for GIs or LTFTS is based on 
the studies associated with such request, where such request lies within the respective Queue 
and the specifics associated with such requests. 

Assumptions 
0 

0 

Previously performed GIs and LTFTS studies along with FPL’s general knowledge and 
experience of the FPL transmission system. 
The infomation provided in this document takes into consideration all long-term firm 
obligations. 

Information limitations: 
This document is only intended to provide general information and serve for preliminary due 
diligence work by the generator developer prior to requesting generation interconnection 
service and/or transmission service for a new generator. It is not intended to provide specific 
and accurate results for any particular new generation project. 
This document does not take into consideration other important factors to a generator such as 
water, fuel and the environment. 
This document is not specific to the areadsites discussed. Distinct generation points of 
connection in close proximity may provide results different than the information provided in 
this document. 

FPL does not make any representation regarding the information provided in this document. 
Entities interested in requesting an interconnection of generator or transmission service should 
regard this information as preliminary, generic, non-specific and subject to change, and as such 
should perform their own evaluations as part of their initial due diligence. Moreover, by 
providing this information FPL is not offering to purchase the output of any generation 
requesting GIS or LTFTS, nor does FPL warrant or otherwise guarantee the availability of Firm 
Transmission Service. 

In order to determine the impact of a specific request for GIs or LTFTS an entity must request 
such service in accordance with FPL’s Open Access Transmission Tariff and FERC Policy. The 
impact of a request for GIS or LTFTS may be dependent on a preceding request for GIS or 
LTFTS. Additionally, the information provided may become invalid as a result of requests for 
GIS or LTFTS being confirmed. Specifically, interconnection and transmission service requests 
change frequently and such changes can affect the results of any study at a particular location. 
Accordingly, reference should be made to FPL’s OASIS for information to existing requests at 
or near a particular location. As such the information provided in this document is subject to 
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Revision: November 4, 2002 

change as a result of preceding requests for GIS or LTFTS that come to fmition and/or planned 
and unplanned changes in system conditions. 

FPL may unilaterally update the information in this document at FPL’s discretion. 
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Transmission Interconnection & Integration 

General Representation of FPL System 

Transmission Substation 
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General Area 
(Geographic and 
lor Substation) 

Midway Area 

Midway Area 

Point of 
Connection 

Voltage 
500 kV 

230 kV 

Revision: November 6, 2002 

System Impact 

GIs : 
Generally favorable for GIs. Impact on short circuit levels on 
the 230 kV system may require the replacement of multiple 
breakers and various sections of Overhead Ground Wire 
(“OHGW”) in this area and/or the installation of 230 kV phase 
Reactors at Martin substation (south of Midway). 

LTFTS: 
Within the Midway Area LTFTS availability is dependent on 
the impact on 230 kV transmission facilities South from 
Midway. Requests greater than T200MW of LTFTS may 
require the upgrade or the construction of new 230 kV lines 
south of Midway to the area of Ranch substation which are of 
extended lengths requiring long lead times due to extensive 
construction and clearance availability. Limited right-of-way 
will also extend project lead times. 
Northward LTFTS in the amounts of 500-900 MW are 
generally favorable and potentially accommodated without 
major upgradeshew facilities. 
Note: The amount of total generation connected to Midway 
Substation is limited to approximately 3600MW taking into 
consideration a potential catastrophic event (e.g., the loss of 
the site and/or attendant transmission corridors), whch event 
results in unacceptable system performance. 
GIs: 
Marginal capability is available due to impact on short circuit 
levels. The 230 kV system will first require the replacement of 
multiple breakers in this area and various sections of OHGW, 
Amounts in excess of 300 MW of new generation may require 
the installation of 230 kV phase reactors at Martin substation 
(south of Midway). Amounts in excess of 800+ MW may 
require the splitting of the Midway Substation and/or the 
installation of reactors at Martin substation (South of Midway. 
Both installations require long lead times due to clearance 
availability. System stability is also of concern in this area. 
Critical clearing times are marginal and the addition of sizable 
amounts of new generation may require system 
reconfiguration and/or facility modifications. 
Also, work at or in the vicinity of Midway substation requiring 
clearances may need to be coordinated with an outage of St. 
Lucie nuclear power plant which is connected to Midway 
substation. 
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General Area 
(Geographic and 
/or Substation) 

East Area 

Southeast Area' 

Point of 
Connection 

Voltage 

500/230 kV 

500/230 kV 

Revision: November 6, 2002 

System Impact 

LTFTS: 
Within the Midway Area and southward LTFTS availability is 
marginal (i.e., less than 300-500 MW) due to the impact on 
230 kV transmission facilities going South from Midway. 
Requests in greater amounts for LTFTS may require the 
upgrade or the construction of new 230 kV lines south of 
Midway to the area of Ranch. Such extensive construction 
would be of extended lengths requiring long lead times and 
clearance availability. Limited right-of-way will also extend 
project lead times. 
Northward LTFTS can be generally favorable and may be 
accommodated without m aj or up grade shew facilities . 
Note: The amount of total generation connected to Midway 
Substation is limited to approximately 3600MW taking into 
consideration a potential catastrophic event (e.g., the loss of 
the site and/or attendant transmission corridors), which event 
results in unacceptable system performance. 
GIs: 
Generally favorable for GIS in amounts less than 1200MW. 
Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and various 
sections of OHGW in this area. 

LTFTS: 
Within the East Area and southward availability of LTFTS in 
amounts up to 600-800 MW area can be expected to be 
generally favorable. Depending on the connection of the 
generation, such amounts can be accommodated without major 
upgradeshew facilities. Larger requests for LTFTS may 
require the upgrade or the construction of new facilities. Due 
to limited right-of-way and clearance capabilities in this area 
construction of new facilities in this area will require long lead 
times. 
Northward LTFTS in amounts of 600-800MW may be 
generally favorable and may be accommodated without major 
upgrades/new facilities. 

GIS : 
Very favorable for GIS in amounts less than 800-1200 MW. 
Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and various 
sections of OHGW in this area. 

