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What conclusions did FPC reach on the basis of this evaluation?

FPC determined that the Hines 2 alternative was cléarly superior on price- and non-

price attributes to either the or- proposal. After our thorough

evaluation of both competing proposals, FPC decided to proceed with obtaining the

necessary regulatory approvals to build Hines 2.

Does this conclude your confidential testimony?

Yes, it does.



10

11

12

13

14

15

16

17

IN RE: PETITION FOR DETERMINATION OF NEED
BY FLORIDA POWER CORPORATION
FPSC DOCKET NO.

CONFIDENTIAL DIRECT TESTIMONY OF JOHN B. CRISP
L. INTRODUCTION AND BACKGROUND.

Please state your name and business address. |
My name is John B. Crisp, and my business address is Florida Power Corporation,

One Power Plaza, 263 13 Avenue, St. Petersburg, Florida 33701.

By whom are you employed?
I am employed by Florida Power Corporation (“FPC” or the “Company”™), as the

Director of Integrated Resource Planning and Load Forecasting.

- Are you filing non-confidential direct testimony in this proceeding?

Yes.

Have you described your duties as Director of Resource Planning and other
pertinent background information in that testimony?

Yes, I have.
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IL PURPOSE AND SUMMARY OF TESTIMONY.

What is the purpose of your confidential testimony in this proceeding?

In response to the Company’s Request for Proposals (“RFP”’), we received proposals

from two bidders, (I)—_wwﬂnd @) -
R o e

réquested confidential treatment of the terms of their proposals. We evaluated both
proposals thoroughly, and we would like to describe these proposals and our
evaluation of them for the benefit of the Commission. In deference to the requests
for confidentiality by both of these bidders, however, we are referring to the bidders
simply as Bidder A and Bidder B, respectively, in our non-confidential testimony
and exhibits, and we do not describe the proposals or our evaluation of them in any
detail in our non-confidential submissions. That being the case, I am filing this
confidential testimony and supporting exhibits to describe the terms of the proposals

and our evaluation of them.

Are you sponsoring any confidential exhibits to your testimony?
Yes. I am sponsoring the following confidential appendix items to the confidential

portion of our Need Study in this non-public portion of my testimony:
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(Confidential) JBC-3, App. 1
(Confidential) JBC-3, App. 2

(Confidential) JBC-3, App. 3

(Confidential) JBC-3, App. 4

(Confidential) JBC-3, App. §

(Confidential) JBC-3, App. 6

(Confidential) JBC-3, App. 7

(Confidential) JBC-3, App. 8

- proposal.
—proposal.

Composite exhibit of correspondence
concerning required information and
the Bidders’ responses.

Composite exhibit of correspondence
concerning supplementation and
clarification of the Bidders’
proposals.

Economic comparison in initial
screening of Hines 2 and the

and— proposals.

Economic comparison in
supplemental screening of Hines 2
and the

o ... (D

proposals.

Evaluation of non-price attributes of

@ proposal.

Evaluation of non-price attributes of

SN roposal.

II. OVERVIEW OF Gl ANDUEERNEP PROPOSALS.

Please provide an overview of (il proposal.

In our RFP we had identified a long-term need for generating capacity equivalent to

our next-planned 530 MW, 25-year combined cycle Hines 2 unit. In response,
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A.

In the documentation describing its proposal, I EEEG—_—— N

A copy of (il full proposal is included as a confidential appendix item

to FPC’s Confidential Section of its Need Study, App. 1 to (Confidential) JBC-3.

Please provide a general overview of theqiij Y’ proposal.

In its proposal,

Specifically,
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A copy of full proposal is included as a confidential
appendix item to FPC’s confidential portion of its Need Study, App. 2 to

(Confidential) JBC-3.
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Did you seek additional information from these bidders?
Yes, we did. In both cases, the bidders failed to include information in their original
submissions that we had required in our RFP. So our first step was to contact both
bidders to ask for pertinent information that was requested in the RFP but was not
submitted; this was information that was necessary to complete an objective and
comprehensive evaluation of each proposal. Both bidders provided additional
information in response to these requests. The correspondence between FPC and
both bidders concerning our follow-up requests for information is included in FPC’s
Confidential Section of its Need Study, Appendix 3, (Confidential) JBC-3.
Following our preliminary review of the proposals, we then contacted both
g and S to 2sk for additional information pertinent to the proposals,
as indicated in Appendix 4 to FPC’s Confidential Section of its Need Study,

(Confidential) JBC-3.
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FPC requested clarification of a number of aspects of (i _—_Gy

proposal as well. For example,

T
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IV. EVALUATION OF THE PROPOSALS.

