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P R O C E E D I N G S  

(Transcript follows in sequence from 

Volume 6.) 

CHAIRMAN GRAHAM: Good morning, everyone. 

Glad to see everybody made it back here safely today. 

We seem to be making pretty good headway, so I see no 

sense in slowing the train down. Let's keep moving. 

We will reconvene, and this is Docket Number 

110009-EI, nuclear cost recovery clause. And the date 

is August the llth, I believe. I say all that for the 

record. 

If I remember correctly, we ended with FP&L 

Witness Steven Sim. 

M R .  YOUNG: Yes, sir. 

CHAIRMAN GRAHAM: And we dismissed him, well, 

for the time being, and so now we're at OPC's Witness 

Brian Smith. 

M R .  McGLOTHLIN: Mr. Smith is here. He has 

not been sworn at this point. 

CHAIRMAN GRAHAM: Let's go ahead and swear in 

everybody that's here that's scheduled to speak today 

and get that done. 

If I can get you to stand and raise your right 

hand. 

(Witnesses collectively sworn.) 

FLORIDA PUBLIC SERVICE COMMISSION 
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MR. YOUNG: Mr. Chairman, as Mr. Smith comes 

to the stand, I would note that Florida Power & Light 

has passed out the complete Exhibit Number 1 9 5 .  

CHAIRMAN GRAHAM: Okay. 

MR. YOUNG: And this is based on the rule of 

completeness they offered yesterday. 

CHAIRMAN GRAHAM: We've already entered 

1 9 5  into the record? 

MR. YOUNG: Yes, sir. 

CHAIRMAN GRAHAM: Thank you. 

Mr. McGlothlin. 

BRIAN D. SMITH 

was called as a witness on behalf of The Citizens of the 

State of Florida and, having been duly sworn, testified 

as follows: 

DIRECT EXAMINATION 

BY MR. McGLOTHLIN: 

Q Please state your full name and business 

address , sir. 

A My name is Brian Smith, and my business 

address is 1 8 5 0  Parkway Place, Suite 800,  Marietta, 

Georgia, 30067 .  

Q By whom are you employed, Mr. Smith? 

A I'm employed by GDS Associates. 

0 At our request, did you prepare and submit 

FLORIDA PUBLIC SERVICE COMMISSION 
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prefiled testimony in this proceeding? 

A Yes, I did. 

Q Do you have that document before you? 

A I do. 

Q Do you have any changes, additions or 

corrections to make to the prefiled testimony? 

A 

A I do not. 

Q Do you adopt the content of the prefiled 

testimony as your testimony today? 

Yes. 

MR. McGLOTHLIN: I request that the prefiled 

testimony be inserted into the record at this point. 

CHAIRMAN GRAHAM: We will insert the prefiled 

testimony of Mr. Smith into the record as though read. 

BY MR. McGLOTHLIN: 

Q Did you also prepare an exhibit to your 

testimony, Mr. Smith? 

A Yes, I did. 

Q Do you have any changes or corrections to that 

exhibit? 

A I do not. 

FLORIDA PUBLIC SERVICE COMMISSION 
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DIRECT TESTIMONY 

Of 

BRIAN D. SMITH 

On Behalf of the Office of Public Counsel 

Before the 

Florida Public Service Commission 

Docket NO. 110009-E1 

I. INTRODUCTION 

PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS. 

My name is Brian D. Smith. I am a Senior Project Manager at GDS Associates, Inc. My 

business address is 1850 Parkway Place, Suite 800, Marietta, Georgia 30067. 

PLEASE SUMMARIZE YOUR EDUCATION AND EXPERIENCE. 

I received a Bachelor of Industrial Engineering in 198 1 fiom the Georgia Institute of 

Technology. I am a registered professional engineer in the state of Florida and I have 

twenty-nine years of experience in electric utility planning activities. This includes time 

spent working for municipal utility planning departments 8s well as my association with 

GDS where I have worked as a power supply and utility system simulation codtant. I 

have been responsible for the development and analysis of integrated resource plans and 

for computer simulation of utility production operations and financid operations. 

Particular ernphis has been on economic feasibility studies of alternative power supply 

resources. My resume is included as Exhibit BDS-1. 

1 
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la. SUMMARY OF TESTIMONY 

WHAT IS TEE PURPOSE OF’ YOUR TESTIMONY? 

In my testimony, I will identify and describe a meam of using the same information that 

FPL has presented to approximate the extent to which the uprate projects are projected to 

be economical or uneconomical for customers. My testimony dovetails with that of Dr. 

William Jacobs. In his testimony, Dr. Jacobs describes shortcomings in the methodology 

that FPL witness Dr. Steven Sim employs when assessing the long term economic 

feasibility of F’PL’s EPU uprate project. Dr. Jacobs makes the point that With FPL’s 

current methodology, in which a comparison is made between revenue requirements 

associated with a resource plan that includes the uprates and those of a resource plan that 

does not include the uprates, the exclusion of amounts spent on the uprate project to date 

(so-called ‘‘sunk costsyy) from the capital costs of the ‘with uprate” plan that FPL 

includes in the comparison--when coupled with a rapidly increasing estimate of the cost 

to complete the projects-- causes distortions in the exercise to determine whether the 

uprates are cost-effective to customers. 

IIt. REVIEW OF FPL’S ANALYSIS 

WHAT IS YOUR UNDERSTANDING OF TEE APPROACH THAT FPL USES 

TO EVALUATE TEIE ]FEASIBILITY OF THE EPU PROJECT? 

FPL’s calculations involve the use of computerized simulations to model the manner in 

which FPL’s system would operate to meet projected customer needs under two 

alternative resource plans and quantify the revenue requirements of each of the plans over 

time. The objective of each plan is to add generating capacity when needed to maintain 

2 
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FPL's targeted minimum reliability criteria over time, One resource plan incorporates the 

EPU uprate projects as the means for satiswg near term increases in d e m d ,  while the 

other plan does not. FPL's analyst expresses the total revenue requirements of each plan 

in terms of the cumulative net present value of those costs. He then compares the 

cumulative net present value figures. If the cumulative net present value of the revenue 

requirements associated with the resource plan that includes the uprates is lower than the 

cumulative net present value of the revenue requirements of the resource plan that does 

not include the uprates, then FPL concludes the project is economically feasible. 

WHAT IS WRONG WITH THAT APPROACH? 

As Dr. Jacobs describes, each time FPL has produced a comparison of revenue 

requirements (beginning in 2009)' FPL has excluded the capital costs of the uprates that it 

has already spent. Presumably, for ratemaking purposes FPL will not propose to exclude 

this amount: instead, FPL will expect to earn a return on it. Accordingly, the comparison 

of resource plans that FPL performs for the long term feasibility analysis understates the 

revenue req&ements associated with the uprates that it will seek to collect from 

customers. 

ISN'T THIS TREATMlZNT OF "SUNK COSTS" AND "TO GO COSTS" AN 

ACCEPTED METHOD OF ASSESSING THE COST-EFF'ECTIVENESS OF A 

PROJECT? 

It is appropriate to exclude sunk costs in typical cost-effectiveness evaluations. In this 

instance, where estimated costs to complete continue to increase, excluding amounts 

3 
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spent to date in each annual evaluation has the potential to distort the measurement of 

cost-effectiveness. In his testimony, Dr. Jacobs discusses this aspect of the choice of 

economic feasibility methodologies in more detail. 

WON’T FPL ASSERT THAT THE “SUNK COSTS” CAN’T BE SUBTRACTED 

FROM THE SAVINGS, BECAUSE THEY WOULD ALSO APPEAR IN TEE 

ALTERNATIVE RESOURCE PLAN AS COSTS TO BE RECOVERED FROM 

CUSTOMERS EVEN IF THE UPRATE PROJECT IS NOT CONSTRUCTED? 

The assertion that the “sunk costs” must be excluded fkom the comparison because they 

would show up in both resource plans, and therefore cancel out, is dependent on the 

assumption that the sunk zosts would be fully recoverable-i.e., would be amortized and 

earn a return-in the alternative plan to the same extent as they would be in the resource 

plan that includes the uprate project. If previous costs were prudently incurred and are 

allowed to be included in rate base, then excluding them in current and future feasibility 

analyses is appropriate. This rationale would not hold, however, if the Commission were 

to determine that a portion of the costs of the uprate project should be attributed to 

imprudence and should be disallowed, because in that instance the disallowed costs (and 

associated revenue requirements) would not appear in both resource plans- In his 

testimony Dr. Jacobs will recommend such a disallowance and explain the basis for his 

recommendation. However,the exclusion of “sunk costs” is only one aspect that renders 

FPL’s methodology inappropriate for its EPU projects. 

Q. WHAT IS THE OTHER FACTOR THAT AFFECTS FPL’S 

METHODOLOGY? 

4 
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A. 

A. The other equally important m o r  is that the estimate of overall capital costs and “to 

go” costs have increased each time FPL has produced a feasibility analysis. It is the 

combination of excluding past expenditures while also increasing projected costs of 

completion that can result in unreliable indications of cost-effdveness. Under FPL’s 

approach, the faster the utility spends, the better able it is to show that a project of 

significantly increasing costs remains feasible. I agree with Dr. Jacobs’ statement that 

while FPL’s method of comparing the present value of revenue requirements may be 

suitable for a project of known and stable costs, it is a poor choice for assessing its 

volatile and unCei.tain EPU projects. 

IV. ALTERNATE EVALUATION METHOD 

EARLIER YOU SAZD IT IS POSSIBLE TO USE THE S A M E  INFORMATION 

THAT FFL PRESENTS TO APPROXIMATE THE TRUE COST- 

EFFECTIVENESS OF THE PROJECT. PLEASE EXPLAIN HOW THIS CAN BE 

DONE. 

FPL’s Dr. Sim expressed the streams of fbture costs of competing resource plans in 

present value terms, then compared the two resulting present value figures. By ‘Mesent 

vdue terms,” I mean that he discounted the stream of fbture revenue requirements so as 

to measure them in 20 1 1 dollars. The “amounts spent” that have been excluded from the 

comparison were expended very recently. These past spent amounts can be expressed in 

present value terms, such that they are quantified and measured on the same basis as are 

the revenue requirements of the resource plans being analyzed. To illustrate, it is 

possible to express the present value of the revenue requirements for the term of a 

5 
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multiyear plan in 201 1 dollars, then also convert amounts spent in 2009 and 2010 to 201 1 

dollars. Assuming that the amounts spent to date are included in rate base and allowed to 

eam a return over the life of the project, there would be a stream of annual capital-related 

revenue requirements associated with the “SL& costs.” I have used FPL’s response to 

OPC’s Interrogatory No. 59 as an example of how the present value of future revwue 

requirements compares to the actual amounts of capital expenditures. I have included an 

edited version of that response as Exhibit BDS-2 to my testimony. Column 2a on the 

exhibit shows FPL’s projection of the annual revenue requirements (in nominal dollars) 

associated with the EPU project capital investment. Using the discounting factors shown 

in column 1, I have converted the values in column 2a into 201 1 dollars. These values 

are shown in column 6 which I added to FPL’s table. Summing the annual present value 

amounts results in a total present value of $2.17 billion. This present value of revenue 

requirements is associated with the $1.78 billion “going forward” capital costs that FPL 

included in its evaluation. This demonstrates that the present value of revenue 

requirements associated with a capital expenditure is greater than the actual expenditure. 

I will conservatively assume, however, that the present value of revenue requirements 

equals the actual expenditure for the remainder of my testimony. To gauge whether 

customers are receiving a net benefit or a net cost from an overall perspective, one can 

approximate the effects of the present value of capital-related revenue requirements 

associated with the amounts previously spent by expressing the amounts previously spent 

in 201 1 dollars and adding them to the present value of the costs of the resource plan with 

the uprates before comparing the costs of the two resource plans. Since FPL has already 

compared the costs of the two plans and concluded there is a positive benefit, one can 

6 
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subtract the amounts spent to date (measured in 201 1 dollars) from the present value of 

the claimed savings benefit (also measured in 20 1 1 dollars) and determine whether the 

resulting figure is positive or negative. If it is positive, then the project is cost-effective 

even when both the rapidly increasing estimates of “to go” costs and the past 

expenditures are accounted for. If it is negative, then customers are “in the hole” by the 

amount of the difference. 

CAN YOU ILLUSTRATE THE ADDITIONAL STEP THAT HAVE 

DESCRIBED? 