6 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

General Area 
(Geographic and 
/or Substation) 

North Area 

Point of 
Connection 

Voltage 

500/230 kV 

Revision: November 6 ,  2002 

System Impact 

LTFTS: 
Within the Southeast Area availability of LTFTS in amounts 
less than 800-1200 MW may be favorable and potentially 
accommodated without major upgradeshew facilities, since 
this area is a major load center. Larger requests for LTFTS 
may require the upgrade or the construction of new facilities, 
depending on if the generation is within the Southeast Area 
but not within the immediate vicinity of each other. 
Northward LTFTS also in amounts of 800-1200MW can be 
generally favorable and may be accommodated without major 
upgrade shew faci 1 it i es . 

I Over the next 4-6 years, due to the growing imbalance 
between generation and load in this area, substantial amounts 
oftransmission upgrades may need to be constructed in 
Southeast Florida. The potential for a lengthy permitting 
process must be taken into account. 

GTS : 
Generally favorable for GIS amounts less than 600-800 MW. 
Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and various 
sections of OHGW in this area. 

LTFTS: 
Within the North Area LTFTS availability is marginal (Le., 
200-600 MW) due to the impact on 230,138 and 1 15 kV 
transmission facilities. Sizable requests for LTFTS may 
require the upgrade or the construction of new transmission. 
Southward LTFTS availability is in the range of 200-600 MW 
depending on the connection of the generation due to the 
impact on 230 kV transmission facilities going south. Larger 
requests for LTFTS may require the upgrade or the 
construction of new 230 kV in the area of Ranch substation 
which are of extended lengths, requiring long lead times due to 
extensive construction and clearance availability. 
Northward requests for LTFTS can be generally favorable and 
may be potentially accommodated without major 
upgradeshew facilities. 
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General Area 
(Geographic and 
/or Substation) 

Central-westem 
Area 

South-westem 
Area 

Point of 
Connection 

Voltage 
230 kV 

230 kV 

Revision: November 6, 2002 

System Impact 

GIs: 
Additional generation may require the replacement of multiple 
breakers and various sections of OHGW in this area. System 
stability is also of concern in this area. Critical clearing times 
are marginal and the addition of sizable amounts of new 
generation may require system reconfiguration and/or facility 
modifications. 

LTFTS: 
Within the Central-western Area and Southward LTFTS 
availability is marginal (Le., less than 200-400 MW) without 
major upgradeshew facilities. Sizable amounts may require 
the upgrade of existing lines or the construction of a new 230 
kV line from the West coast to the East coast of South Florida, 
and may adversely impact other systems (e.g., FPC, TEC, 
OUC) 

GIs: 
Additional generation may require the replacement of multiple 
breakers and various sections of OHGW in this area, and the 
splitting of the 230 kV Ft. Myers andor Orange River 
Substations and attendant additional transmission lines. 

LTFTS: 
Within the South-western Area LTFTS generally available for 
amounts in the range of 200-400 MW. Larger requests for 
LTFTS may require the upgrade of existing lines or the 
construction of new 230 kV line from the West coast to the 
East coast of South Florida. 
Northward LTFTS is generally available but may adversely 
impact other systems (e.g., FPC, TEC, OUC, etc.) and may 
require the upgrade of existing lines or the construction of new 
230 kV line from the West coast to the East coast of South 
Florida. 

Other observations regarding transmission system and capabilities: 
The Southwest to Southeast Florida transfer capability is marginal. Additional transfers on 
this corridor may require the capability to be increased by upgrading existing facilities andor 
adding new facilities. New facilities may require right-of-way which could lengthen project 
lead times. Note that the distances involving construction of newiupgrade facilities are in the 
70-90 mile range and thus any expansion is likely to be costly and time consuming. 
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Revision: November 6, 2002 

The transfer capability across the 230 kV facilities South of Midway and into Ranch are 
marginal. Additional transfers on these facilities may require their respective capability to be 
increased by upgrading existing facilities and/or adding new facilities. New facilities may 
require right-of-way which could lengthen project lead times. Note that the distances 
involving construction of newhpgrade facilities are in the 20-30 mile range and thus any 
expansion is likely to be costly and time consuming. Additionally, clearances on the existing 
facilities to upgrade them or in the same right-of-way may require long lead times and may 
be difficult to attain. 

FPL currently has no availability for additional LTFTS &om SERC into Florida. 

While it is generally advantageous to connect generation near load centers andor the 
intended Point of Delivery, large amounts of new generation connected to the FPL 138 kV or 
115 kV systems can result in the overload of the facilities at these voltage levels. 

Generally, except as noted above with respect to Midway substation, the amount of total 
generation connected to a substation is limited to approximately 4600MW taking into 
consideration a potential catastrophic event (e.g., the loss of the site andor attendant 
transmission corridors), which event results in unacceptable system performance. 
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Overview 
The intent of the document is to provide general information as to the capability of the FPL 
transmission system with respect to the provision of Generator Interconnection Service 
(“GIs”) or Long-Term Firm Transmission Service (“LTFTS”). The information provided in 
this document takes into consideration all long-term firm obligations and commitments. The 
impacts associated with a specific request for GIS or LTFTS may differ substantially from 
the general information provided in this document. As such, while this infomation may 
serve as a preliminary aid to a generator developer or an entity requesting transmission 
service, the final determination of the impact of such request for GIS or LTFTS is based on 
the studies associated with such request, where such request lies within the respective Queue 
and the specifics associated with such requests. 

Assumptions 
0 Previously performed GIS and LTFTS studies along with FPL’s general knowledge and 

experience of the FPL transmission system. 
The information provided in this document takes into consideration all long-term firm 
obligations. 

Information limitations: 
0 This document is only intended to provide general information and serve for preliminary due 

diligence work by the generator developer prior to requesting generation interconnection 
service and/or transmission service for a new generator. It is not intended to provide specific 
and accurate results for any particular new generation project. 
This document does not take into consideration other importmt factors to a generator such ;is 
water, fuel and the environment. 
This document is not specific to the areaskites discussed. Distinct generation points of 
connection in close proximity may provide results different than the information provided in 
this document. 

0 

FPL does not make any representation regarding the information provided in this document. 
Entities interested in requesting an interconnection of generator or transmission service should 
regard this information as preliminary, generic, non-specific and subject to change, and as such 
should perform their own evaluations as part of their initial due diligence. Moreover, by 
providing this information FPL is not offering to purchase the output of any generation 
requesting GIs or LTFTS, nor does FPL warrant or otherwise guarantee the availability of Firm 
Transmission Service. 