Did FPC evaluate both proposals?

Yes, we did.

Please tell us what initial steps you took to conduct your evaluation.
As I explained, our evaluation actually began from the time we opened the bids.
Our first step was to ensure that we had all the information that we had requested in
our RFP to enable a thorough evaluation of all proposals. After taking steps to
acquire anything that was missing, we analyzed the proposals to make sure we
understood what was being offered. As a part of this review, we wrote to and met
with representatives of each bidder to make sure that we understood the proposals
and to obtain clarifying information, as may be needed.

After we had fully explored each proposal with representatives of the
bidders, and we were sure we understood what each bidder was offering, we
conducted an analysis of both the price terms and non-price attributes of each

proposal.

conducted a full analysis of all other pertinent aspects of each proposal and

conctuted e,

_ neither proposal would be a superior or even an equivalent alternative to
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the Hines 2 power plant. Hines 2 appeared to be a significantly superior alternative

to both proposals, oy
- ]

Please explain how you analyzed the price terms of the proposals.

The first thing we did was to put each proposal in its best light. Accordingly, in

conducting an analysis of the price terms of thefi{Jij proposal, (NG

In optimizing thedM® proposal, the PROVIEW screening run

indicated that the best expansion plan alternative involving 2 QJill proposal option

10
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To evaluate the—proj ect, we performed economic evaluations

with PROVIEW based on assumptions that —

In optimizing the

proposal, PROVIEW indicated that (| [ ARy

\ll

The next step was to use PROVIEW to compare the be_st- scenario and
the bﬁt_- scenario with Hines 2. In each case, Hines 2 proved to be the
superior alternative. See Appendix 5 to (Confidential) JBC-3.

Even when both proposals were modeled in the best light, given FPC’s
system needs, neither one surpassed the Hines 2 resource option in the initial
screening. FPC could have stopped there. But, because FPC had received only two
proposals in response to its RFP, FPC elected to add an additional screening process
to its evaluation of the two proposals, providing for an even more refined assessment
of both the price and non-price attributes of the proposals. In this supplemental
screening process, neither proposal was omitted, and both were again compared to
the Hines 2 resource option.

In the supplemental screening process, we used Henwood Energy Services,

Inc.’s proprietary PROSYM production costing model and an Excel proforma

11
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financial spreadsheet to develop more detailed system revenue requirements
comparisons between the options. In doing so, we were able to perform a more
sophisticated comparison of the price attributes of the best @l option with Hines
2 and of the best -option with Hines 2. The results of these
comparisons, the cumulative present worth revenue requirements (“CPWRR”) of
each resource option, are reflected in Appendix 6 to the Confidential Section of
FPC’s Need Study, (Confidential) JBC-3. This graph depicts the revenue
requirements associated with Hines 2 as the baseline (the horizontal axis) and
depicts the revenue requirements associated with the‘
proposals as the curves above the Hines 2 baseline when they are more expensive
than Hines 2 (and below the line if they are less expensive).

As the graph shows, the best{iliilij scenario would impose revenue
requirements over a 25-year periodm than the projected
Hines 2 revenue requirements. The projected revenue requirements of the best

JEEERN proposal will exceed the projected revenue requirements of Hines 2 by

oy o <1 the same 25-year period of time.

Please describe key assumptions and data that you used in making these

comparisons.