Yes. I will use round figures to keep the explanation simple. Assume that the revenue 

requirements of the resourm plan that includes the uprate projects over a period of 33 

years have been calculated and then discounted back to a present value, in 201 1 dollars, 

of $100 million. Next assume the corresponding cumulative present value of the resource 

plan that does not include the uprate projects is $125 million. FPL would contend that 

customers would save (on a net present value basis) $25 million dollars through the 

uprate projects. However, pursuant to FPL’s methodology, this conclusion ignores the 

amount of money that FPL has spent on the projects and on which it will expect a 

return-which will be reflected in revenue requirements. Therefore, to gauge better the 

cost-effectiveness of the project, one can subtract the amount spent to date fiom the 

claimed “savings” figure. E, for instance, FPL spent $20 million in the past two years 

(assume the original amount has been adjusted as necessary to express the amount in 

201 1 dollars), the additional step I describe would be to subtract the $20 million of 

‘‘amounts previously spent” from the $25 million of claimed net savings resulting from 

7 
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A. 

Q. 

the comparison of the two resource plans. The result in this example would be the 

indication that the projects are cost-effective, but only in the amount of approximately $5 

million. If on the other hand FPL had spent $35 million to date, then the calculation 

would be to subtract the $35 million fioq the $25 million of claimed savings that resulted 

h m  FPL’s “CPVRR comparison” exercise. In this example, doing so would result in 

the conclusion that customers are actually worse off by approximately $10 million, in 

present value terms, at this stage of the project, even though FPL claims the project is 

economically feasible. 

HAVE YOU APPLIED YOUR METHOD TO THE INFORMATION THAT FIPL 

HAS PROVIDED WITH ITS PEASIBILI’IY ANALYSIS? 

Yes. At Exhibit SRS-8 his testimony, Dr. Sim reports the results of the comparison of 

the two resource plans, using medium fuel and medium environmental compliance cost 

a~sumptions to be positive for customers in the amount of $622 million on a present 

value basis. At page 20, he states that he has removed $700 million of amounts 

previously spent from the resource plan that includes the uprate projects. Expressed in 

201 1 dollars, and based on a spending profile of $347 million in 2009 and $353 million 

in 2010, the amounts already spent total $778 million. Subtracting the already spent 

amount of $778 million fkom the claimed savings amount of $622 million demonstrates 

that the impact on customers can be conservatively estimated as a negative $156 million 

for the medium fuel and medium environmental compliance cost case. 

DOES THIS MEAN TEE UPRATE PROJECTS SHOULD NOT GO FORWARID? 
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No. However, it does mean that the Commission should adopt a method of Viewing the 

project that will enable it to iden@ and disallow costs that exceed the maximum amount 

that would be cost-effective for customers. 

CAN YOU RECOMMEND A WAY IN WHICH SUCH A MAXIMUM AMOUNT 

CAN BE IDENTIFIED? 

Yes. For its evaluation of the feasibility of Turkey Point Units 6 & 7, W L  used a 

breakeven analysis. I suggest that a similar approach could be used to iden@ a 

maximum amount of EPU related cost that should be included in FPL’s rate base. FPL 

should be directed to produce a breakeven analysis that identifies the amount of EPU 

investment that can be included in the “nuclear” resource plan in order to yield the same 

Cumulative Present Value of Revenue Requirements (“CVPRR”) as the ‘”n~n-nuclear’~ 

resource plan. For purposes of this discussion, the “n~clear’~ resource plan is the one in 

which the EPU project is included. The “non-nuclear” resource plan is the one in which 

the EPU project is not included and is the one against which the nuclear plan is 

compared. The breakeven EPU investment amount should be the maximum amount 

allowed to be included in rate base and should include all dollars spent beginning in 2009 

for the project. This would protect FPL’s rate payers ftom costs (associated with the plan 

that FPL has identified as its least cost choice) that exceed those associated with what it 

has identified as its second best choice. 

DOES THAT CONCLUDE YOUR TESTIMONY? 

Yes, it does. 

- --___ -- 

9 



1000 

1 0  

11 

1 2  

13  

1 4  

1 5  

1 6  

1 7  

1 8  

19 

20 

21 

22  

23 

24 

25  

BY MR. McGLOTHLIN: 

Q 

A I have. 

Have you prepared a summary of your testimony? 

Q 

A 

Please proceed. 

Thanks. 

Good morning. The purpose of my testimony is 

to suggest a means of evaluating the total cost of 

Florida Power & Light's EPU project. FPL has excluded 

sunk costs from its annual evaluation of the project, 

and its witnesses have provided testimony that shows 

positive benefits to Florida ratepayers using that 

methodology. 

Although I agree that sunk costs are typically 

excluded from feasibility analyses, I maintain that sunk 

costs should be included in this process in order to 

determine if ratepayers are better off with a resource 

portfolio that includes the EPU project versus a 

portfolio that does not include the EPU project. 

The EPU project is evaluated annually and, for 

each evaluation, costs spent to date are excluded from 

the feasibility analysis. At the same time, total EPU 

costs have increased since the last evaluation was 

produced. The effect of these two things in combination 

is that the total cost impact of the EPU project will 

never be reflected in the benefit matrix, which is 

FLORIDA PUBLIC SERVICE COMMISSION 
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included in FPL's testimony. 

I'm at this hearing on behalf of Florida 

ratepayers. I think it's reasonable to show how the EPU 

portfolio costs to the ratepayer compares to the cost to 

the ratepayer if the EPU project had not been pursued 

and an alternate resource portfolio were developed. 

The valuations using that approach show that 

the economics have shifted during the course of project 

development. I think it's reasonable to ask why that 

has happened and to examine the causes of the changes in 

the projections of total costs. 

My testimony shows the impact of an adjustment 

to FPL's medium fuel and medium environmental compliance 

cost benefit. If sunk costs are included in the 

analysis, FPL's net benefit of $622 million for that 

scenario turns into a net cost of 156 million. These 

values relate to testimony initially filed by FPL. 

Subsequent FPL testimony included a revised, 

slightly lower net benefit for the same case. When this 

revised value is adjusted to include estimated impacts 

of sunk costs, a slightly more negative cost results. 

My testimony also contains a recommendation 

that FPL be required to use a breakeven approach in the 

evaluation of the EPU project. This would allow the 

determination of how much can be invested in the EPU 

FLORIDA PUBLIC SERVICE COMMISSION 
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project before that investment yields a present value of 

revenue requirements that exceeds the present value of 

revenue requirements associated with a non-EPU 

portfolio. 

used to determine the maximum amount allowed in rate 

base for the EPU project. 

This breakeven amount should be the basis 

M R .  McGLOTHLIN: Does that conclude your 

summary? 

THE WITNESS: It does. 

MR. McGLOTHLIN: Mr. Smith is available for 

cross-examination. 

CHAIRMAN GRAHAM: Okay. 

Florida Power & Light. 

MR. ANDERSON: FPL has no cross-exam for the 

witness, but notes that his testimony remains subject to 

the standing objection stated in our motion to strike 

yesterday. 

CHAIRMAN GRAHAM: Okay. So noted. 

Staff? Other Intervenors? No? 

MR. YOUNG: No questions. 

CHAIRMAN GRAHAM: Anybody from the board? . 
Okay. Do we need to enter any exhibits into 

the record? 

M R .  McGLOTHLIN: I move 100 and 101. 

CHAIRMAN GRAHAM: Let's move exhibits marked 

FLORIDA PUBLIC SERVICE COMMISSION 
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100 and 101 into the record. 

(Exhibits 100 and 101 admitted into evidence.) 

If that's - -  then we're currently done with 

this witness; is that correct? 

MR. McGLOTHLIN: We have another witness. 

CHAIRMAN GRAHAM: We're done with this 

witness? 

MR. McGLOTHLIN: Dr. Jacobs, yes. 

CHAIRMAN GRAHAM: Thank you, sir. 

THE WITNESS: Yes. 

WILLIAM R. JACOBS, JR. 

was called as a witness on behalf of the Citizens of the 

State of Florida and, having been duly sworn, testified 

as follows: 

DIRECT EXAMINATION 

BY MR. McGLOTHLIN: 

Q Please state your name and business address 

for the record, sir. 

A My name is William Jacobs. My address is 1850  

Parkway Place, Marietta, Georgia. 

Q By whom are you employed, Dr. Jacobs? 

A I'm employed by GDS Associates. 

Q On behalf of OPC, did you prepare direct 

testimony in this case? 

A Yes, I did. 

FLORIDA PUBLIC SERVICE COMMISSION 
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Q 

A I do. 

Q Do you have any changes, additions, or 

Do you have that document before you? 

corrections? 

A Yes, I do. I have one change. On page 16 of 

my testimony, line 6 ,  the end of that sentence on line 

6 stating " 9 0 %  completion of the workll should be 

deleted. And in place of that it should read, 

"Completion of 90 design modification packages." 

M R .  McGLOTHLIN: We're in the process of 

preparing a substitute page to accomplish that change, 

Mr. Chairman. 

CHAIRMAN GRAHAM: Okay. 

BY M R .  McGLOTHLIN: 

Q Do you have any 

make, Dr. Jacobs? 

A No. That's all 

additional corrections to 

Q With that correction, do you adopt the 

questions and answers in your prefiled testimony as your 

testimony today? 

A Yes, I do. 

Q Did you also prepare exhibits to your 

testimony that have since been marked as 1 0 2  through 

114? 

A Yes, that's correct. 

FLORIDA PUBLIC SERVICE COMMISSION 



1005 

1 0  

11 

12 

1 3  

1 4  

1 5  

1 6  

17 

18 

19 

20 

2 1  

22  

23 

24 

25  

Q Have you prepared a summary for the 

Commissioners? 

A Yes, I have. 

MR. McGLOTHLIN: Excuse me. I ask that the 

prefiled testimony be inserted at this point. 

CHAIRMAN GRAHAM: We will enter Dr. Jacobs' 

prefiled testimony as though read. 

FLORIDA PUBLIC SERVICE COMMISSION 



DIRECTTESTIMONY 

Of 

YVILUAM R. JACOBS JR, PhB. 

On Behalf of the Office of Public Counsel 

Before the 

Florida hblio Service CommiSSiOn 

JJoc~E~No. 110009-EI 

4 

5 

6 

7 

8 I.INTRODUCTION . 

9 Q. . PLEASE STA’IX YOUREZAME, TITLE AND BUSINESS ADDRESS. 

. .  

10 A. 

11 

12 30067. 

13 

My name is William R Jacobs, Jr., PhD. I am a Vice president of GDS Assooiates, 

IUG. My business address is 1850 Parkway Place, Suite 800, Marietta, Georgia, 

14 Q. DR JACOBS, PLEASE SUMMMWJG YOUR EDUCATIONAL 

15 BACKGROUND AND EXP-CE. 

16 . A. I received a Ba&elor of Mechanical Engineering in 1968, a Master of Science in 

17 . 
18 

19 

20 

21 

22 

23 

24 

25 

Nuclear Engineering in 1969 and a PhD. in NucIear Bngineering in 1971, all from 

the Georgia InstitUte of Technology. I am a registered profbsional en- and a 

member of the American Nuclear Society. X have more than Wrty yearp of 

experience in the electric power industry including more than tweIve years o f  ‘power 

plant construction and start-up experience. I have pardcipated in the c o m t i o n  and 

start-up of seven power plants m this country and overseas in managanent positions 

including start-up and site manager, As a loaned employee at the Institute of 

Nuclear Power Operalions (7NPO”), 5 participated in the Construction Frojed 

Evaluation Program, perfomed operating plant evaluations and assisted in the 

1 



0 

0 

development of &e Outage lb@agement Evaluation Program. Since joining OD5 

Associates, Inc. in 1986, I have participated in rate case and litigation support 

1 

2 

activities related to power plant construction, operation and decommissioning. I have 3 

evduated nuclear power plant outages at numerous nuclear p l a h  throughout the 4 

+ United Stat=. I ram currently on the management committee of Plum Point Unit 1, a 

650 MWe coal fired power plant under construction near Osceola, Arkansas. As a 

5 

6 

member of the management d i t t e e ,  I assist in providing oversight of the EPC 7 

8 contractor for this project. I am currently the L Georgia Public Sexvim Commission’s 

(GPSC) Independent Construction Monitor fbr Georgia Power Vogtle 3 and 4 mcl& . 9 

project. As the Tndependent Construction Monitor I assist the GPSC Commissioners 10 

and staff In providing re.gulatory oversight of the projest. My monitorkg activities 11 

include regular mtings wik project management personnel and regular visits to the 12 

Vogtle plant site to monitor construction activities and assess the project schedule and 

budget. My resume is included as Bxhibit W-1. 

13 

14 

15 

Q. 

A. 

WERE YOU ASSImD BY OTBlER GDS PERSONNEL IN THIS EPFOIR’JC? 

Yes, I was. In addition to myself, the GDS tea& involved m the review and 

16 

17 

18 * evaluation ofthe requests for authorization to recover costs consisted of Mr. J& P. 

Mcaaughy, Jr., a former nuclear utility executive with over 37 years of experience, 19 

and .Mr. Brian Smith, an expert in produdon cost modeling and feasibility analyse&. 20 

Mr. Smith is sponsoring testiminy on an aspect of our review. 33s sualifications are 21 

confaifled in his prefiled testhnony. The resume of M i  Mcoaughy is attached to this 22 

23 testimony as &hibit WRJ-2. f have reviewed the work of MI. Mcaaughy, and have 

incorporated and adopted it as my own in this testimony. 24 

25 

2 



0 

0 

1 Q- 

2 A. 

3 

4 .  