In order to determine the impact of a specific request for GIS or LTFTS an entity must request 
such service in accordance with FPL’s Open Access Transmission Tariff and FERC Policy. The 
impact of a request for GIS or LTFTS may be dependent on a preceding request for GIS or 
LTFTS. Additionally, the information provided may become invalid as a result of requests for 
GIS or LTFTS being confirmed. Specifically, interconnection and transmission service requests 
change frequently and such changes can affect the results of any study at a particular location. 
Accordingly, reference should be made to FPL’s OASIS for information to existing requests at 
or near a particular location. As such the information provided in this document is subject to 
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Revision: May, 2003 

change as a result of preceding requests for GIS or LTFTS that come to h i t i on  and/or planned 
and unplanned changes in system conditions. 

FPL may unilaterally update the information in this document at FPL’s discretion. 
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Transmission Interconnection 8r Integration 

General Representahon of FPL System 

Transmission Substation 
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General Area 
(Geographic and 
/or Substation) 

Midway Area 

iMidway Area 

Point of 
Connection 

Voltage 
500 kV 

230 kV 

System Impact 

GIS: 
Generally favorable for GIs. Impact on short circuit levels on 
the 230 kV system may require the replacement of multiple 
breakers and various sections of Overhead Ground Wire 
(“OHGW”) in this area. 

LTFTS: 
Within the Midway Area LTFTS availability is dependent on 
the impact on 230 kV transmission facilities South from 
Midway. Requests greater than 1200MW of LTFTS may 
require the upgrade or the construction of new 230 kV lines 
south of Midway to the area of Ranch substation which are of 
extended lengths requiring long lead times due to extensive 
construction and clearance availability. Limited right-of-way 
will also extend project lead times. 
Northward LTFTS in the amounts of 500-900 MW are 
generally favorable and potentially accommodated without 
major upgradeshew facilities. 
Note: The amount of total generation connected to Midway 
Substation is limited to approximately 3600MW taking into 
consideration a potential catastrophic event ( e g ,  the loss of 
the site and/or attendant transmission corridors), which event 
results in unacceptable system performance. 
GIs: 
Marginal capability is available due to impact on short circuit 
levels. The 230 kV system will first require the replacement of 
multiple breakers in this area and various sections of OHGW. 
Amounts in excess of 800+ MW may require the splitting of 
the Midway Substation. The installation could require a long 
lead time due to clearance availability. System stability is also 
of concern in this area. Critical clearing times are marginal 
and the addition of sizable amounts of new generation may 
require system reconfiguration and/or facility modifications. 
Also, work at or in the vicinity of Midway substation requiring 
clearances may need to be coordinated with an outage of St. 
Lucie nuclear power plant which is connected to Midway 
substation. 
LTFTS: 
Within the Midway Area and southward LTFTS availability is 
marginal (i.e., less than 300-500 MW) due to the impact on 
230 kV transmission facilities going South from Midway. 
Requests in greater amounts for LTFTS may require the 
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General Area 
(Geographic and 
/or Subs tation) 

East Area 

Southeast Area 
(SeeNote I for 
impurtn 1;1 t 
iizfor m n tion) 

Point of 
Connection 

Volt age 

500/230 kV 

500/230 kV 

Revision: May, 2003 

System Impact 

upgrade or the construction of new 230 kV lines south of 
Midway to the area of Ranch. Such extensive construction 
would be of extended lengths requiring long lead times and 
clearance availability. Limited right-of-way will also extend 
project lead times. 
Northward LTFTS can be generally favorable and may be 
accommodated without major upgradeshew facilities. 
Note: The amount of total generation connected to Midway 
Substation is limited to approximately 3 600MW taking into 
consideration a potential catastrophic event (e.g., the loss of 
the site and/or attendant transmission corridors), which event 
results in unacceptable system performance. 

~ ~~ ~ 

GIs: 
Generally favorable for GIs in amounts less than 1200MW 
connected to the 500 kV potentially requiring the replacement 
of multiple breakers and various sections of OHGW in this 
area. Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and/or other fault 
current mitigation measures, and various sections of OHGW in 
this area. 

LTFTS: 
Within the East Area and southward availability of LTFTS in 
amounts up to 600-1 100 MW area can be expected to be 
generally favorable. Depending on the connection of the 
generation, such amounts can be accommodated without major 
upgradeshew facilities. Larger requests for LTFTS may 
require the upgrade or the construction of new facilities. Due 
to limited right-of-way and clearance capabilities in this area 
construction of new facilities in this area will require long lead 
times. 
Northward LTFTS in amounts of 600-800MW may be 
generally favorable and may be accommodated without major 
upgradeshew facilities. 

GIs: 
Very favorable for GIS in amounts less than 800-1200 MW. 
Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and various 
sections of OHGW in this area. 

LTFTS: 
Within the Southeast Area availability of LTFTS in amounts 
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General Area 
(Geographic and 
/or Substation) 

Point of 
Connection 

Voltage 

Revision: May, 2003 

System Impact 

less than 800-1 200 MW is favorable and potentially 
accommodated without major upgradeshew facilities, since 
this area is a major load center. Larger requests for LTFTS 
may require the upgrade or the construction of new facilities, 
depending on if the generation is within the Southeast Area or 
whether the generation is in the immediate vicinity of other 
generat ion. 
LTFTS from this area to the north also in amounts of 800- 
1200MW can be generally favorable and may be 
accommodated without major upgradeshew facilities. 
Similarly, larger requests for LTFTS may require the upgrade 
or the construction of new facilities, depending on whether the 
generation is within the Southeast Area or whether the 
generation is within the immediate vicinity of other generation. 