The Company’s forecasts of customers, energy sales, peék demand, fuel, and
economic factors remained consistent witfx the key forecasts and assumptions used
in the IRP update and Ten-Year Site Plan. Another critical component in the

supplemental screening evaluation of the bids was the analysis of the capital

12



10

11

12

13

14

15

16

17

18

19

20

21

22

23

requirements associated with each bid and the Hines 2 resource option. This
analysis allows us to assess both the costs associated with placing each resource
option into service on FPC’s system and the impact of those costs on the Company.
One component in this part of our evaluation of the price terms of the bids was the
recognition of the impact of the imputed debt that would be associated with each of
the proposals. The financial commﬁnity considers long-term contractual
arrangements as analogous to debt obligations of the responsible company. In
recognition of the financial obligation underlying a long-term contract, agencies,
such as Moody’s and Standard & Poors, that establish the financial ratings of
companies like FPC will impute an appropriate level of debt in their evaluations of
the company’s financial condition representing the cost of the contract, thereby
increasing that company’s cost of capital. Consideration of such imputed debt is
required by the PSC rules. Subsection 7 of PSC Rule 25-22.081 (concemning what a
utility must show in its petition for a determination of need) states that “[i]f the
generation addition is the result of a purchased power agreement between an

investor-owned utility and a non-utility generator, the petition shall include a

discussion of the poteritial for increases . . . in the utility’s cost of capital .. ..”

When imputing a level of debt associated with a contractual arrangement, a
rating agency will first determine a “risk factor” to be applied to the contract. This
risk factor is statistically determined, based upon the underlying characteristics of
the contract (for example, fixed versus variable payments, provisions for liquidated
damages, etc.). The rating agency will then apply the risk factor to the cumulative

net present value of the projected payment stream associated with the contract to

13
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calculate the amount of debt that will be imputed. As a point of reference, Standard
& Poors currently applies a 40 percent risk factor when imputing debt associated
with the Company’s existing unit power sale contract with the Southern Company.
In order to ensure that imputed debt was accurately reflected in our‘ financial
evaluation process, the Company contacted Standard & Poors to détermine what risk

factor the rating agency might assign to the proposals made by the bidders on this

I

By multiplying that risk factor against the net present value of capacity
payments under a long-term contract, we obtain the amount of debt that rating
agencies reasonably will impute to the Company’s balapce sheets due to the
contract. Since electric utilities, like other businesses, try to maintain a reasonable
balance between debt and equity, the Company would need to raise an equivalent
amount of equity (at an after tax cost of equity of roughly 12 percent) to offset this

imputed debt. This is the manner in which a power purchase agreement will lead to

14
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increased capital costs for the Company, and this impact is reflected in Appendices
5, and 6, to the Confidential Section of the Need Study, (Confidential) JBC- 3.

Even without taking into account the cost of imputed debt, Hines 2 would be
economically more advantageous than either proposal over the life of the Hines 2
plant SRy
- Absent any impact by imputed debt, and over the 25-year period, the
revenue requirements for the NN ould exceed those for Hines 2 bygily
G -1 d the revenue requirements for the SNSENNNNEREEP v ould

exceed those of Hines 2 by ~, on price-felated factors alone. When

imputed debt is taken into account, Hines 2 is clearly superior to both proposals.

Did you perform any sensitivity analyses?

Yes, we did. In addition to the base case analysis performed in the supplemental
screening phase, we examined several sensitivities to identify variances, if any, that
would warrant additional consideration in any of the scenarios. These sensitivities
included a high-fuel price forécast case, a low-fuel price forecast case, and a case
referred to as the “Gulfstream" sensitivity that represented a scenario in which that

proposed competing gas pipeline was developed and lower cost transportation was

available to us.

"
.
s
{5y
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Overall, the results from the sensitivity analyses were consistent with the
results of the base case analysis, with Hines 2 remaining the least-cost option. The
sensitivity studies helped confirm that Hines 2 was a robust option and that we

should be confident in moving forward with the selection process.

Did you evaluate the non-price attributes of both proposals?

Yes, we did.

Please describe your evaluation of the non-price attributes of the proposals.
We had identified a number of non-price attributeé in our RFP that we anticipated
might be relevant and significant to the evaluation of competing proposals, though
we made clear in our RFP and during the pre-bid meeting that we wanted to
encourage creativity and innovation on the part of prospective bidders, on price and
non-price aspects of any proposal.

We reviewed each proposal thoroughly to analyze the strengths and
weaknesses of all non-price attributes of each proposal, and we developed a matrix

reflecting the results of our analysis. We decided not to attempt to assign numerical

16
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values to these factors because (1) the analysis was often subjective, (2) the value of
a particular factor, either pro or con, might differ in the context of different
proposals, and (3) comparing one factor to another would be like comparing apples
to oranges and thus could not be done on an exact numerical basis. The matrices we
prepared reflecting the results of our evaluation of non-price attributes are iﬁc]uded

as Appendix 7 fJlJifJPand Appendix 8 GSNNEID to the Confidential Section

of FPC’s Need Study, (Confidential) JBC-3.
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What conclusions did FPC reach on the basis of this evaluation?