5 

6 

7 

8 

9 

10. . 

11 . 
12 

13 Q. 

14 A. 

15 

16 

1.7 Q. 

18 A. 

19 

20 * 

21 

22 

23 

24 

25 Q. 

WaAT XS ’x1BoE N A m  OF YOURBUSXNIESS? 

GDS Associates, Inc. C‘GDS’’) is an engineering and consulting f m  with offices in 

Marietta, Georgia; Austin, Texas; Manchester, New Hampshire; Madison, Wisconsin; 

and Auburn, Al&ma GDS provides a variety ‘of services to the electric utility 

indusfry including power supply planning, generation support services, rabs and 

regulatory consultin’g, financial analysis, load forecasting and statistical services. 

Generation Support services provided by GDS include fossil and nuclear plant 

monitoring, .plant o-ership feasibility studies, plant management audits, production 

cost m&hg and cxpert testimony on k s  relating to plant management, 

constructioh, licensing and pafamance issues in technical litigation and regulatory 

proceedings. 

WHOM ABE YOU REPRESEWG IN Tla3[s PROCEEDING? 

I am appearing on behalf of the Florida OfEm of Public Counsel COPC’), who 

represents the ratqhyers of Florida Power (8. Light Company. 

~HGTWASYOURASSIGNMENTINTE~I~PRO&QING? 

I was asked to assist the Florida Office of Publh Counsel to condudt a review and 

evaluation of requests by PIorida Power and Light Company (FPL) for authority to 

all& historical and projected costs associated withmctended power uprate (‘TZU”) 

projects being pursued at the Turkey Point 3 and 4 and St. Lucie 1 and 2 nuclear 

plants, and historical and projested cpsts associated with FPL’s Turkey Point 6 and 7 

new nuclear project through the capacity cost recovery clause. ’ 

1 

HAVE YOU PREVIOUSLY TJZSTIFIED B E F O ~ T E I S  COMMISSION? 

3 



1 A. 

* 2  

3 Q* 

4 

5 A. 

6 

7 
' 8  

9.  

10 

1 1. 

12 ' 

13 

14 

15 . 

16 
17 Q. 

18 

19 A. 

20 

21 

22 

23 Q. 

24 

25 

26 

Yes. I testified on behalf of the Florida Office of Public Counsel in the previous 

NCRC proct;=dhgs in Dockets No. 080009-EI, 090009-E1 and 100009-BI. 

PLEASE PROVIDE A BIRIEF OVERVIEW OF TEE NATURE AND STATUS 

OF FPL'S NUUEAR PROJECTS. 

FFL currently has two major nucIesF projects under way. The most active project at 

this time is the project to increase the generating capacity of FPL's exjsting nuclear 

units, Turkey Point 3 and 4 and St. Lucie 1 and 2, by ts total of 450 megawatts. This 

project is rem to as the extended power uprate or EPU project. It is m n t l y .  

scheduled to be completed in 20 13. FPL has spent approXimately $700 million of an 

estimated total cost of $2.48 billion on the EPU project The second project is the 

development of Turkey Point 6 and 7, a new nuclear plant consisting of two 

. Westinghouse A P l O O O  mators. This project is in the Iicensing stage. It is projected 

to provide 2,200 megawatts of capacity with on line dates of2022 and 2023. At this 

time FPL has spent $129 million of an estimated "overnight cost" (that excludes 

canyhg costs and escalation) of $11.1 billion. . 

PLEASE 

DOCKET UNDER THE NUCLEAR COST RECOVERY CLAUS3. 

PPI; is requesting authority to include $196,004,292 of nuclear cost items in the2012 

Cap&& Cost Recovery W r .  

FPGs REQUEST FOR COST RECOVERY IN THLS 

ILMETHODOLOGY 

PLEASE DESCRIBE TB[E MITTHODOLOGY F T ' Y O U  USED TO 

REVIEW AND EVALUATE THE REQUESTS FOR AUTHORIZATION TO 

COLWECT COSTS SUBMI'JTED BY FPL UNDER THE NUCILEAR COST 

RECOVERY mAusR 
4 
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1 A. 

2 

3 

4 

5 

6 

7 

8 Q . ~ T I S ~ P U R P O S E O B ' Y O U R ~ S T I M O W ?  

I first.rcviewed the Company's filings in this docket and assisted in the issuance of 

numerous interrogatariqs and requests for production of documents. To evduate the 

issues reIated to projezt schedule, cast and risk management,. I reviewed many 

internd documents, status reports and carrespohdence with regulatory authorities. I 

reviewed responses to discovery requests and issued additional discovery quests  8s 

needed. I assisted OPC attorneys with the depositions of XipI. witnesses. 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 'Q. 

23 

24 

In my testimony, I will address three &.w. The first subject is the inappropriate 

methodology that PPI; employs to assess the long-term feasibility of its EPU uprate 

project. Next, I will describe how the deficient feasibility methodology and 

imprudence on FPL's part in the areas of sefccting a "fast track" qproach for the 

EPU project, estimating the overall costs of the uprate pmjects and managing risk 

during the project have potentidy placed the ut%Q in the psition of incurring 

unreasonable costs that are in excess of those aswiatedwith an alternative 

generation plan and so should be disallowed from the knounts that FPL is authorized 

to collect fiom customers. FinalEy, I will address the issue relating to the &ab of 

the capital costs of its EPU project that FpI; submitted in prefiled testimony dated 

May 1,2009, and that it decided not to update either prior to or during the September 

2009 hearing in Docket No. 090009-EL 

TLI.suMNzARY OFTESTZMONY 

PLEASE SulwlMARlizE YOUR CONCLUSIONS WITH RESPECT TO "IB3 

METRODOLOGY THAT FP!L USES TO PERPORM ITS N'EASIBILm 

ANALYSES OF THE TJPRATE PROJECTS. 

5 
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1 A. 

2 

3 

. 4  

5 

6 

I conclude that FPL’s comparisou of the cumulative present value of revenue 

requirements of two resource plcins-one incorporating the nuclear uprate projects and 

another without the nuclear uprates- in which PPL excludes amounts already spent 

h m  the capital costs of the “with uprate” scenario, is ill-suikd to the circumstance of 

FPL’s EPU uprate project. This is because FPL had little grasp of wfiat the capital 

costs would be at the beginning of the project, and FPL’s estimates of the cost of 

* .  

7 

. a  
. 9  

. 10 

11 

12 

13 

14 

15 

16 

‘17 

18 

19 

20 

21 

22 

23 

24 

completing the projects (90-go costs”) have increased dramatically from the outset. 

Excluding “sui& costs” is au acceptedwky of performing a feasibility study when the 

overall project cost is known,&able and well defined. However, if the project costs 

are largely unknown and estimates are understated at the outset, and if.as B result the 

‘’to go” costs increase nearly asmuch as the annual “past spent” amount that is 

excluded firam the comparison over time, the exercise can cause misleadiag results: 

based only on 30 go” costs, the analysis will likely continue to show feasr’bility, but 
e .  

when aI1 costs are considered, the project may be uneconomical for customers. If 

.there was eyer a valid basis for using the comparison of fevenue iquknents as the 

means of evaluating the feasibiiity of the uprate projecls, it has eroded in light of 

FPL’s experience with estimahg the costs of the pmjeqt. My aDS colleague, Brian 

Smith, will iIlustfate the problem and propose a means of compensating fbr tho 

distortion produced by FPL% inapppriate methodology pending the adoption of a 

repl8cement methodology., In that regard, for fi~ture feasibility studiw I recommend 

. 

that the Cornmiskion direct FPL to perfiorm a ‘%reak-even” analysis for the uprate 

projects similar to the %rcak-ev~’’ study that it prep- to support the long-term 

feasibility of its proposed new nuclear unit?; and to calculate separate such 

“breakeven” thresholds for the St Lucie and Turkey Point sites. 
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1 Q- 
2 

3 

4 

5 A. 

6 .  
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10 

11 I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

22 

22 

23 

24 

25 

PLEASE ~ ~ M M A R ~ ~ E Y o ~ R T E ~ I * I M ~ M I  CONCERNING 

WAGEMETAT IMPRUDENCE AND YOUR~COWIMEND . ATIONTKAT . 

TEE COMMI[SSXON DISALLOW COSTS FOR THE EPU PROJECT TEAT 

ARE GREATER TEXAN THE BREAKEVEN COSTS. 

FPL’s uprate projects began with what FPL styles an initr’al “scoping“ study, fillowed 

by an “indicative” bid fiom BFhtel, its EPC contractor. As Ppz’s Witness Jones 

acknowledges, an uprate to an existing nuclear unit is a hugely complex undertakhg. 

At the hghiig, it is imbue# with enormous uncertainties. This type of project is 

uniquely unsuitable far the Est track approach, in which an organization commits to a 

project and spends large sum befire it has any idea of the ultimate cost. Not only. 

did FPL not have a*-onabla idea of the f k d  cost‘ of the project, FPL exacerbated 

. 

the situation by Gling to quantify the “bmkeven” poirit (that is, the mrurimum cost 

.per installid kW of uprate capacity that would be as cost-effective or more cost- 

effective than the alternaiivo to the uprate). Such a “breakeven” analysis is better 

suited to a project that is r;haracterM by substantial uncertainfy than is the 

comparison of revenue requirements that PPL adopted as its long term fieasibility 

methodology for its qrate projects. Bven today, FPL does not have a good hade on 

the ultimate cost of the uprates, and it does not incorporate a contingency factor that 

is adequate fbr the circumstances. Further, FPL was slow to recognize and take into 

account early indications that its initial estimates wexi inadequate. These missteps 

constitute imprudcn& &at has exposed customers to the real likelihood that costs of a 

plan with the uprate projects will be higher than correspopding costs of a resource 

plan that does not include the projects. In facf OPC witness and fedlow GDS 

consul@nt Brian Smith will demonstrate thar at this stage o f  the projects, FPL’s own 

data indicate that customers will see net costs, not net benefits, fiom the uprate 

7 
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12 Q. 
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15 

.. 16 

17 A. 

18 

19 

$20 

21 
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24 

* - 2 5  

a .  

projects. This is the case even though the biggest expenditurn are yet'to come. To 

protect the customem fiom having to bear unreasonable costs occasioned by l?PL's 

imprudence, I recommend that the Commission should disallow al l  costs greater than 

the b e v e n  cost fiom the amount that FPL seeks to collect through the NCRC. 

Because estimated capital kosts h d  years of operations remaining prior to the 

expiration of opedng licenses di@r materially between the St. Lucie and Turkey 

Point uprate activities, I fizrtl~cr recdmmend that tho Commission direct FPL to 

perform abreakevcn analysis for eaoh EPU project, so that the economic feasibii 

and &e justification for the continuation of the exteuded uprate project at each plant 

site can be evaluated individually rather than being lumped together. 

PLEASE SulMMARIzE YOUR CONCLUSIONS AM, 

RECOMMENDATIONS WlTEl RESPECF TO TE31E ISSUE OF WHETHER 

E L  SHOUILDHAVE AMENDm 3323 TESTIMONY CONcERNlNG ITS 

IBTYMATE OE cAPmAL COSTS Assoc!rATED W l T E  TEE mRATE 

PROJECTS DURING THE SXPTEMBm 2009 EVIDENTIARY U G .  

Based on my review of infotmation provided m ~~SOOV~IY, I conclude the iafixmation 

* 

regardi;lg the cost o f  the EPU projects that PPL inoluded in prefled testimony in May 

2009 was not the most current view of the 

testimony had been efEctively superseded by revised estihilates as of the Executive 

Steering CommittEe meeting. of July 25,2009. At that time, managers of the uprate 

projects increasexi the estimate co'ntained in May 2009 pmfiled testimony by some 

$3001dEon, representing a 21%-hcrease above the estimate mitaintxi in tho 

as the estimate in the May prefiled 

prefiled testimony. FPL's uprate managers adjusted their estimates of capital costs 

again in August 2009, when they hmed estimated capital costs by another $144.5 

8 
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million, or a total of $443.6 million more 

estimate since 2007. FPL shouId have apprised the Commission of these 

the amount FPL ..a been using as its 

developments no later than the time when its witness testified jn the evidentiary 
. e  

hearing conducted on September 8,2009. Further, because the capital cost estimate is 

.a key component ofthe utiljty's Iong-term feasibitii study which the Commission's 

rule requires FPL to present annually, PPL also should have revised its feasibility 

calculations to reflect &e increased capital cost estimate and the wnespondingly 

lower benefits associated with the increase during the sa& hearing. I am informed 

by OPC'S c o w 1  thst OPC regards these a i  a violation ofthe d e  governing 

the nuclear cost recovery clause. 