Note 1: 
The Southeast area is the major load center in the State of 
Florida with loud approximating 12,000 MW at peak and 6500 
MW of generation in this area. The remainingpower 
requirements in the Southeast area are met by transmission 
facilities providing import capability for power imports 
originating to the north and west ofthis area. The impurt 
capability into the Southeast area isfinite (in the range of 
6000-7000 MW coniprised of about 5000-6000 MW from the 
north and the remaining IO00 MW from the west), and 
generally lower when generation and/or transmission facilities 
in and around the Southeast area are unavailable (eg., due to 
maintenance or forced outage). Also, no other sources of 
power or imports are available to the Southeast area. 
In recognition of these unique characteristics of the Southeast 
area, a reliability reserve requirement needs to be maintained 
in the Southeast area. The reliability reserve requirement 
consists u fa  combination of remaining available import 
capability into the Southeast area and available generation in 
the Southeast Area. Additionally, the reliabilit-v reserve 
requirement must be of sufficient quantity so as tu provide for 
effective operational flexibility such that maintenance of 
generation and transmissiun facilities in and around the 
Southeast area can be reliably performed taking into account 
the possibility of forced generation outages. 
Over the next several years the load growth in the Southeast 
area will exacerbate the imbalance between generation and 
load to the point where the reliability reserve requirement 
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General Area 
(Geographic and 
lor Substation) 

North Area 

Point of 
Connection 

Voltage 

500/230 kV 

System Impact 

requiredfor this area (see discussion above) if not addressed 
could become deficient. As a result, depending on the 
speczfics, over the next 4-6 years either, a combination o j  
additional generation in and/or around the Southeast area, 
and/or substantial amounts of transmission upgrades will be 
needed. To the extent that transmission upgrades must be 
constructed, the putential for a lengthy permitting and 
construction process must be taken into account. Therefore, f 
a commitment to install additional generation at locations 
(e.g., in and/or around the Southeast area) and in amounts 
that would mitigate or materially pustpone the need for 
transmission upgrades is not made within the next several 
years, the decision to move forward with transmission 
facilities will need to be made. 
CIS: 
Generally favorable for GIS amounts less than 600-800 MW. 
Impact on short circuit levels on the 230 kV system may 
require the replacement of multiple breakers and various 
sections of OHGW in this area. 

LTFTS: 
Within the North Area LTFTS availability is marginal (Le., 
200-600 MW) due to the impact on 230,138 and 115 kV 
transmission facilities. Sizable requests for LTFTS may 
require the upgrade or the construction of new transmission. 
Southward LTFTS availability is in the range of 200-600 MW 
depending on the connection of the generation due to the 
impact on 230 kV transmission facilities going south. Larger 
requests for LTFTS may require the upgrade or the 
construction of new 230 kV in the area of Ranch substation 
which are of extended lengths, requiring long lead times due to 
extensive construction and clearance availability. 
Northward requests for LTFTS can be generally favorable and 
may be potentially accommodated without major 
upgradeshew facilities. 
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General Area 
(Geographic and 
/or Substation) 

C entral-wes tern 
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Point of 
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230 kV 

230 kV 
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System Impact 

GIs: 
Additional generation may require the replacement of multiple 
breakers and/or other fault current mitigation measures, and 
various sections of OHGW in this area. System stability is 
also of concern in this area. Critical clearing times are 
marginal and the addition of sizable amounts of new 
generation may require system reconfiguration and/or facility 
modifications. 

LTFTS: 
Within the Central-westem Area and Southward LTFTS 
availability is marginal (Le,, less than approximately 200MW) 
without major upgradeshew facilities. Sizable amounts may 
require the upgrade of existing lines or the construction of a 
new 230 kV line fiom the West coast to the East coast of 
South Florida, and may impact other systems ( e g ,  FPC, TEC, 
OUC) 

GIs: 
Additional generation may require the replacement of multiple 
breakers and various sections of OHGW in this area, and the 
splitting of the 230 kV Ft. Myers andor Orange River 
Substations and attendant additional transmission lines. 

LTFTS: 
Within the South-western Area LTFTS generally available for 
amounts less than approximately 200 MW. Larger requests for 
LTFTS may require the upgrade of existing lines or the 
construction of new 230 kV line from the West coast to the 
East coast of South Florida. 
Northward LTFTS is generally available but may impact other 
systems (e.g., FPC, TEC, OUC, etc.) and may require the 
upgrade of existing lines or the construction of new 230 kV 
line from the West coast to the East coast of South Florida. 

Other observations regarding transmission system and capabilities: 
Construction of new transmission facilities may require long lead times due to permitting and 
need proceeding requirements under the Transmission Line Siting Act, and acquisition of any 
necessary new rights - o f- w ay . 

The Southwest to Southeast Florida transfer capability is marginal. Additional transfers on 
this corridor may require the capability to be increased by upgrading existing facilities andor 
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adding new facilities. New facilities may require right-of-way which could lengthen project 
lead times. Note that the distances involving construction of newhpgrade facilities are in the 
70-90 mile range and thus any expansion is likely to be costly and time consuming. 

The transfer capability across the 230 kV facilities South of Midway and into Ranch are 
marginal. Additional transfers on these facilities may require their respective capability to be 
increased by upgrading existing facilities and/or adding new facilities. New facilities may 
require right-of-way which could lengthen project lead times. Note that the distances 
involving construction of newhpgrade facilities axe in the 20-30 mile range and thus any 
expansion is likely to be costly and time consuming. Additionally, clearances on the existing 
facilities to upgrade them or in the same right-of-way may require long lead times and may 
be difficult to attain. 

FPL currently has no availability for additional LTFTS from SERC into Florida. 

While it is generally advantageous to connect generation near load centers and/or the 
intended Point of Delivery, large amounts of new generation connected to the FPL 138 kV or 
115 kV systems can result in the overload of the facilities at these voltage levels. 

Generally, except as noted above with respect to Midway substation, the amount of total 
generation connected to a substation is limited to approximately 4900MW taking into 
consideration a potential catastrophic event (e.g., the loss of the site and/or attendant 
transmission corridors), which event results in unacceptable system performance. 
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LUPA 
To All Interested Proposers: 

May 30,2003 

The Long Island Power Authoity (he "Authority") is soliciting proposals &om 
entitics who are interested in o m  or more of Ihs following: (1) devdophg a genhting 
facility on Long Island and selling thc capacity, associated energy, and ancillary services 
(L'Products") to  the Authority; (2) devcloping a new " n h s i o n  line to Long Island that 
would accommodate the reliable delivery of Products from an off-Island genkratidg 
facility; and (3) selling Products fiom a new or existing generating facility located off- 
Island to the Authority using a new or existing transmission h e  10 Long Island, Each 
such proposal should supply the Authoriy with Products a d o r  ncw txans&ssic>n 
capability of 2 5 o m )  M W  fox a tem often, fifieen, or twenty years comeacbg 90 later 
than early summer 2007. The Authority will view favorabIy proposals with earlier in- 
scrvice dates. The Authority may sclect one or more projects for development pursuant 
to this solicitatkm, or may decline to accqt any ~f all PrOpbSdS. 