FPC determined that the Hines 2 alternative was cléarly superior on price- and non-

price attributes to either the i or- proposal. After our thorough

evaluation of both competing proposals, FPC decided to proceed with obtaining the

necessary regulatory approvals to build Hines 2.

Does this conclude your confidential testimony?

Yes, it does.



THE NEED STUDY

IN SUPPORT OF
FLORIDA POWER CORPORATION’S
PETITION FOR DETERMINATION OF NEED
OF HINES UNIT 2 POWER PLANT

CONFIDENTIAL SECTION

VI. FPC’s Request for Proposals (“RFP”).

D. RFP Proposals.

FPC received two proposals, one from i e nd the other

i
|

from

|

In its RFP, FPC asked for supply-side alternatives to its 25-year, 530 MW next-planned

generating plant. In its original response to the RFP,Mggg proposed to enter into ANy



sty [ its proposal, Al
expressed its intent to GnEEE————SEEE e e

copy of —full

proposal is in Appendix 1 to this Confidential Section of FPC’s Need Study.

ol - oposcd to build (i



et /. ccpy oSN

S :.!! proposal is in Appendix 2 to this Confidential Section of FPC’s Need Study.

E. Requests for Required and Supplemental Information. |

FPC’s first step in its evaluation of the RFP proposals was to ensure that it had all the
information that it had requested in the RFP to enable a thorough evaluation of the proposals.
FPC wrote to and met with representatives of each bidder to obtain clarifying information, as

discussed herein.

Both il and @SNy omitted information in their original submissions that FPC
had required in its RFP. FPC contacted both bidders and asked them for the missing
information, which was needed both to make the proposals complete and for FPC to evaluate
them fully. Both bidders provided additional information in response to these requests. The
requests for required information, and the bidders’ responses to those requests, are contained in
Appendix 3 to this Confidential Section of FPC’s Need Study.

Following FPC’s preliminary analysis of the proposals, FPC requested additional
information pertinent to the proposals fromiliiiidand GNP T hese requests, and the

bidders’ responses, are contained in Appendix 4 to this Confidential Section of FPC’s Need

Study.

In@MERGER case, FPC advised i) among other things, that (g
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FPC requested clarification of a number of aspects oy rroposal as well.
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F. Evaluation and Analysis of RFP Proposals.
After FPC had fully explored each proposal with representatives of the bidders, and FPC

was sure it understood what each bidder was offering, FPC conducted an analysis of both the

price terms and non-price attributes of each proposal. G ENEENGGRE

Y | P C

conducted a full analysis of all other pertinent aspects of each proposal. FPC concluded that,

o sl - <ithex proposal

would be a superior or even an equivalent alternative to the Hines 2 power plant. Put another

way, Hines 2 appeared to be significantly superior to both proposals, e,

L e



G. Initial Screening Analysis.

With respect to the evaluation of the proposals on price terms, FPC began by conducting
an individual evaluation of each proposal with the PROVIEW optimization module of New
Energy Associate’s PROSCREEN model, followed by an evaluation in PROVIEW comparing
each proposal to Hines 2. In the initial screening evaluation using PROVIEW, the proposals
were placed in the best light possible, given FPC’s system requirements. In other words, the
PROVIEW model “made the best of” the proposal by developing an optimal expansion plan
around each proposal that produced the most cost-effective total plan rather than forcing the

proposal to fit into FPC’s existing ten-year expansion plan.

g

o

©)]

2 v

H

=

5 :
g

S RS T
least cost determination and ranking in PROVIEW is based on cumulative present worth revenue

requirements (“CPWRR?”).



Similarly, to evaluate the SR NSNS projcct, HEGE—_G—EEDe

For the final step in its initial screening evaluation, FPC took the best expansion plan

incorporating the §iiiiillll proposal and the best expansion plan including the_

and, using the PROVIEW model, compared them with the Hines 2 expansion plan. In this way,
FPC was able to compare the system costs for the best RIS rcsource plans to
the Hines 2 expansion plan at the same time and rank them accordingly. In each case, Hines 2
proved to be the superior alternative. The results of these final PROVIEW model runs in FPC’s
initial screening analysis are contained in Appendix 5 to this Confidential Section to FPC’s Need
Study.