N. FPL'S INAPPROPRIATE IMETB;OI)OU)GY FOR MEASbRING 

LONGTERM~IBIUTYOFUPRATES 

~ E ~ ~ ~ ~ O D O L O C U T H A T P P L ~ ~ Y S I N  

Tlrs ANALYSTS OF =LONG flERN FEASIBILITY OF THE UPRATE 

PROJECTS. 

PPL & a methodology calIcd tho Cumnt Present Value of Revenue Requirements 

(CPVRR). Using this methodology, the Company compares the revenue 

xequirements flowing from a generation porttblio containing the EPU projects to a 

genedon portfolio without the EPU projects for the entire lifb of the projects. The 

menuc requirements include fuel cos&, capital costs, operating costs and all other 

costs related to operation of the plants. PPL calculates.the present value of the 

costs and compares the sum of the revenue requhments for each generation 

portfolio. The gencration portfblio with tho lower CPVRR is considered to be the 

moie economical poffi1.io. FPL excludes expenditures incurred &to the analysis, 

9 
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12 Q. 

13 

14 

15 A. 
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. 17 

18 

19 

20 

21 

22 

23 Q. 

24 

25 

and inclndcs only the remaining costs to complete the unit as capita. costs, on the 

basis that the expenses hcurred in prior periods are “d costs.” 

DID YOU ADDRESS THIS CHOICE OFMJZTHODOLOGIES IN TEE 

TESTIMONY THAT YOU SUBlWfTED INDOCKETNO. 100009,PRToR 

TO THE DECISION TO DEFERFPL-TED ISSUES TO THIS 

HEARZNGCYCJLE? 

Yes, I d i d  my view of the shompiqp of the methodology as it is applied to 

tho EPU qprate projects In the prefiled testimony that I presented in Docket No. 

100009-BI. The comments that I made in that testimony remain valid. 

. .  

?LEAR3 TELL TEE COMMISSIONERS WEN YOU BElLlEVF3.l THZN, 

AND CONTINUE% BELIEVENOW, TH;lflc FPLW METHODOLOGY, AS 

project with known and a b l e  Cost. As I explained in my testimony in Docket No. 

100009-BI, this m d o d  is not appropriate for evaluating the economics of a project 

for which the final estimated cost is rapidly increasing. Ifthe estimated totid cost is 

increasing at a rate that approximates the expenditures on the project, the cost to 

complete will be unchanged while the total project cost is rapidly increasing. This 

mash the true picture of whether the project is economically h i b l e .  

ARE THEBE INDICATIONS %‘HAT THE SHORTCOMING ‘KHAT YOU 

DESCRIBE IS AFFECTING THE VALIDITY OF TBE RESULTS OF TEl3 
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1 . A. 

2 

3 

Yes. As discussed flirther in the testimony of OPC witness Brian Smith, it appears 

that the EPU projects provide net costs, not net benefits, to customers when total costs 

of the project are considered and compared to the alternative generation portfolio. 

4 

5 

Yet, FPL’s feasibility analyses, which ignore past expenditures, qtinue to show that 

the EPU projects have economic benefit. 

8 

9 

10 

11 . A. 

12 

13 

14 

15 

16 

17 

6 

7 Q. HOW DOES THP: METHODOLOGY THAT FPL ~ Y S  TO MEASURE 

LONG TERN FEASIBlLITY OF ITS EPU UPRATE PROJECTS COMPARE 

TO THAT WEaCHITUSES TO ASSESS TEE FELWIBILlTY OFITS 

PROPOSED NEW TURKEY POINT NUCLEAR UNITS? 

FPL uses a “breakevcn’ methodology to assess the feasibility of the new Turkey 

. 

18 Q. 

19 

20 A. 

21 

22 

23 

24 

25 

.Point 6 and 7 units. In the breakaven methodology, FPL calcuIates the total capital 

cost at which the CPVRR of a generation portfo~o including the new nuclear units 

equals the CPVRR of the dtmate generation portfolio. Ifthe cost of the new nuclear 

units exux& the breakeven cost, the units are not economically feasible. Ifthe cost 

is Iess than the breakeven cost, they are economically f;easibIe. 

WEAT INHORMATION DOES A BREAKEVEN ANALYSIS PROVIDE, AND 

IN WHAT ClRCNMSlXNCcRFi IS THls INFORMATION USEFUL? 

A breakeven analysis provides the project total cost that the project must come in at 

OF below for the project to be beneficiaI to ratepayers. This infbrmadon is very useful 

for project managers to monitor the ultimate feasibiity of the project as the project 

proceeds. If project cost estimates are rapidly increasing, the breakeven analysis 

provides an early warning to project managers that the project may no longer be 

’ feasible. 

11 
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24 

ElAS €?PL CONDUCTED ABREAKWEN ANALYSIS FORITS UPRATE 

PROJECTS '$EAT IS SIMILAR TO ONE IT PERWORMS FOR ITS 

PROPOSED NEW NUCLEARUNITS? 

No. In response to OPC Interrogatory No. 85 (included as Fixhiit WRJ-3), which 

asks FPL to explain why a breakeven cost analysis was conducted for Turkey Point 6 

and 7 but not for the FPW project, FPL statts: 

It is not neuskuy to per.6~1 a breakeven cost analysis in 
order to evaluate a potential gemrating unit option. 

This response furthsr states: 

In its need fdhg forthe Turkey Point 6 and 7 project, FPL 
chose to introduce anew b&vm cog calculation 
approach for that specific project. This approach was 
developed and utilized because of the more numerous areas 
of uncarfainty thal would &t the analysis of a much 
loner-term project. 

In testimony (Sim May 3 2011 pag~ 10, limes 12 - 17), W L  asserts that the 

comparison of the CumUlativB net present value of revenue mpiremnts is the 
. .  

appropriate methd to use for the uprate projects. FPL oBrs no expIanation fbr this 

position. 

25 Q.DO YOU AGREE WEKFPL ON THIS porn 
26 A. 

27 

28 

. 29 

30 Q. 

31 

No. I believe the breakeven analysis is more appropriate than the CPVRR 

.methodoIogy for tbe uprate projects,just as it is &e methodology of choice for the 

proposed new units. 

IN RESPONSE TO OPC MTeRROGATORY 85 FPL DISCUSSES IClrS USE 

OF A CPVBR ANALYSIS TO EVALUATJ3 THE WEST COUNTY ENERGY 

12 
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14 

CENTFXdNITS. DO YOU AGREE THAT T h S  IS AN'APPROPRIATJZ 

ANALOGY? 

No, I do not. The use of a CPVRR evaluation is appropriate f ir  the Wa.t County 

Energy Center Units. These are gas fired, combined cycle units of which hundreds 

have been qonstructed around the country. FPL has extensive experience, including 

recent expcrimce, in coI1sfs1Icting this type of unit. For a unit with high cost 

axfahty, such as a combined cycle unit, a CPVRR evaluation is appropn'ate. This is 

clearly not the case hr the BPU projects. 

A. 

. 

Q* 

A. 

15 . 

16 

17 

18 

19 . 

20 

21 

22 

23 

24 

25 

0 

WHAT d-S EXTST BETWEEN TEE PROJECT TO BullLD NEW 

IJN'ITS AM) TFSE UPRATE PROJECTS TElATL;EAD YOU TO STATE THE 

FOREACE? 

Because of the complexity of the projtct and FpL's decision to 'Yfast track" its 

construction prior to the ocrmpletion of the engineering design activities that are . 

necessaryto quanti9 costs, th0 costs of the EPU uprate projects are as highly 

uncertain, if not mom so, than the costs of the new Turkey Point units. (I will 

develop the level of uncertajnty that supports this observation more Illy in a !der 

section of my testimony.) Accordingly, everything that FPL said about the suitability 

of the breakeven analysis to the proposed new nuclear units is fully applicable to the 

EPU uprate projects. As the uprate projects progress, it is important for project 

managers to recognize when the project cost forecast is approaching the point at 

which the project is not economically feasible. Rtlianm on only a CPVRR 

methodology can result in the continuation of a project when it is no longer 

economically feasible and when it is too late to mako necessary changes. 

I 

13 



0 

I 

1 

2 Q. 

3 

4 A. 

5 

6 

7 

8 .  

- 9  

10 

11 

12 

13 

14 
15 Q. 

16 

17 A. 

I8 

19 Q. 

20 

21 A. 
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24 
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27 
28 

WHAT ACTION DO YOU REXOMMEND TO THE COlMkllSSZON ON THIS  

SUBJECT? 

I recommend that the Conm&sion find the long term feasibility methodology that 

FPL applies to its uprate projects is inapPropriate and should not be accepted. I 

recommend &at the Commission find &at tho msuh of the feasibility d y s i s  

sponsored by FPL in lids case are rnisleadiug, in that they mask what can be 

described a “ s h d  in &~Mvveness” of the uprate projects that I attn’butc to 

management imprudence. Finally, FPL should be directed to perform a breakeven 

analysis for its uprate projests similar to that which it prepares annudy’for its 

proposed new units. 

V. &RUDENCE OF FpL)S‘MANAGEMENT OF THE EPU PROJECTS 

HOW IS EEL APPROACHCNG THE PUNNING AND CONsTRucTrJ[ON OF 

THEmuujpRATEPRoJEcTs? * 

FPL is employing what is called a ‘W tm&’ approach. . . -. 

WHAT 3[5 A CFPAST TRACK?’ METHOD OF CONSTRUCTING A PROJECI‘, 

AMDHOWDOESTElCATDI[FFeRFROMANORMALAPPROACEI? 

FPL witness Jones, in his May 2,201 1 testimony, at page 17, quotes- the Project 

. Management Institute’s “A Guide to the Project Management Body of Knowledge”, 

third edition. I will quote flom the same book, page I46 

Fast ’hacking. A schedule compression technique m which phases or 
activities that normally would be done in sequence am performed in parallel. 
An example would be to construct the fbundaljon for a buildiig befbre all the 
architecture drawings tm complete. Fast tracking can result in rework and 
increased risk. This approach can require work to be performed without 

. .  14 
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24 

25 A. 

26 

27 

compIetc detailed infixmation, such as engineering drawings. l[t resuIts in 
iect tradinnrz: cost for the. and inmaSes the risk of achrcvtw th e shortened DTO 

schedule - (emphasis added) 
. .  

WHATAIRE~ARCHJTJZCTUREANDENGINEEIUNGDRAWINGS, 

AND WHY WOULD PROCEEDING WITEOUT COMPLETE DRAWINGS 

RESULT IN ll?XUW3E COST FOR THE PROJECT? 

The architecture and engineering drawings provide the final engineering design of the 

project. "Final enginedug design" re&m to the firll specifications (sizes materials, 

configuration, etc.) of tho physical components to be installed. Proceeding without 

complete drawings and engincqing can result in increased project costs m several . 

ways. First, as dgcnibed above, rework may be required if the final desi& is 

difkrent fiom B preliminary design that is implemented on the project. In addition, 

until the finA design is complete, the fme scope of the project & not known and the 

fznal cost is impossible to estimate with any degree of accuracy. Thus, theactual 

f d  cost may be significantfy more than the original estimate because the scope of 

work included in the original estimate was incomplete. Finally, an engineering and 

c~ns@uction antractor will not be able to provide a firm bid on a project based only 

on preliminary enpineering. Since the scope is not known, the risk is too great. 

Therefom, to protect im& an engineering and construction contractor will only 

provide a bid on a "time and materialsi' basis. This results m a high likelihood of 

incceased Costs.. 

DOES BPL PLAN TO PERFORM WORK WII'HOUT COMPLETE DESIGN 

DFUWINGS? 

Apparently, FPL is considering this option. The pace ofthe completion of design 

engineering drawings has been far glower than that which would be needed to support 

FPL's implemejlEation schedule. I will develop this poht in greater detail Later in my 
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testimony. For my immediate puiposes, T have attached as Bxhibit W-4 a graph 

&t FPL uprats managers presented to FpL’s Executive Steering Committee for the 

meeting of October 27,2010. 3Ie.graph depicts the actual amount of design 

engineering for the St Lucie uprate project that has been completed over time, a& 

shows the status (as of the October 20 10 

relative to the stated target date of July 2011 

gain an appreciation for the degree to which the rate of completed design engineehg 

would have to accelerate in order for W L  to achieve its current schedule for 

accomplishing design work; I have added a data point reflecting the status of 

engineering as of April 201 1 - the most recent date for which I have FPL data -- and 

then drawn a dotted line to co&ectthat date to the target date. The steep dashed l i e ’  

shows that for PPL to adhere to its schedule for placimg the dclitional megawatts of 

capacity associated with the upratb projeds.into service, either the speed with which 

FPL and Bechtel are performing design engineering would have to increase 

dramatica&-at a rate which experience to date suggests would be h i i y  unlikely- 

OT FPL would have to pe&m constraction without having completed design work, 

which would mean the ultimtzte costs would be even more uncertain. Of course, the 

alternative would be to slip the schedule. However, that would also have 

consequences in the form of increased costs and a d l e r  amount of time within 

which to generate fual savings sufficient to offset the capital costs of the up- 

additions befbre the nuclear units’ operating licenses eqire--Slll of which has 

implications for the projtcts’ economic feasibility. To date, FPL’s position has been 

that it intends to adhere to the exiking schedule, notwithstandm the large amount of 

design engineering tbat remains to be done. That plan necessarily entails the type of 

cost risk to which the publication refers. FPL witness Jones, in his deposition, stated 

16 
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that if portions of the design engineering are not ready in time to support the 

implementation schedule, it would be possible to undertake construction “at risk” in 

advance of the completion of design work (Jones deposition transcript, June 22,20 1 1, 

at pages 23 - 24). This, as his term “at risk” iinplies, is very risky h m  a cost, 

schedule and NRC pomt of vim. 