The Authority requests that no later than 3:OO ~ . m . ,  August 11, 2003, each 
Proposer submit s i x  bound copies of a written response to the enclosed Request for 
Proposal (,'RFP"> to: 

Mr. Jim Peterson 
Director of Power Market Contracts 

Long Island Power Authority 
333 b r k  Ovingtoa Blvd., Suite 403 

. * B  . . t  Uniondale, NY 1 1553 . I  

One unbound origind, six cbpies, and a CD o f  your proposal shail alsd bk sent to: 0 
''-I 

. .  

Long I S I ~ ~  POWH ~ u t h o r i v  
c/o Navigmt Coa+lting, Inc, 

Attn; Robert Kendall-Capacity and Eaergy RFP 
1400 Old Country Road, Suite 402 
WeSIbuq, New Y O T ~  J 1590-5 156 

I 

I 

A Proposers' Conference will be held at 10:gOam on June 24, 2003, at Lhc 
Authority's ofice in Uniondale. Proposers intcrestcd in responding to this RIP I should 
notify the Authority of &ejr ixrtent by filing a Notice of Intent to Submit P r o p a l  (as 
provided in the RFP) no latcr than S:OO p.m. , July 9,2003. 
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For all projects, appropriatc milestones will be set and deposits will be required 10: enswe 
that the in-service date will be met. Failure t o  meet the in-~wicrs date will result ip 
appropriate liquidated damages. During the krm of aay PPA with the Authority, lhc ncw 
generation source and/or transmission facilities must meet all applicable New York IS0  
requirements. 

j lL ~udi>Calh?ns n f R ~ p ~ ~ k n t s  
As part of its proposal evaluation, thc Authority will. consider the financial soundness oftbe 
Respondent, including any proposed guarantor. Tbc Respondent must also have dmonstrablc 
experience and expertise in the areas of power plant andm transmission developmmt, 
financing, permitting, 5hg, construction and operation. Rcspondents who do not cunentiy 
possess FERC market-based rate authority to make power salcs at negotiated rates should 
indicate whether there arc any impediments to obtaining such authorization prior to the 
commencement of the supply of Products at the time o f  submission of their proposal. 
Respondeats must be members of the New York IS0 or, in their proposal, commit that they 
will become members prior to the commencement ofthe supply of capacity and associated 
energy, Respondents are required to furnish all idformation requested in Section V of this 
RFP. Federal, state, and local, governmental entities arc not eligible to submit proposals in 
response to this U P .  

1 -  

Terms and Cunditims of Th&Attrhm?Vs Purchases 
The agecmnent between the Authority md a Respondctlt resulting from this RFP will be 
a PPA setting forth the source of the Products, the price, the term, security, the point of 
interconnection, t h e  fact that all capacity supplied must be in complimce with all 
applicable New York IS0 and PERC requirements, and other contract tams and 
conditions typkally contained within PPAs. The Authority will provide a PPA to 
potential Rsspondent(s) C‘LIRA Pk’A”) at the PropQsers’ Conference, In their proiosals, 
Respondents must provide pricing information based on their acceptance of, or 
exceptions to, the terms and conditions contained in the LXPA PPA. Such Respondents 
must propuse spccific suggested language for each exception taken. The nature and extent 
of exceptions, if any, taken to h c  LIPA PPA will bc an important factor considerediby the 
Authority during its cvaluatio~l of proposals. 

v 

Ta be considered, proposals must contain, at a minimum, the following information: 

a. Name, address and telephone number of Respondent (and name, address, telepbone 
number, and e-mail address of the contact person for Respondent in connection with 
its proposal), legal staias of Respondent (corparation, partnership, limited liability 
company, etc.), date formed, jurisdiction of organization, and identification of any 
rclcvant affiliates. If Respandent proposcs to havc a guarantor guaranty its 
obligations, the same information as above shall be provided with res-pect to the 
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Respondents must jndicatc in their proposal what information, if any, is proprietary and 
confidential. Proposers are hcreby advised that tbc Authority is subject to the New Yoik State 
Freedom of Information Law (“F0J.L”). Material markcd “Confidmtid and Proprietary” will 
be treated as such to thc extent consistent with the Autho&y’s legal obligations under the 
FOIL, other applicabk law, regulation or legal process, and Wilt. not be disclosed by the 
Authority to third parties, other than thc AutJ;lority’s consultants wbo ~ l l  assist in the evaluation 
of the proposals. 

VI, Evuluakion Criteria 
Each proposal will bc subject to evaluation by the AuthonQ based upon an overall asscssmexlt 
of its mekits using criteria, which include (not necessarily listed in t he  order o f  importance): 

c 

b 

L 

m 

4 

1, 

W 

I 

All-in costs to LXPA’s ratepayers, including costs for required transhission 
rein forcements ; 
Risk ofcost increases to LIPA’s ratepaycrs resulting fiam factors such as f i m c s s  

of fuel transportation, technical attributes of project, and con@al;tual obligations 
imposed ox1 the Authority; 
Respondeat’s experi encc 
Rcspondent ’s credituvorthhess; 
lmprovcment to local reliability; 
Product dclivcrability; 
Furtherance of supplier diversjty; 
Enhancement to wholesale competition; 
Trapact on the mvimnment; 
Exceptions taken to tcms and conditions in LIPA PPA; and 
Ability i o  mcct the Authority’s expressed operating dates. 

~ 

developing and operathg similar projects; 

The Authority will give proposals containing the following attributes (not necessarily 
listed in the order of importance) more favorable consideration: 

Proposals with summer 2006 in service dates for all or a portion ofthe project; 
Projects that interconnect at LIPA’s Newbridge Road, RuJand Road or Pilgrim 

SUbStati0nS; 

Proposals fom Respondents that do not currently own any subsmtial generation 
on Long Island since it is the Authority’s objective to encourage the dev&mxnt 
of a fully competitive wholesale generation market on Long Island; 
The cxteat to which for proposals of 1s or 20 years the Respondent rebias a 

merchant portion whereby a portion of the total output o f  tbe propscd generating 
fBcility will be retained for sale in the competitive market; 
ProposaIs from Respondents that have generating facilities with dual h e 1  

capability and/or firm, 365-daydyycar gas transportation so that the project does not 
expdsncc any expected curtailments during any contract year. (However, the 
Authority will enterbin proposals. o f  335-daydyear gas transportation or better fo 
the extent that firm gas transportation is not available); and 
Proposals in which the Respondent demonstrates Q willingness to accept the terms 

and conditions sct forth in the LPA PPA. 
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Portland General Electric Co. 
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Portland General Electric Co. 