H. Supplemental Screening Analysis.

As indicated above, the prdposed Hines 2 unit was the least-cost alternative from the
initial screening analysis using PROVIEW. Instead of ending its analysis there, however, FPC
elected to conduct an additional screening process. Because FPC received only two responses to
its RFP, FPC decided to perform a supplemental screening of the two proposals, using the
proprietary PROSYM production costing model and a pro forma ﬁnaﬁcial spreadsheet to capture
the total system revenue requirements in more detail by including all available information on
the capital requirements of each proposal. The supplemental screening process started with the

best P and S NP r csource plans from the PROVIEW analysis and

compared them to the Hines 2 resource plan in PROSYM, which culminated in a comparison of



the pro forma financial spreadsheets for each option. This part of the supplemental screening
process provided FPC a more refined assessment of the price attributes of the two proposals.

The principal output of the PROSYM model is incremental production costs. PROSYM
is a more detailed utility-system simulation model. Where PROVIEW simulates utility dispatch
results using typical weeks for each month at a time, PROSYM is an hourly production cost
model. As aresult, PROSYM determines at what capacity a unit is used, for what period of
time, and at what cost, based on its likely dispatch interactions with other system resources. The
variable system costs generated by PROSYM, however, are only part of the total cost picture.
The capital requirements for each proposal — for exémple, the capacity payments requested by
the two bidders and other non-fuel revenue requirements — are taken into account by using a pro
forma financial spreadsheet, to which the variable system costs generated by the PROSYM
model are also added, in order to get the total revenue requirements for each resource proposal or
alternative plan. The results of this analysis using the pro forma financial spreadsheet are
developed in CPWRR. This analysis in FPC’s supplemental screening of the two bids and the
Hines 2 resource plan allowed FPC to assess both the costs associated with placing each resource
proposal into service on FPC’s system and the impact of those costs on the Company.

The comparisons of the il and (SN cxpansion plan proposals to the Hines 2
expansion plan from FPC’s supplemental screening process is in Appendix 6 of this Confidential
Section of FPC’s Need Study. Appendix 6 contains a graph depicting the revenue requirements
associated with Hines 2 as the baseline for comparison (the horizontal axis), and depicting the

revenue requirements associated with the@ilifjfjj) and SRS cxpansion plan proposals,

respectively, as the curves above (or below) the Hines 2 baseline. As these graphs show, the i

@B <xpansion plan scenario would impose revenue requirements over a 25-year period gl



—more than the projected Hines 2 revenue requirements. The projected revenue

requirements of the NN < xpansion plan proposal will exceed the projected revenue

requirements of Hines 2 by “ever the same 25-year time period.

In addition to energy price interactions in dispatch and fixed cost comparisons, another
critical component of the capital requirements for each bid in FPC’s evaluation of the price terms
of the bids in both the initial and supplemental screening processes was the cost of imputed debt
that would be attributed to each proposal. This assessment is required by the PSC rules and by
sound business principles. See Rule 25-22.081(7), F.A.C. Tﬁis rule, requiring the utility to
address “the potential for increases . . . in the utility’s cost of capital. . . .,” refers to the impact of
imputed debt, as assessed by rating agencies (and lenders and investors).

Rating agencies, such as Moody’s and Standard & Poors, treat a substantial power
purchase agreement, with its attendant commitment to make a stream of fixed payments over a
period of years, like a debt obligation, which has a similar commitment to make fixed payments
over a term of years. Electric utilities, more so than most other businesses, however, strive to
maintain a certain balance between debt and equity on their books because it helps them
maintain their credit rating with the rating agencies. The reason they want to maintain their
credit rating is because the electric utility industry is a capital intensive industry; thus, funding to
support the utilities’ capital investments is frequently required. Maintaining their‘credit rating
keeps the utilities’ cost of raising such funds down. For when they become “debt heavy,”
lenders will charge more in fees and interest than they otherwise would and capital investors
likewise will demand a greater retumn in dividends and capital appreciation than they otherwise

would to account for the increased risk associated with the increased debt.