. 

* .  

IS R U T  TRACKING APPROPRIATE FORPROJECTS SUCH’AS THP, FPL 

EPUPROJECTS? 

In my opinion, it is not. I agree wholehearbedly with FPL’witness Jones whenhe says 

‘The BPU project is of extraordinary managaid and technical dif&uIiy. FPL’s BPU 

prpject representp one of the hugest and most complex nuclear design, engineering 

and canstruction projects undertaken In the nuclear industry since the construction of 

the last gemration of US. nuclear plants.” (Jones May 2,201 1. tesdmony, page 4, 

lines 16 - 19) However, this has b6ea true ofthe projects &om the outset These 

projects repmat a combined 450Mwa of nuclear capacity, which is Iarger than 

some axisting nuclear plants. Practically all of the last generation of nuclear projects 

to which Mr. Jones refers were built with variations of fiist track, h&and-materid 

contracts with disastrous results from a cost and scheduling standpoint. The utility 

induslry said “never again.’’ For the current generatioil of new nuclear units, utilities 

have chosen tmegotiate contracts that h&e fixed &ope and fixed price fixtures to 

control cost and p v i d c  some degree of cost certainty to ratepayers, stockholdem 

and regulators, This is the approach wisely @ken by FPL and PRF in approaching the 

Turkey Point 6&7 and Lsvy l&2 projects. Nevertheless, FPL has chosen t.6 approach 

the EPU projects in the same, high risk manner in which the l&.gem&ation of nuclear 

units were built. 

17 
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A. 

Q. 

A. 

DOES RPL ACKNOWLEDGE THAT “HE FAST-TRACKPROCESS HAS 

CAUSED PROBLEMS? 

Yes. & July 25,2009, the EPU project management gave a presentation to the 

Executive Steering Committee (ESC) revealing significant projeot cost increases. 

part ofthe presentation consisted ofproject manageinat executives discussing the 

“lessons learned” so %r in the, project. Concerning the fkt-track process, the 

following bullets were included: 

concept (T&lcey Point 7/25/2009 update p&e 39-Bates 000094) 

0 Past TraclcModification Control(’hrkey Point 7/25/2009 update page 40- 

Brrtes 000095) 

o boked at the project ody h r n  a high level risk assessment 
* 

* o Should have don(e) a more detailed risk assessment whim establishing 

tho budget 

o Did not assess the @ity of original site stamg due to fast tracking 

mese comments are frbm the ~urkey point presentation. mom fiom the St. Lucie 

presentation are essentially the same. (Bates number 000474 and 000475) 

DID THE PROJECTS START OUT AS FAST TRA- 

IpROJEcTS? 

No. Based on information that OPC acquired fimn FPL’s former Vice President- 

Uprates during discovexy, it is my hderstandbgthat FPL contemplated proceeding 

with the uprate adivities using FPL’s normal project managementprocess before 

senior management directed project managers to use the Yhst track” a p p d i  to 

. .  
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attempt to place the addiinal nbcgawatts on line by 2012. See Exhibit W - 1 1 .  

Pagts TR-3-28, 

IS TEE STATUS OF PROJECT DESIGN C O ~ ~ T I O N  AN 

IMPORTAM' FACTOR IN THE S U C W S  OF A PROJZCT? 

In my opinion, it is exhmdy important. Completing the design is the key to 

knowing the cost and schedule. Prior to the design reaching a relatively high state 

ofcumpIetion a sijjnificant amount ofuncednty exists in the h y  drivers of 

project cost and schedule including: 

unceztain: Actual projects costs are likely to exceed initial estimatsS as the design 

of the project is completed and the scope of the project is identified. Initiating a 

very large and complex poject with a high level of cost and schedule uncertainty 

. can lead to an u n s u c c d  project that does not provide the hoped f ir  benefits. 

DOES COST C5RTAINTYINCREASE'GS DESIGNENGINEERING 

ADVANCES TOWARD COMPLEXION? . . 

19 
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A. Yes, and FPL agrees. Page 10 of the September 9,2009 presentation to the PPI, 

Executive Steering Committee @SC) states: 

Engineedng and Design will complete in December 2010 

(As of April 18,201 1, only 31% of the engineering design projects, called 

modific8fions or %mods," have been completed.) 

improving cost certainty. 

Page 7 of the March 8,2010 preSentatoi (a little over ayeerr sgo) to the ESC states: 

The pmjM js at the very early stages of design. Cost 
certainty will improve as design is completed. 

Q. lclEIEsE QUC)"ATIONS ABOVE REFER TO TBE "DESIGN". WHAT $3 

. ' MEANTBYTHAT? 

A. These statements are referring to design engineering. The project record is MI of 

references to cost uncertainty usually associated with the status of the design 

enginaxing of project mo&kations. Desigh en&dng on this project is divided 

into discrete packages that 8te associated with a particular project or rnmcation. 

. 

- 

Examples am Turkey Point Unit 3 Main Feed Pump Rep1-a Condensate Pump 

and Motor Replacement and Containment Cooling Modifications. "ha total EPU 

projects currently consist of 209 Mods, including 95 at 9. Lucie and 114 at Turkey 

Point. Over the past year, the projects have grown fkom 191 tb 209 Mods, and there 

likely will be more. 

Q.WHAT IS "HE mATtJS OF DESIGN ENGINEERING AT 1cHIs TIME? 

A. As I Said earlier, the latest inforation .that I have is as of April 201 1. It was supplied 

by the Company in its resgonss to OPC Interrogatory 50. It states that 3 1 % or 65 of 

the 209 Mods have completed desigh engineering allowing some cost certainty fir 

. tliose Mods. From January 2010 until the latest data provided by FPL in April 2011, 
20 



0 
apiod of 15 montbq the FPL EPU organization has compktedthe design of 65 1 

2 

3 

Mods (31%) or a little over 4 per month. They are scheduled to complete all 209 

Mods by.the end of 201 1, or 144 over 8 months, or about 18 per ?on& requiring a 

sign3icant increasam the completion ratc achieved to date. W-4, to which I 

referred earlier, is a graph ftom the October 27,2010, meeting showing the schedule 

4 

5 

6 for Design Modification completion. The dotted Line indicating the slow pace of the 

progress during the six months prior to April 18,201 1 and the additional b e  7 

8 indicahgthe steep rate of acceIeration that wouId be needed to enable FPL to r d n  . 

“on coursa,” provide a dramati0 visual of the lack of engineering progress. 9 

10. 

11 Q.COULD I” BE TEAT A NUMBER OF MODS ARE ALMOST COMPLETE? 

12 A. 

13 

14 

15 

According to the data, the% are 23 Mods that are between 90% and 100% complete 

and 37 that are between 30% and 90% complete. Them am 67 that are betwten 0% 0 
and 30% complete and 17 that have not been stark$. I do not find these figures 

16 

17 Q.IS THE COMPANY CONCERNED ABOUT THIS SITUATION? 

18 A 
19 
20 . 
21 - 
22 
23 
24 
25 

Yw,theyare. IutheMarch23,20llyESCpr~~tion(BxbibitWRT-S;) onpage21, 
PpLStatesthat: 

BechteI (tho EPC contractor) bas strnggled with meeting 
pre-outage miIestones for design modifications * 

requiring Sncreased focua and management attention. 

It also states that recovery plans have been estabkshed. PPL witness Jones stated in 

26 his deposition of June.22,2011 that he has started ConErading out some of the work to 

27 other engineering .firms. (Jones deposition transcript, June 22,201 1, page 42, lines 22 

28 

29 

. - 24) With an outage starting m fiye months, this may be too little, too late. I have 

noted in the Company’s response to OPC Tntmogatory No. 56, which asks for the 
21 
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. outage schedule, that every outage dafe is prefaced with the tentative "cuircntly 

scheduied;" 

15 A. I 
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18 
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26 

27 

HAS LATE EIYGINEEFUNG ALREADY CAUSED DELAYS IN 

COMPLETING EPUPROJECTS? I 

Yes. The outage for completion of implementation of the first EPU project, St. Lucia 

outages have slipped some also. The ESC wastold at its March 23,201 1, meeting 

(ESC slides, page 36) (Exhibit WRJ(FPL1-6) . 

m v e d  outage start dates in provide additional the. for 
enginctiing and plagnhg, brinping mom certainty with 
execution, 

. 

As witn&s Jona indicates in' his teStimcm$ the.proje'c9 arb still hth6'early 

*CS. &gin&r$g is. only 50% complete on amaqhombasi's and only 31% Qf 

the known project modificatiOn deigns Are complete, At thig wint, accordh to 

I%. Sim, IQL hiis spent  ply $700 million out of $2.48 billiog total. m e  &st 

rnaj0rBI.J impIementation anci.~tmpIptbn ouwb is comifig ti~).atst. Lucie I, 

only m e  4 '/z months away, 'kid X wwld poitit opt that for that out@ge only 15 of 

45 currently identified Mods h4ve csmpleted engineering. J?PL ha hited atl 

outside estimating firm t9 help cost aut the completion on over 100 Muds for 

Turkey Poipf, indicating that they we a lodg Way 

on c;onstructiau at Turkey Point. (FPL Reqohse to OPC Int&rogator'y No, 83) 

Because tliis Turkey Point estimating work is in the eb1y stag&, I expect that the 

cstiinating for construction 'at St. h i e  is also very early in its development. PPL 

b a g  Costs pa&ect down 

has ta speiicl aho$E $2 billion (according to their soft nrunbis) over the next 18 
22 
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months for work that is, a8 of today's date, unplanned and unpriced. Based on 

what they know nowl the almost $2 binlion can only be an uneducated guess. 

3 

4 Q. . ARE THERE OTBER ISSUES THAT ARE OF CONCERN FOR THE EPU 
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. 6  
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. 12 
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23 

24 

25 

COST AMI SCEtEDULE? 

A. Yes. W$ness .Jones identifies a number of additional problems beside tho design 

in his May& 201 1, testimony: (Jones May 2,2Oli, testimony, pages 35 - 38) 

0 Siructud Integriity-This h t o r  deals with the a b i i  of existing buildings 

floors, walls, eto. to support ncw,'heavier equipment in place and also as the 

equipment 1~:tranSpod to its proper position in the plant. This engineeiing 

and planning work has not bccn accomplished and will cause additionat 

engineeaing as well as consjxuction. 

0 C i t e d  Work and Staging !3pace-Because of the numerous mods to be 

accomplished at the same time, the planning and schednling of sim.ulmeous 

projects in the same work spacts are very difBcuk This will ausc additfond 

agineerfng and labor costs. 

0 Rigging of Equipment-Mr. Jones states that some of the equipment to be 

repIace or modified weigh up to 185 tons. Some of it is in places that are 

difficult to access. The additional costs am associated with mgineering and 

implementation of this unplanned for k k .  

0 Operating Plant Environment-1 discussed this earlier. This means that every 

action taken inside a licksed nuclear power plant must take into acCiuntthe 

plants NRC technical qdfmtions. For exampIe, there will some equipment 

that cannot be taken out of service unless a backup is in operation. Physical 

security, health physics, and radiation protection specifications must be 
. .  

. .  a23 
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A. 

strictly adhered to. Fitness for duty requiremeats must be applied to all plant 

and contractor personnel. 

8 Work ofder Planning and Integration with Routine Outage Actividet+Work 

in operating nuc1a.r ficilities must be detailed with strict, swific procedures 

that must be developed befbre work begins. &so, during a refieling outage at 

a nuclear power plant, them is a beehive of activiw that will be taking place 

normally without the inhallation of the 209 mods. Coodination of these 

efforts will increase cost and lengthen scheddes. 

. 

Witness Jones indicates in his response to OPC TNT 80 that: 

. . .the extent and impact of these complicating fkctors cannot be filly 
de&rmined until the assodated engineering and construction pIannfng 
activities are completed. 

WHAT DO YOU CONCILUIIIE CONCERNING TBE MANAGEMENT OF 

THE FPL EPU PROJIXTS? 