REQUEST FOR PROPOSALS 
Power Supply Resources 

June 18,2003 

a .  

" P  , 
* u  
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Contract Tems and Conditions 

Contract Terms and Conditions 

E n q g  arld Capaciv Purchase Agreements 

The contract templates for power and capacity purchases are included in 
appendices as follows: 

Appendix L -Firm Physical Wliolesale Energy Purchase and Sale Agreement, 
Appendix M - Physical Capacity Purchase and Sale Agreement. 

Appendix N - Capacity Exchange Agreement. 
Appendix 0- Tolling Agreement. 
Appendix P - Firm Financhl Energy and Capacity Purchase and Sale 
Agreement. 

r 

must use one ox more of the purchase agreement templates incldded in 
this RFP, and must includtr any proposed revisions to the contract (shown in red- 

any changes. Changes to terms and conditions or rwisians to the templates will 

line) as part of their response package to this WP. PGE will evaluate all 
proposed revisions, but i s  under no obligation to accept any revisions or adopt 

be discussed with Bidders selected for post-bid negotiations. 

Ownership Position in an Energy Resource 

Bidders submitting a bid for m ownership position in an energy resource are 
requested to provide as part of their response package to this RFP the documen& 
identifled in Appendix E. PGE will consider the terms and conditions in qose 
documents, but will be under no obligation to accept them without modification, 
Changes to terms and conditions or revisions to the documents will be discussed 
with Bidders selected for post-bid negotiations, 

7 1  
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EXHIBIT 12 

Supporting Affidavits 
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STATE OF FLORIDA 
COUNTY OF MZAMI. DADE 

AFFTDAVIT OF STEVEN R S?M 

Steven R. Sim, bekg first duly sworn, deposes and says: 

1. My name is Steven R. Sim. My business address is 9250 West Flagler Street, Miami, 

Florida 33 174. I am employed by Florida Power & Light Company (“FPL’’) as a Supervisor in the 

Resource Assessment and Planning Department. In my capacity as Supenisor for the Resource 

Assessment andPlanning Department, I am responsible for determining FPL’x fbture capacityneeds 

and evaluating resource options to determine the best choice for meeting; those needs, I have 

previously testified before the Florida Public Service Cornmission on a nimber of occasions in 

regard to matters pertaining to P L ’ s  resource planning. 

2. I graduated fkom the University of Miami (Florida) with it Bachelor’s degree in 

Mathematics in 1973. I subsequently earned a Master’s degree in Mathemati 2s from the university 

of Miami (J?lorida) in 19’75 and a Doctorate in Environmental Science and Engineering from the 

University of Cafifomia at Los Angeles (UCLA) iri 1979- 

In 1979 I joined FPL. From 1979 until 1991 I worked i~ varrious departments 

including Marketing, Ehnergy Management Reseasch and Load Mxiagement where my 

responsibilities concerned the development, monitoring, and cost-effectiv mess of demand side 

management (DSM) progra;ms. h 1991 I joined my current department, t e n  named the System 

Planning department, as a Supervisor whose responsibilities includedthe cost 1 effectiveness analyses 

of a variety of individual supply and DSM options. In 1993 I assumed my ::iresent position. 

3. 

4. I have rewiewed the Florida Partnership for Mordable Co inpetitive Energy’s 

(“PACE”) Objections filed on September 4,2003 to FPL’s 2003 Request fcr Proposals for 
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Resource Need for 2007 (‘?R.FF”) challenging FPL’s Evaluation Fee (PACE Objection Mj  and 

the response to such objection reflected in FPL’s Response filed September 9,2003. 

5. I am aware of and hereby veri@ and affinn that the facts set %rth in FPL’s 

response to PACE Objection M as set forth 

correct to fhe best of my Enowledge and 

I(G] of FPL’s Resporse are true and 

was develop(: d with my input and 

supports the rejection of PACE Objection M addressed in FPL’s Responie. 

FURT€XERAF”T SAYETH NO 

STEVEN R. SIM 
i 
I 

2 



M 004 

STATE OF FLORIDA 
CUUNTY OF MMMI DLZDE . 

The foregoing i n s t n u "  was signed, sworn to and subscribed before me this y day of 
September, 2003 by STEVEN R. SIM, who is personally known to me &' or produced 

as identification and who did take an oath. 

TypePrint Name 

My conmission expires: 

3 
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STATE OF FLORIDA 
COUNTY OF PALM BEACH 

AFFIDAVIT OF GER4lRD YUPP 

Gerard Yupp, being first duly sworn, deposes and says: 

1. My name is Gerard Yupp. My business address is 700 Universe Boulevard, Juno 

Beach, Florida 33408. I am employed by Florida Power & Light Company (“FPL”) as the 

Manager of Regulated Wholesale Power Trading in the Energy Marketing and Trading Division. 

I have personal knowledge of the matters stated in this Affidavit. 

2. I received a BacheIor of Science Degree in Electrical Engineering fiom Drexel 

University in 1989 and a Master of Business Administration Degree from Florida Atlantic 

University in 1994. 

3. I joined the Protection and Control Department of FPL in 1989 as a Field 

Engineer and worked in the area of relay engmeering. In November of 1996 I took the position 

of a real-time power trader in the Energy Marketing and Trading Division. I moved from real- 

time trading to short term power trading and assumed my current position in February 1999. 

4. I am responsible for supervising the daily operations of wholesale power trading 

as well as developing longer term power and he1 strategies. Daily operations include: fuel 

allocation and fuel bum management for FPL’s oil and/or natural gas burning plants, 

coordination of plant outages with wholesale power needs, real-time power trading, short term 

power trading, transmission procurement and scheduling. Longer term initiatives include 

conducting monthly fuel planning and evaluating opportunities withm the wholesale power 

markets based on forward market conditions, FPL’s outage schedule, he1  prices and 

transmission availability. 
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5.  I have reviewed the Florida Partnership for Affordable Competitive Energy’s 

(“PACE”) Objections filed on September 4, 2003 to FPL’s 2003 Request for Proposals for 

Resource Need for 2007 (“RFP”) challenging FPL’s dual fuel requirements as unfair and onerous 

(PACE Objection J) and the response to such objection reflected in FPL’s Response filed 

September 9,2003. 