To account for this fact, rating agencies assign a “risk factor” to long-term contracts. For
example, rating agencies have assigned a risk factor of 40 percent to FPC’s existing unit power
sale contract with the Southern Company. The risk factor is statistically determined, based upon
the underlying characteristics of the contract (for example, fixed versus variable payments,

_provisions for liquidated damages, etc.), and other factors that affect the likelihood that the fixed
payments will be made over the entire contract period, such as the type of technology and fuel
employed by the party contracting with the utility to generate the energy. The rating agency
applies the risk factor to the cumulative net present value of the projected fixed payment stream
associated with the contract to calculate the amount of debt that will be imputed.

FPC contacted Standard & Poors to determine what risk factor the rating agency might

assign to the proposals made by the bidders in response to this specific RFP. @Ry

FPC obtained the amount of debt that the rating agencies reasonably would impute to the

Company’s balance sheet due to the( N SNMNNgP» by multiplying the risk factor against

the net present value of capacity payments, just as the rating agencies would do. To maintain a



reasonable balance between the debt and equity on its balance sheet with the added “debt” from
“the Company would need to raise an equivalent amount of capital (at
an after tax cost of equity of roughly 12 percent) to offset this imputed debt. This is the manner
in which a power purchase agreement will lead to increased capital costs for the Company, and

this impact is reflected in Appendices 5 and 6 to this Confidential Section of FPC’s Need Study.

Even without taking into account the cost of imputed debt, however, Hines 2 would be
economically more advantageous than either proposal over the life of the Hines 2 plant, gl
s e .
imputed debt is taken into account, Hines 2 is clearly superior to both proposals on price terms
alone.

In addition to the base case analysis performed in the supplemental screening phase,
several sensitivities were also examined to identify variances, if any, that would warrant
additional consideration in any of the scenarios. These sensitivities included a high-fuel case, a
low-fuel case, and a case referred to as the “Gulfstream" sensitivity that represented a scenario in
which the proposed competing gas pipeline was developed and lower cost transportation was

available to FPC.

|
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Overall, the results from the sensitivity analyses were consistent with the results of the
base case analysis, with Hines 2 remaining the least-cost option. The sensitivity studies helped
confirm that a robust option preference had been identified and that FPC should be confident in
moving forward with the selection process.

L Non-Price Attributes.

FPC carefully evaluated the non-price attributes of the Giijilil§ and W rroposals
as well in its supplemental screening analysis. While encouraging innovative proposals, FPC
identified in its RFP a number of non-price attributes that might be significant to the evaluation
of competing proposals. FPC reviewed each proposal thoroughly to analyze the strengths and
weaknesses of all non-price attributes of each proposal. FPC developed a matrix reflecting the
results of its analysis. This matrix representing the non-price attributes evaluation for both the

A od SN 0roposals is included in Appendix 7 and 8 to this Confidential Section

of FPC’s Need Study.
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Overall, the Hines 2 plant proved superior to both theiii) and SN proposals
with respect to non-price attributes.

J. Conclusion.

FPC conclu_ded, based on a thorough analysis of numerous other supply-side generation
alternatives and the two bids FPC received in response to its RFP, that the Hines 2 power plant is
the most cost-effective supply-side alternative available to FPC.

Hines 2 was clearly superior on both price- and non-price attributes to either the @iiliJor

“proposal. After FPC’s thorough evaluation of both competing proposals, FPC
decided not to short-list either one of the bidders, informed both bidders of that decision, and

decided to proceed with obtaining the necessary regulatory approvals to build Hines 2.
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LIST OF APPENDIX ITEMS.

Confidential Request For Proposal Response from Bidder A.
Confidential Request For Proposal Response from Bidder B.

Confidential Florida Power Corporation (“FPC”) Requests for Required
Information and the Bidders’ Responses.

Confidential Florida Power Corporation (“FPC”) Requests for Supplemental
Information and the Bidders’ Responses.

Confidential FPC Initial Screening Evaluation of RFP Responses.
Confidential FPC Supplemental Screening Evaluation of RFP Responses.
Confidential FPC Non-Price Evaluation of Bidder A’s Response to FPC’s RFP.

Confidential FPC Non-Price Evaluation of Bidder B’s Response to FPC’s RFP.
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