I condude that that the decision to first track these projectsand to p m e  them 

without performing a breakeven analysis was an frnpdent decision on the part of 

FPL management I expect significant increases &project cost and mom project 

delays in the unning two years. Project cost will not be known imtil the project is 

complete, rendering FPL'S ixsi~w analyses ofrelatively little use.  his fast 

track decision will likely result in costs that will significanty, exceed the cost'of 

the studied alkmative. 

HOW WOULD YOU DESCRIBE TEENATURE OF FPL'S EPU 

PROJECTS,~ TERMS OF THE DEGREE OF UNCIERTAINT~ AND' 

COMP-7 

As wiiness Jones states in his testimony and I have discussad above, the EPU 

projects are the largest and most CompIex since die last generation on U.S. nuclear 

24 



1 * plants. I would maintain that it is evenmore complex, because it must be 

2 

3 

4 

5 

’ accomplished within existing, operational nuclear pfants, creating all the 

expensive complications that witness Jones discusses so well. I would add, 

however, that witness Jones’ points regarding complexity have been known fiom 

the beginnings of the project, and demonsbate why the decision to “fast track” the 

6 . uprate pjects WBS so risky. 

7 

8 Q. IN YOUR OPWON, DO 3FIpL’S ESTIMATED COSTS C O N T m  

9 ENOUGHCONTXNGENCY AT TIXIS TIME GIVEN THE PRESENT . 

10 STATUS OR’ THE F,PUl?ROJEc1cs? 

11 A. 

12 

13 

14 

15 . 

16 

17 

18 

19 Q. 

20 

No, they do not. In its answer to OPC Interrogatory 77, PPL stabs that its 

contjngency in its ament number is fiom 0 to 7%. which seems quite small 

consbring that the engineering is only 50 % complete and the major construction 

has not yet been estimated to the level of detail necesSBIy to set up construction 

wntracts (See response to OPC Interrogatory 83,) In my opinion, a higher 

contingency commensurate with the current desijg aud construction status would 

be appropriate. 

’ 

23 CAPITAL COSTS THAT FPL EAS IT WILL I N ~ T O  ’ 

24 COMPLETE TEE PROJEXTS? 

25 
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No, it does not. As I discussed above, the capitrzl costs are still uncertain at this 

point. As OPC Witness Brian Smith points out, the EPU projects are not feasible 

under the base case assumptions when costs spent to date are incIudecL FPL has 

not calcdated a break-even cost and therefore does not know how much the 

ratepayers c ~ u l  affbrd for thw to spend on the projects. I recommend thatihe 

Commission order FPL to immediately submit a breakeven analysis fbr the EPU 

projects. Tiiv St. Lucie and mkey Point projects should be looked at separately 

in the analysis, with a break-evea cbst identified for each project 

WHY DO YOU RECOMMIENI) SEPARATE ANALYSES F!OR EACH 

PROJECT? 

At current estimates, tho Turkey Point project's estimated cost is approximately 

$250 million mre %an the estimate fbr St. Lucie. It is my understanding &at the 

capacity increase for the -Turkey Pomt Epu project is less than that fir St. Lucie. 

In addition, the &p&g licenses %r Turkey Point expire in 2032 and 2033, 

while SL. Lucie's operating licenses q i r e  m 2036 and 2043, 'giving St Lucjie14 

more &-years of operation. Bear in mind that tho economic feasibility of an 

uprate project depends on the ability of the additional megawatts of nuclear 

. 

. capacity to generato  fie^ savings over time that will more than ofiet the "price 

tag?' of capitid investment. The higher capital costs, lower increments of 

additional nuclear genmting capacity, and shorter periods of serviee present B 

greater "hurdle" that the Turkey Pomt uprate activities must overcome to 

demonstrate economic fessibilify. These difkrenw between the two plants may 

-, ". 

pdssibly show that the S t  Lucie EPU has been "mg" the %key Point IEPU. 
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In any event, the differences warrant separate analyses for the plant sites, and 

separate decisions with respect to whether each should continue. 

TO BE CLEAR, HOW HAS MANAGEMENT IMPRUDEJXCE IN 

CUSTOMERS WIILL REALIZE NETBENEFITS O R V T  

ADDITIONAL COSTS, THE ECONOMIC FEX!3lBWTY OF THE 

10 A. 

11 

12 

FPL's imprudent decision to fbt track the J P U  projects has led to a situation in 

which FPL is spending substantial sums of money very quickly wbiIo not . 

knowing what the final bill is going to be. As FPL has acknowledged, it is 

* .  

13 

14 

25 

16 

17 

impossible to b o w  what the projects will cost until the designs are complete. 

"he finaldedgns were only 3l%complete as ofApril 18,2011. By using 

inau;uratd, undea-staM estimates'of project costs and ignoring money already 

spent, the projects will always look feasible men though they may ultimately cost 

tho rate payer more than the alternative generation portfolio. 

1 a. 

19 Q. 

20 

EVEN XF BPL'S EPU UPRATE PROJECTS TUXN OUT TO BE NOT 

COST-EB'FECTIVE, ISN'T THAT OFFSET BY THE PROJECJ-"S FUEZ, 

21 

22 

SAWGS,'FUEIL DIVERS€TY AND LOWER EMISSIONS OF 

GREENHOUSEGASES? 

24 

25 

23 A. Project firel costs am the ma.jori@ ofcosts that me inchrded in the CPVRR or 

breakeven analyses. Thus, these savings are already.considered. The cost of 

greenhouse gases is aIso taken into Bccount in CPVRR and breakeven analyses. 
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The value of fie1 diversity has not been quantified; and should be a matter of 

Commission policy; however, the fitel diversity benefifs cannot be evaluated in 

isolation fiom a realistic appraid of economic feasibility, and would not be 

worth pursuing at some level of cost. 

WHAT DO YOUR OBSERVATCONS REGARDING MANAGEMENT 

IMPRUDEN(SElNDICATEwlm8[~ECTTOTEIEAMOUNTS 

8 

' 9  

10 - A. - 

11 

12 . 

13 

14 

15 

16 Q. 

17 

.18 A 

I9 

20 

21 

22 

23 

24 

25 

COLLECXED FROM CUSTOMERS IN 2009,2014 2011, AM) THE 

AMOUNT THAT FPL WISWS TO COLLECT IN 20121 

I recoAend that the Commission require the Company to determine a breakeven 

COG for each project. 7% &&my should be sllowed to coUA firhne amomts 

up to the breakeven costs. Amounts for 2009,2010,2011 and 2012 could be 

collected as long as th0 breakeven valnw have not been exceeded. 'xhe amount of 

the breakeven cost could be reviewed and truedup each year. 

BASED ON YOUR TESJXMONY ON TEUI SuBJXcm OF PRmENCE, 

WHAT ACTIONDO YOU RECOMlWWID TO TBE COMMISSION/ 

I recommend that the Commission take the fbblowing actions: 

1. OIdtx PPL to submit a breakeven analysis for eachZPU project, St. Lncie 

and Turkey Point 

2. Based on these auafyses, determine if Turkey Point EPU shonld be 

continued. 

3. Limit future recovery of BPU capital cost to the mounts determjned in the 

final breakeven analyses as filed by FPL at the conclusion ofthe project 
> 

and reviewed arid approved by the Commission. 
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Q. 

A. 

VIITHE 2009 ESflWLGTES OFUPRATERELATED CAPFX'AX, COSTS 

HOW DID YOU CONDUCT YOUR KEXIEW OF TRX 2009 ESTIMATEX OF 

WRATE-RELA'X%D CGPITAL COSTS TO A S C E R T A I N V T H E  

MAY 2009 ESTIMAll$S REPORTED IN FPL's PREFlpuED lclEslllwxoNy 

S H O W  EAVE BEEN UPDATED PRIOR TO ORDURING THE 

SEPTEMBER2009 EWENTURY EEARJNG? 

As the Commlssion I m e d  last year, in February 2010 FPL engaged Concentric 

.Energy Advisors to inve.6t.i- an employee complltint Zetcer. In the Ietter the author 

expressed his concern about (among other Wigs) the clis&ard with which managers 

of the uprate projects tre&d*indidons that the cbsts ofthe projects were rapidly 

increasing beyond the iniial estimates, and the manner in which FPL would report 

those incresses in the costs of the uprate projects to the Commission. In June 2010, 

John Recd, President of Concentric Energy Advisors, submitted to FPL a report in 

which Mr. Reed concluded that the May 2009 estimates co- in FPL's preaed 

testimony were not the best inf0nnation.b~ by FPL at the time of the September 

2009 hearing, and thai PL*s witness should have revised the estimate to reflect the 

utility's then current view of tho costs. As tbe Commission is also aware, FPL took 

issue with its consultant's finding in this regard prior to the time that the Commission 

defkmed FPL-mated issues to the 20 1 1 hearing =le. In this docket, Mr. Reed has 

miterated his conclusion that FPL should have w%ed its estimate of capital cpsts 

upward prior to or during the September 2009 hearini3, while PEL witnesses Art Stall 

and Armando Olivera contend thaf because the updated cost information was subject 

to M e r  review and efforts to control, FPL €MKI no basis on which to'rnise its May 

2009 prefiled testimony at the thio of tho September hearing. OPC asked me to 

perform an independent review of the fscts and circumstaTlces that'gava rise to these 
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Q. 

A. 

~ Q- 

A. 

. 
differing assertions, and fm my own concIusion regarding whether FPL should have 

updated its May 2009 testimony to reflect higher projected capital costs at tho time of 

the September 2009 hearing. . 

OPINION? 

The documents and materials that OPC requested in discovery and that I reviewed for 

this purpose include the bulk of the materials that Mr. Reed listed in his June, 2010 

report. In addition tdthese materials, I reviewed FPL's anwets to OPC's - 
iaterrogatOries, FPL's prefiled testimony in this docket and the .transcripts of the 

depositions of Art stall, John Reed, and Terry Jones. By telephone, I monitored t h ~  

deposition of former FPL Vim President-Uprates Rajiv Kundallrar, who sponsored 

the May 2009 prefiled testimony on the subject of capital cost estimates during the 

September 2009 hearing. 

PLEXSE DESCRIBE TEE FACTS ON WHXCEX YOU BASE YOUR 

CONCLUSION THAT'mL DID NOT PRBSENT THE BFAT AVAILABLE 

INFORMATXON REGARDING ITS ESTJMATE OF TEE COSTS OF 

COMpLETloNG TEW UPRATE PROJECFS DURING THF, SEPTElMBER 2009 

EVIDENTXARYHEAIUNG. 

The original estimate for the EPU projects was based on conceptual scoping studies 

and indicative bids &om the EPC contra,ctor. Detailed engineering was essentially at 

zero percent, and there was ahigh degree of uncertainty in the project estimate. 

During 2009,]6pU project management made monthly presentations on the BPU 

project, includhg cost estimates, to FPL's Executive Steering Committee PSC). In 
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001036 

&e May 2009 p ~ ~ e & i t i ~ ~ ’ t o  the ESC, the total cost forecast for both St. Lucie and 

Turkey Point remained the same as thk ariginal estimate. (OPCPOD1, No. 9, 

FPLOOO103 - 000132) (Exhibit WRJ-7) However, a closer d o n  of the May 

2009 forecasts shows that. the total of costs fix engineering, materials and 

implementation had increased from the original estimate by over 25% for St. Lucie 

Ibm (W75 million to $595 million) and over 27% for Turkey Point from ($546 

million to $696 million). 

PLEASE E2KHAIN HOW TaEsE CATEGORIES COULD HAVE 

INCREASED .JF THE OVERAWL ESTIMATE DID NOT CHANa. 

At the outset of the project, the uprate managen included a component h the esdmate 

thet they Iabeld “Scope not estimated.” Thereafter, each increase in costs that the 

managers identified w8s assumed to reduce the “Scope not estimated“ by the same 

aIllOlXlti 

DOYOUA~WITHTECEMANNI&INWHICHFPLUSED “SCOPE 

NOT ESTIMATED” TO MAINTAIN A CONSTANT PROJECT ESTIMATE? 

No. Necessarily, the premise for the practice is that FPL had 8ccuTBfBy quantified, 

to the &k, the ultimata cost of the project, when in faot FPL, because of its decision 

to “fast tmk” the decision, had little &rasp on the costs that would be incurd. FPL 

had no basis fir using the ‘Scope not estimated’’ as a ‘%balancing adjustment.” In his 

report, Johh Reed of Conoentric Energy Advhors also criticized thLs practice. 
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. 1 A. 

‘ 2  

3 

4 

5 .  