6. I am aware of and hereby verify and affirm that the facts set forth in the response 

to PACE Objection J, as set forth in Section I (F) of FPL’s Response to PACE’s Objections, are 

true and correct to the best of my knowledge and belief. This response was developed with my 

input and supports the rejection of PACE’s objection relating to dual fuel requirements as 

addressed in FPL’s Response. 

7. Affiant says nothing further. 
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STATE OF FLORIDA 
COUNTY OF PALM BEACH 

The foregoing instrument was signed, swom to and subscribed before 
September, 2003 by GERARD YUPP, who is personally known to me 
as identification and who did take an oath. 
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STATE OF FLORIDA 
COUNTY OF MIAMI DADE 

AFFIDAVIT OF WILLIAM ROBERT SCHONECK, JR. 

William Robert Schoneck, Jr., being first duly sworn, deposes and says: 

1. My name is William Robert Schoneck, Jr. My business address is 4200 West Flagler 

Street, Miami, Florida 33 134. I am employed by Florida Power & Light Company (“FPL”) as the 

Manager of Transmission Planning and have held this position since October of 1993. I have 

personal knowledge of the matters stated in this Affidavit. 

2. I received a Bachelor of Science Degree in Electrical Engineering from the University 

of Florida in 1973 and a Master in Business Administration from Florida Intemational University 

in 1982. 

3. I have been employed by FPL since 1973. In that time I have held various positions. 

Immediately prior to my present position, I was the Manager of Transmission Planning in the Power 

Systems Business Unit at FPL. My responsibilities under my current position as Manager of 

Transmission Planning in the Transmission Services and Planning Group include managing the 

group that is responsible for the planning, coordination and development of FPL’s transmission 

expansion in order to meet FPL customers’ needs. 

4. I currently participate on various committees of the Florida Reliability Coordinating 

Council (“FRCC”). The FRCC is a voluntary organization comprise of investor-owned utilities, 

municipal electric utilities, rural electric cooperatives and others in Florida. One of the purposes of 

the FRCC is to coordinate planning and operation of generation and transmission by its members. 

FRCC standards are consistent with and complementary to those of the North American Electric 

Reliability Council. 
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5. I have reviewed the Florida Partnershp for Affordable Competitive Energy’s 

(“PACE”) Objections filed on September 4,2003 to FPL’s 2003 Request for Proposals for Resource 

Need for 2007 (“WP”) challenging FPL’ s Southeast Florida location preference (PACE Objection 

A), alleged reservation of transmission capacity (PACE Objection H), and FPL’s recognition of the 

costs of transmission losses and increased operating costs of Southeast Florida Generation in the 

RFP (PACE Objection G), and the responses to such objections reflected in FPL’s Response filed 

September 9,2003. 

6. I am aware of and hereby verify and affirm that the facts relating to transmission 

impact issues in FPL’s responses to PACE Objections A and H, and the facts set forth in FPL’s 

responses to PACE Objection G as set forth in Section(s) III(A), (B) and (C) of FPL’s Response to 

PACE’s Objections are true and correct to the best of my knowledge and belief. These responses 

were developed with my input and support the rejection of those portions of PACE’s Objections as 

addressed in FPL’s Response. 

FURTHER AFFIANT SAYETH NOT. 

WILLIAM ROBERT SCHONECK, J’k 

2 
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STATE OF FLORIDA 
COUNTY OF MIAMI DADE 

p!j7 
The foregoing instrument was signed, sworn to and subscribed before me this 1. day of 

September, 2003 by WILLIAM ROBERT SCHONECK, JR., who is personally h-o me - 
or produced as identification and who did take an oath. - 

! ( - - - - ~ ; L L / ~ . ~ ~ : k ~  -I bL< L>&EQ<- J 

-0kARY PUBLIC - STATE OF FLORIDA 
Lcl~LrcE?s, v-- ~,(-y.y--> g7-T2, EN- 

TypeRrint Name 

My commission expires: 

FPL\schoneck. affidavit 

3 
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STATE OF FLORIDA 
COUNTY OF MIAMI DADE 

- AFFIDAVIT OF RENE SILVA 

Rene Silva, being firs1 duly swam, deposes and says: 

1. My name is Rene Silva. My business address is 9250 West Flagler Street, 

Miami, Florida 33 174, I am employed by Florida Power & Light Company ("FPL") as Director 

of Resource Assessment and Planning. As Dircctor of Resource Assessment aud Planning for 

FPL, 1 manage the group that is responsible for the development o f  FPL's integrated resource 

plan and other related activities, such as analysjs of demand side management programs, system 

production cost projections, develo~iment of FPL's demand and energy forecasts, and the 

administration of wholesale power purchase agreements. 1 have personal knowledge of the 

matters stated in fhis AEfidavit. 

2. I graduated from the Univasity of Michigan with a Bachelor of Science Degree 

in Engineering Science in 1974. I then earned a Masters Degree in Mechanical Engineering 

from San Jose Stare LT'njversiry in 1978. Subsequently, in 1986, 1 eamed a Masters Degree in 

Business Administration from the Unbaersiry of kliami. 

3. Prior to working for FPL, I was employed by the Nuclear Energy Division of the 

General Electric Compaiiy in rhe area of nuclear fuel design. I joined FPL in 1978, and s h c e  

that time, I have held a number of positions including Director, Fuel Resources Department and 

Manager of Fuel Smices. h 1998 I was named Manager o f  Business Services in the Power 

Generation Division. I was appoked to my current position on May 1,2002. 

4. I have reviewed the Florida Pastm"p for Affordable Competitive Energy's 

C'PACE") Objections filed an September 4, 2003 to FPL's 2003 Request for Proposals for 
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Resource Need for 2007 (‘RFP”) chalIenghg FPL’s Minimum Requbemem concerning 

Financia1 Viability or Minimum De:bt Rating (PACE Objection C), FPL’s requiremenr that 

Proposers wiui proposals based on new generation be responsible for location, development 

and pcmiiriiig of proposed sites and prohibiting co-location at PPL’s Turkey Point Site PACE 

Remedy in Objectioii A), FPL’s Minimum Requitcmeni of Acceptance by a Proposer or Seller o f  

its Regulatory Modifications Provisicln (PACE Objection B), RL’s  Southeast Florida location 

preference (PACE Objection A), alleged reservalion of transmission capacity (PACE Objection 

H), aiid FPL’s draft Purchased Power Agecment and Exceptions Requirements (PACE 

Objection F), and the responses to such objections reflected in FPL’s Response filed September 

9,2003. 

5 .  I am aware of aid hltreby verify and a fkm that the facts set forth in FPL’s 

responses to the foregoing Objedons of PACE, as set forth Sections I(A) as such is limited lo  

the statement coiicerning &e combined total MW o u p t  of certain Independent Power 

Producers, I(D), Im) except for observations regarding project finmceability, m(A) and ID@) 

except for statements relarhg to transmission impact issues, and N(A) of PPL’s Response %e 

true and correct to the best of my knowledge and belief. These responses were developed with 

my input and support the rejection of diose portimis o€ PACE’S Objections as addressed in FPL’s 

Response. 

FWRTHER SAYETH 

n 
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305 552 2716 T-365 P .  OO4/004 F-414 

STATE OF FLORIDA 
C U W T Y  OF U W D A D I E  

The foregoing instrument was signed, swom to and subscribed before me this 2 day of 
Sepiember, 2003 by "E SLVA, who is personally knowi to me 
as identification and who did take ai oath. 

or produced 

FLORIDA 

MY commission expires: C/L yo y 
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STATE 0F FLORIDA 
COUNTY OF PALM BEACH 

AFFlDAVrr OF GARY V DRIIEBE 

Gary V Dfkbe, being first duly swum, deposes and says: 

1. My ~ a m e  is Gary V Driebe. My business address is 700 Universe Blvd., Juno 

Beach, Florida 33410. I am employed by Florida Power & Light Compmy C’FpL”) as ffie 

&nerd Manager of the Turbine Fleet Team in fhe Powm Generation Business U ~ t  and have 

held ~S position since 1999- I have persond hawledge of the matters stared in this AfEdavit. 

2. I received a Bachelor of Science Degree in Electrical Engineering from the 

University of South Florida 1974. 

3” I have been employed by FPL since 1985. In that time X have held various 

positions. Prior to my present position, I was Production Manager of the Martin Combined 

Cycle Plant- My cment responsibilities as Gmcral Manager of the Turbine Fleet Team in the 

power Generation Bushess Unit include managhg a group of technical specialist that provide 

Technical Services in the areas of Gas and Steam Turbines. D a g  my 29 year career in Power 

Generation I have held vaSious positions .iP the areas o f  power plant construction, start-up and 

operation. 

4. X have reviewed the  Florida Partnership for Mfordable Competitive Energy’s 

(“PACE’’) Objections fled on September 4, 2003 to ]FPL’s 2003 Request for Proposals for 

Resource Need for 2007 (“RFP”) challenging FPL’s Mini” Experience of Proposers (PACE 

Objection N), and the response IO such objection reflected in PL’s  Response filed September 9, 

2003. 
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5.  I am aware of and hereby verify and affirm that the facts relating FPL’s response 

to PACE Objection N challenging FPL’s Minimum Expaience of Proposers, as. set forth in 

Secuon I (C) of  FPL’s Response to PACES Objections, are true and correct to the best of my 

howledge and belief. This respo~se was developed with my input and supports the rejection of 

&s portion o f  PACE’S Objections as addressed in FPL’s Response. 

6. AfEant says nothing fbther. 

STATE OF FLO-A 
COUNTY OF PALM BEACH 

The foregoing instrument was signed, sworn to and subscribed before me this day of 
or produced September, 2003 by GARY V- DRIE’BE, who is 

as identification and who did take an oa-th. 

TypeFrint Nzme 

My commission expires: 
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STATE OF FLORIDA 
COL?NTY OF PALM BEACH 

AF‘FIDAVTT OF MORAY P. DEWHURST 

Moray P. Dewhmr, being first duly sworn, deposes and says: 

1. My name is Moray P. Dewhurst. My business address is 700 Universe Boulevard, 

Juno Beach, Florida 33408. 1 am employed by Florida Power & Light Company (LtFPL’’> a Senior 

Vice President of Finance and Chief Financial Officer of FPL. I have personal knowledge of the 

matters slated in this Affidavit.. 

2. I received a Bachelor‘s Degree in Naval Architecture from MIT and a Masfer’s 

Degree jn Management, with a concentmion in Finance, from MIT’s Sloan School of Management. 

I have approximately twenry years of experience consulring to Formne 500 and equivalent 

companies in many different industries on matrers of corporate and business strategy. Much of my 

work has involved financial strategy and financial re-sttu“ng. I was appointed to my present 

posirion in Jdy of 2001. 

3. I have reviewed the Florida Patnershjp for Affordable Compeutive Energy’s 

(“PACE’) Objections f-iled on September 4,2003 to FPL’s 2003 Request for Proposals for Resource 

Need for 2007 {“RFP”) challenging FPL’s Minimum Requirement concerning Financial Viability 

or Minimum Debt Rating (PACE Objection C), FPL’s Completion and Performance Secunly 

Requireinenrs PACE Objection D) and FPL’s application o f  an Equity Adjustment (PACE 

Objection I), and rhe responses ro S U C ~  objections reflected in FPL’s Response filed September 9, 

2003. 

, 

4- I am aware of and hereby verify and affirm thai the facts set forth in F’PL’s responses 

to PACE Objections E. C, D, and I as set foith in Sections Il(H), I(A}, I(B) and UI(D), respectively, 

of FPL’s Response 10 PACE’S Objections are true cmd correa to the best of my howledgc aud 
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belief 

FLXI'HER AFF7AVT SAYETH NOT. 

STATE OF FLORIDA 
COUNTY OF PALM BEACH 

4 
5, The foregoing instrument was signsd, sworn 1st and subscrlbed before me this y d a y  of 

or produced September, 2003 by M O M Y  P. DEWHURST, w&is personaJJy-known to me - J 

as identification and who did rake m oath. r 
n 

2 

My commission expires: 
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CERTIFICATE OF SERVICE 

I hereby certify that on this the 9' day of September, 2003 a copy of the forgoing 

Response Of Florida Power & Light Company, including supports exhibits and affidavits, was 

served by either personal service (*) or First Class United States Mail upon the following 

per sons : 

Jon Moyle, Jr. 
c/o Moyle Law Finn 
1 18 North Gadsden Street 
Tallahassee, FL 32301 

By: 