6 

7 

8 

9 

10 

11 

12 

13 

14 

The Cost and Budget Summary maintained a constant TotaI project cost‘by reducing 

tho cast allocation fbr “Scope not estimated’’ from $182 million to $69 million for St 

Lucie and from $204 million to $50 million for Turkey Point. As of May 2009 there 

was clearly upward pressure on the estimated cost of the project. In the June 2009 

ESC presentationthe Total cost estimate for St. Lucie and Turkey remained the same 

but the “Scope not estimated” component had dwindled to $14 million& St. Lucie, a 

92% decrease fiorn the original $182 million and to $28 million for Turkey Point, an 

86% decrease fiom the origtd $204million. (OPCPODI, No. 11, pPLOOOl91- 

000219) Projects costs had not stabilized and w m  continuing to increase. At the 

July 2009 ESC meeting, the current fomast f i r  St. Lucie was shown to have 

increased by $139.6 million above the original eStimata and the current esd~nate for 

Turkey Point was $160.6 million above the original estimate. (OPCPODI, No. 5, 

FPL000056 - 000095 and OPCPODl, No. 12, ppLOQ0424 000475) (Bxhibit W- 

- 8 and &hSi W - 9 )  In June 2009, the allowance for “Scope not estlmabd” had 

15 

16 

17 

18 

19 

20 Q. 

21 

22. A. 

23 

24 

25 

been exhausted, and FPL had to fully recognize the increase in project cost in the July 

ESC meeting. The July 2009 BSC presentations included a detailed, line-by-lme 

presentation of costs a$FPL managejnent attempted to identify and understand the 

reasons for the Gost mcmses. 

ARE THERE OTHER ASPECTS OF TEE JULY 2009 PRE-SENTATIONTO 

THE~CTHATARESIGNIFlcANT? 

Yes. The July 2009 ESC prescxit&onalso reflected the results ofthe recent e&rts 

by the EPU management team to rein in Bechkl‘s increasing cost estimates. The July 

2009 ESC presentation also contahs an updated hsiiility analysis cbnducted by an 

FPL analyst (not Dr. Sim) to examine whether the EPU projects remained 
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25 

I 

economically €&%le (using FPL's methodology) at the new higher cost estimates. 

The feasibility analysis in the July 2009 EEC presentation used a combined EPU total, 

cod of $1.706 billion, compared to the $1.407 billion used in the original 

Determination of Need filing and in FPL's 2008 and 2009 NCRC testimony. See 

page 50 of Exhibii WRJ-9. 

WEAT HAPPENED AFTER JULY 20091 

Upward cost pressures codnued, as the August 2009 cost cstimate shown in the 

September 2009,ESC presentation hcreased again from $1.706 billion to $1.850 

billion. From the above presentation demonstrating continued increasing costs 

ttuoughout the spring and summa of 2009 and the use of the i n d * c o s t  estbtes 

in the updated feasibflity analysis, I conclude that the cost estimate submitted in 

FPL's prefiled testimony in May 2009 wa9 cIearly stale and should have been 
I 

updated prior to or during the hearing m September 2009. In addition, FPL should 

have updated the ksibility analysb that it presented at the September 2009 hearing. 

to reflect the inMeased estimates of capital costs. 

HOW WOULD YOU COMPARJ3 YOUR CONCLUSION Wrra THAT OF 

CONCENTRZC ENERGY ADVISORS, AS EXPRESSED IN ITS ,JUNE 21, 

2010, INVESTIGATION REPORT? 

I reached the conciusion as M. ~ e e d  with respdd to whther the Capitai cost 

esthmte should have been updated, with one diflknce. Mr. Reed approachcsl his 

task from the standpoint of whether FPL adhered to its own internal policies 

regarding, amon& other things, c o m m d d o n s  to the Commission. M y  approach is 

'to assess whether FPL met Commi3ssian requirements fix submissions in the nuclear 

cost recovery clause, including the requirement of Rule 25-6-0423 that it provide an 
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1 

2 

3 

4 

5 

6 

7 Q* 
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10 

11 A. 

12 

13 

14 

. 15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 

' 24 

analysis of the long term feasibi of the upate project annually. Regardless of the 

methodology that is used, a proper analysis of the long term Wbil i ty  of the uprate 

project requires that the best avdIable f f i d o n  regarding the capital costs of the 

project be uscd as an input to the analysis. This was not done in the September 2009 

hearing. 

PPL HAS ASSEWXD THAT FIPL RCAD NO OBLIGATEON TO UPDATE THE: 

TESTIMONY ON CAPITAL COSTS BECAUSE DESIGN ENGIHEFXWG 

HAD NOT BEEN COMPLEIXD FOR THE PROJECTS. DO YOU FIM) 

flEIIsPERsuAsrn? 

No, I do not Design engineering tbr the project will not be complete until shortly 

before the project itselfis complete. For example, as of April 18,2011 design 

engineedng has been OompIeted for only 31% of the Plant Change Modifications. 

(Response to OPC Inkgatory 50) The logical extension of FPL's assertion is that 

PPL would need to update its hitid estimate of capital costs (formed when little 

m&eaing had beeq done) and adjust the capital cost input to its ongoing economic 

feasibility analyses only whea the project is virtuanjt complete. This approach would 

fiwtrab the ability of the Commission to monitor the Mbility of the project over 

timi. Ruther, when FPL updated capital costs in May 2010, design engineerhg was 

only 10% complete. 

FPL €€AS AXSO CONTENDED TEAT AT TBE TIME OF THE JULY 2009 

PRESENTATION TO 'JcH& ESC THEXE EXISTED bPPORTUNITES TO 

REMOVE SCOPE FROM TIBOE PROJECTS, AND 'IrIBIEREPORE THE 
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NulMBERs WERE PRELJwmvARY AND NOT YET READY TO REPORT 

TO THE COMMISSION. HOW DO YOURESPOND? 

I respond in two ways. First, the July 2009 cost estimates were the result of extensive 

line by line analyses of the capital costs which included identification and 

quantification of all born reductionS in scope. The reductions in were 

quantified and reflected in the revised estimate of capital costs.. See page 9 of Exhibit 

WRJ-9. It is ddubtful that pldit iod reductions in scope would be identified at a Iater 

date that would have a significant impact on the July 2009 estimate. This is boIjae out 

by the fact that FPL increased its estimate of capital costs materially above the July 

2009 tstimate in the following month. Secondly, FPL could have provided the latest 

cost estimatts and informed the Commission of their preliminary nature with a 

promise to provide the' Commission with the latest update when became more firm. 

FPL should haveinformed the Cormnission of this latest cost &ab. 

' 

. -  

BPL SAY8 THAT IT DIREI;TElD IPTS UPRATE MANAGERS TO REDUCE 

COSTS BY "USEUNGBACX" AGAINST BECETEL. IT SAYS TEAT . 

BECAUSE lT ]BIAS NOT ACCEPTED BECEIXL'S ESTIMATE, IT WAS 

UNDERNO OBLIGATCONTO REGARD "€JB JULY 25 ESTIMATE$ AS * 

HAMNG -ED THE MAY TE&TIMONY. WEATIS YOUR 

RESPONSE? I 

Again, the July 2009 cost estimates include the results of FPL's initiatives to push 

.back.against Bechtel. In the May 2009 and June 2009 presentations, upate managers 

laid out a program of steps through which they intended to resolve their challenges to 

Bechtel's new, higher estfmates. The prbgram contemplated a flurry of measures 

designed to bring closure to the challenges within a 30 day time h e  endmg in late 
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June 2009, A table ip the implementation section of the Jdy 2009 report for both St, 

Luc.ie and Turkey Pbint presents the results of extensive negotiatlons with Bechtel . 

that areipxporated in the July 2009 cost e m a t e .  These fables entitled "Bechtel 

pmposal Estimate Changes'> show the following.cost changes resulting from fie 

irtgotiations with Bechtel:.: 

Ofiginal P50 ShbmiW, 

Mod L&elyP50; 

Most Likely F50 Rev.1; 

Reduced Scope Hours; 

Consolidated Procureme&,. 

Wuped &@&ring iilanhg(lrs and Con$rWtio~. 

. .  

. .  
Pa@ 28 of 52 ofExhibit'WIU-9 is ei bar graph that was part of thepresefihdon to the 

SSC during the Jdy 2009 nX+@ng, It ,kdicates th f  FPL's p r o m  Qfohallenging 

Bechtel's nqmb@s resulM 3 a.dectease in Bechtel's estimate ofEFGplab?d msts 

' . 

the time tbe pdcage for the J~ly  rneitiug ww ptqated. In.short ngDtiatiQns with 

IBeChteI were flu along at the'time the July 2009 e s e a t e  waq developed imd ' 

mEariingfu1 reductidns in Bechtel's Cbst e?$nate were C l d y  identified, 

FPL HAS ALSO MAINTAINED THAT BECAUSE IT WAS CONSIDERING 

EITEKERSELF--PE~FORMANCE ORREPLACINQ BECBTEL WITHA 

DIFFERENT EPC CONTRACTOR, THE JULY 2008 PRE!3ENTATION WA!3 

TOO PRELIMINARY TO HAVE TElEEEF" OF SUPPLANTING TBE 

MAY 2009 TESTIMOFW. DOES THIS CONTENTION PERSUADE YOU 
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THAT FPL HAD NO OBLIGATION TO UPDATE ITS TESTIMONY BY TEE 

TIME OF THE SWJXMBER 2009 HEXRING? 

No, it does not. In July 2009, Bechtel was the primary EPC contractor and any steps . 

to self-perform or replace Bechtel web very preliminary. FPL could have qualified 

their July 2009 estimate by stating that they were evaluating c1. seff-performing option 

or rcplacin~ Bechtel. In any event, EPL should have notified the Commission of the 

July 2009 estimate with whatever qualifiers w e  needed 

W O W  REPORTING A.EKGHER ESTIMAm OF CAPITAL’ COSTS HAVE 

UNDERMINED FPL’S ABILITY TO NIEGOTIATE WITH BECHTEL FOR 

TEE BENEKE OF CUSTOMERS? 

No. Aside fiam the fkct that the negotiations had borne fruit by July 25,2009, it is 

irpportant to remember that the EPC contract with Bechttl is essentially an agreement 

to compensate Btchtel for ‘%time and materials” associated with its services. At issue 

at the time Bechtel’s estimates of labor that would be required. While of course 

PPL’s objective propexly was and is to require accurate and reasonable estimates, 

wrting a high& estimate to the Commission would not j q & e  WL’s ability to 

hold Bechtcl to only the levels of staffing that would be required to actually pdorm 

the project as it progressed by supervising Bechtel and reviewing invoices so as to 

guard agahst paying for inefficiencies. 

FPL POIN’IS TO TEE FACT THAT ITS PROclEsS.FOR IEV‘UATING 

WITAL COSTS WAS NOT FXNISIED UlY’fIL SHORTLY PRIOR TO THll 

MAY 2010 FILING FOR TEE FOLLOWING YEAR, AT WHICH TIME IT 

PRESENTED H S  3FIRsTREWIONTO THE ORIGINAL ESTIMATE OF 
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CAplTAL COSTS. DOES THZS SUPPORT FPL'S C O l l T E ~ O N  THAT 

TISERE WAS NO NEED TO REVISE TBE MAY 2009 JB'lXMATES DURING 

THE SEPTEMBER 2009 HEARING? 

No. FPL has argued that a revision could not be made Until design engineering had . 

been completed. At the time of the May 2010 testimony, h which FPL provided a 

revised estimate that increased the original estimate by between $252 million and 
L 

$502 million, by its own BccourR only io% of the design mgheefhg of the projcct 

had been completed. frestimony of Terry Jones dated May 3,2010 page 6, limes 8-9 

and 15 andpage 36, lins 12) 

WHAT Is TBE SIGNTKCCANCE OF TBE UPDATED FILAsILBILFlry STUDY 

THAT MANAGXRS INCLUDED XES THE JULY 2009 RRESENTATlON, AND 

TowHxcHMRSOHNREEDRE~DlNCONcENTRICENIERGy 

ADWORS' JUNE 20x0 INVPISTIGA~ON REPORT? 

The fact that the managers of the uprab project asked for and obtained a revised 

feasibiiity study taking into Bccoullf both anticipated capacity increases and hcrcased 

capital costs reidorces my conclusion that PPL had moved beyond the May 2009 

information. 

IN RESPONSES TO OPC DISCOYERY REQUESTS, RPL CONTENDS THAT 

THE PORTION OB' TEE JULY ZOO9 PRESENTATICONTO TKEZSC TJ3AT 

IS CAPTIONED AS A "TEWl3lLK"Y ANALYSIS" WAS lNS'JX4AD A 

''SENSITIVITY STUDY" OF THE ORIGINAL FEASIBILITY ANALYSIS, 

PERFORMl3D TO THE SENS- OF THE ORIGINAL TO 

CHANGES IN C M ~ ~ A L  COSTS AND MEGAWA~T INCREASES. DOES 
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TRES CH'ARA~RIZATION LESSEN THE SIGNIp1%ANcE OF 

X X E R a ,  IN YOUR OPINZON? 

No. It merely means that FPL held constant all o f  the variables except those for 

which its most recent information exhibited material changes. That is exactly what I 

would expect FF'L to do with new infbrmation regardhg higher capital costs andlor 

increased Capacity. It does not matter whether the calculations are labeled an updated 

feasiibity andysis or a sensitiVity study-the signiff canffi & th8 m e  under either 

designation. 

IN YOUR OPINlON, SHOULD BPL HAVE PROWED THIS RFNISED 

P E A S I B ~ I N I Y O ~ T I O N T O  THE COMMBSIONDUKUYGTHE 

OF CA3?ITAL COSTS, EVEN IF THE rcErmr;rs CONTINUED TO 

INDICATE TEE PROJECTS WERE COST-EFFECTIVE UNDERRPL'S 

ME~ODOLOGY? 

' Yes. FPL has an obligation to keep the %ommission ftlly informed with the Iattst 

available information as the BPU project prograsses. This includes materhl changes . 

in s c h e d d ~  bst aad/or overall feasibility that occur following the regular submission 

date. In addition to a snap shot m tHna that these data provide, they aIso allow the 

Commission to develop a trend over h e  which is important in determining the 

ultjmate success of the project. 

HAVE YOU SEEN ANY INDrCATIONS THAT IFPIL'S MXNAGERS 

CONTE1MpLAm UPDATING T€CE MAY 2009 TESTIMONY AT ANY 

POINT PRIOR TO THE SEPTEMBER 2009 HEARING? 
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0 
Based on my review, I believe it is cIearth& as of the AugustSeptember 2009 time 

We, FPCs Vice President-Uprates and FPL's senior maaageMent had . 

1 '  A. 

2 

Fommunicated on @e subjeq and had adopted tha position that updating the capital 

costs was not called for. I did revlew one document that indicates to me the witness 

was Considering updating his testimony eadter m the process. 

3 

4 

5 

6 
I 

7 Q* 

In discovery, OPC obtained, and I reviewed, an email that h j i v  Kundalkar, the FPL 

witness who sponsored the 2009 cost &ab, wrote to FPL's chief Nuclear Officer . 

8 k  

9 

on May 30,2009. lam attaching it as W b i t  WRJ-10. 10 

11 
12 The memorandum indim to me that 1Mr. Kundafkar was dderi ig  llpdsting his 

tbsthnony once the pending challenges to Bechtel's estimates were resolved at jho 

time he wrote it. 
0 13 

14 

15 

16 .Q.  PLEASE^^. 

Ynthis email, afterfirstalludingtothefactthatthe Conuuissionstaffhadrequested 17 A. 

18 copies of all  presentations on the uprates to tlre ESC and the ChiefNuclear Ofker, 

w.. K u n d b  stated: 19 

* 20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

In previous plandug discussions with Armando and the 
legal W w e  had made them aware of the expected $$ 
estimated could be higher than the $750 million for PTN 
and the $650 million for PSL based on Bechtel's recent 
view. Therefore, in the May testimony we indicated &at 
FPL will update this related information as soon as final 
analysis and designs are completed. Armamlo's advise 
(sic) at the timo was to introduce the topic and 
colIect/fidize the facts and scope for further submittal at 
appropriate time. 

I 

I 

neefire, the timing of getting the scope iirndy defined 
and validation of estimates becomes very important.. We 
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. 18 A.. 

19. 

20 

21 

22 

23 

24 

. 25 

26 

27 

have laid out a schedule that Bechtel and the pTN/pSL./JW 
teams are working to be ready for l?PL-Bechtel meeting 
scheduled for 6/12/09. Also, we will need the same 
idormation for your review and Jim Rob0 meeting m mid- 
late June. 

a .  

I believe the document shows that Mr. K u n m  was concerned at the time that the 

PSC Staff would observe the disparity between the estimates he included in his May . 

2009 prefiled testimony and $he higher estimates that were contained in presentations 

t0,senior management th$ Staff had requested. It appears to me that at the time he 

was writing he regarded the conclusion of the period in which managers were 

attempting to bring c l m e  to the Btchtel-related challenges-scheduled to end in 

late 3une-a~ the point at which pending issues of scope end estimates could be 

clarified and the disparity between his testimimy and presenfalims to management 

could be addressed. 

WHAT DlD M R  KCJNDALKAR SAY ABOUT THE DOCUMENT? 

During his deposition, Mr. K u n 6  denied that the memorand- is related to the 

subject of updating the May testimony. He maintaindthat the highex Bechtel 

estimates were f’unveUed” and refbrred to the status of design engineering. X am 

attaching the pertinent portion of the branscrjpt of Mt. JSundalkar’s deposition as 

Exhibit WRJ-11 (sea pages TR-56-76). However, even if the witness either had no 

intention of updating testimony at the time or changed his mind afbr he mota the 

memorandum, based on the othea matters I have described my opinion is that FPL 

should have updated the testimony on estimated capital costs no later than the 

September 2009 hearing. 
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0 
1 Q9 

2 

3 

4 ALTER YOUR CONCLUSION? 

5 A. .No. 

6 

'7 Q. WHYNOT? . 

8 A. 

9 

10 

11 

In the first place, I believe FPL had a responsibility to be forthcomhg with the 

information. Jn addition, neither wifgess was in a posifion to provide fill information 

in response to questions. This is because FPLdid not share the fhct of a revised 

bibility study containing higher (by $300 million) July esthabs of capital costs, 

much less the even higher (by $144 million) August estimatq with Dr. Sku, who 

sponsored the Wbility study that was based on the May 2009 estimate. Further, 

FPL did not Enfbrm Mi= Kundalkar, who heIped present the JuIy data to the IESC 

shortly before he was assigned to a dif€erent position, that the uprate managers had 

increased the estimata of capital costs again (by approximately $144 million) in 

August 2009 bekre he &ed in Septembez 2009. See Exhibits WRJ-12, WW- 13, 

and WRJ-11, at pages "It-131-134. 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. 

21 

22 A. 

23 

24 . .. 

BASED ON YOUR REVIEW AND ANALYSIS, WBA'Jc DO YOU 

RECOMMEND TEAT TEE COMMISSION FIND? 

I recommeqd that the Commission iind thatpPL failed to provide the best, most 

ament Wormation regardmg its estimate of capital costs during the Sep-ber 2009 

bearing when it elected to not update and revise the May 2009 prefiled testimony with 

25 information that was developed between the May filing date and the July 25,2009 
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5 

meeting of the ESC. Further, because the capital cost estimate is a key input to the 

fmibiility analysis required by Rule 25-6.0423, F.A.C., to Satisfy that requirement 

FPL should have updated the Wibility analysis to incorporate the more recent 

estimate. 

8 

9 A ;  

THE FPVS MANAGF%ENT OF THIS PROJECT? 

Yes, I have. 1 am not taking issue with FPL's approach to the Turkey Point 6 and 7 

10 project at this time. 

12 Q. DOES TEAT CONCLUDE YOUR TESTfMoNY? 

13 A. Yeqitdoes. 

43 
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BY MR. McGLOTHLIN: 

Q Please summarize your testimony for the 

Commissioners. 

A I will. Good morning, Mr. Chairman, 

Commissioners. 

My testimony - -  in my testimony I address 

three issues that I have identified related to FPL's EPU 

projects underway at Turkey Point 3 and 4 and St. Lucie 

1 and 2. These issues are FPLIs flawed methodology for 

estimating the long-term feasibility of the EPU 

projects, exhibiting dramatic and rapid increases in 

estimated costs, FPL's imprudence in selecting the 

fast-track project management approach for the extremely 

complex EPU projects when it had little grasp of what 

the EPU projects would cost or what they needed to cost 

to remain economically feasible, and finally FPL's 

failure to update its estimate of EPU capital costs in 

the 2009 hearing when it was clear that the then current 

estimates were far above the costs that FPL maintained 

was still valued. 

In my testimony in the 2010 NCRC proceeding, I 

explained why the CPVRR methodology used by FPL to 

demonstrate economic feasibility of the EPU project was 

not appropriate and would provide misleading results 

when applied to the EPU project due to the uncertain and 

FLORIDA PUBLIC SERVICE COMMISSION 
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rapidly increasing cost estimates. 

The continued cost increases experienced this 

year validate my concerns of last year. 

approximately $700 million on the EPU projects, and the 

original estimate presented in the need case of 

$1.798 billion has increased $700 million to 

$ 2 . 4 8  billion. Since FPL has spent as much on the 

project as the cost has increased, the estimated cost to 

complete the project is essentially unchanged, and the 

projects remain economically feasible, according to 

FPL's methodology. 

FPL has spent 

This is obviously a situation in which the 

results are just not credible. I recommend that the 

Commission require FPL to implement a breakeven cost 

methodology for the EPU projects, as they have done for 

the Turkey Point 6 and 7 project. 

I investigated how FPL got itself into this 

situation. I found that FPL adopted a fast track 

management approach for the project in which FPL's 

normal project development process was abandoned and 

they committed to the project with essentially no 

engineering completed, without a good idea of the cost 

for the project, and without even knowing what the 

project needed to cost to be economically feasible. 

Because essentially none of the design was complete, it 
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was not possible to receive fixed or firm price bids, 

and the work is being constructed on a time and material 

basis. 

Having been in the nuclear power business for 

many years, this situation seemed unfortunately 

familiar. The last generation of nuclear power plants 

were begun with incomplete designs, extremely optimistic 

cost estimates, and built on a time and material basis. 

I believe that most of us in this room know the results 

of those projects: 

cost overruns. 

Lengthy scheduled delays and massive 

Based on the results of my review, I conclude 

that FPL was imprudent to abandon their normal 

construction processes and attempt the EPU projects on a 

fast track basis. 

Finally, I was asked to review FPL's decision 

to not update the Commission on the most recent cost 

estimates for the EPU project during the 2009 NCRC 

proceeding. I reviewed the contemporaneous Executive 

Steering Committee presentations in the June through 

September 2009 time frame. I reviewed e-mail 

correspondence received in response to discovery. I 

reviewed Concentric Energy's report of their 

investigation of this issue. OPC issued a data request 

essentially asking for all of the documents that 
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Concentric reviewed and I reviewed those documents. 

By September 2009,  the forecast cost of the 

EPU projects increased by 444 million over the forecast 

costs presented by FPL in May 2009 .  

testimony, I agree with FPL's consultant John Reed that 

FPL should have made the Commission aware of those most 

As stated in my 

recent cost estimates. 

In my testimony I make the following 

recommendations for this Commission's consideration. I 

recommend that the Commission direct FPL to employ a 

breakeven analysis as the appropriate tool for which to 

assess the long-term feasibility of the EPU project. I 

recommend that this Commission require FPL to perform 

separate breakeven analyses for the St. Lucie and Turkey 

Point EPU projects. If the Turkey Point EPU project is 

determined to be uneconomic based on this analysis, FPL 

should be required to make an affirmative case for 

continuing this project. 

I recommend that this Commission find that 

FPL's decision to embark on EPU projects using a fast 

track methodology was imprudent. The impact of this 

imprudence should be measured in terms of whether 

resulting costs exceed the final breakeven analysis as 

filed by FPL at the conclusion of the project and 

reviewed and approved by the Commission. 
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Finally, I recommend that the Commission find 

that FPL failed to provide the best, most current 

information regarding its estimate of capital costs 

during the September 2009 hearing when it elected to not 

update and revise the May 2009 prefiled testimony with 

information that was developed between the May filing 

date and the August 2009 estimates prepared by EPU 

project managers. 

That concludes my opening statement. 

MR. McGLOTHLIN: Dr. Jacobs is available for 

cross-examination. 

CHAIRMAN GRAHAM: Are there any - -  do any, any 

of the Intervenors have any questions? 

MS. KAUFMAN: I have no questions. Thank you, 

Mr. Chairman. 

MS. WHITE: No, sir. Thanks. 

CHAIRMAN GRAHAM: Florida Power & Light? 

MR. ANDERSON: No questions for the witness. 

Thank you. 

CHAIRMAN GRAHAM: Staff? 

MR. YOUNG: Mr. Chairman, in lieu of cross for 

this witness, OPC and the parties have agreed that Staff 

can enter the deposition transcript of Witness Jacobs 

into the record in lieu of cross. And that would be 

identified - -  Staff requests that it be marked for 
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identification purposes as Number 198 

CHAIRMAN GRAHAM: What will 

for that be? 

the short title 

M R .  YOUNG: Deposition Transcript of Witness 

Jacobs. 

CHAIRMAN GRAHAM: Okay. 

(Exhibit 198 marked for identification.) 

MR. YOUNG: And that will be provided to you. 

We're making copies as we speak. 

M R .  ANDERSON: Chairman Graham, could the 

record also reflect FPLIs continuing objection to the 

admissibility of the testimony for the reasons stated in 

the motion to strike. 

CHAIRMAN GRAHAM: So noted. 

Is Staff good? 

MR. YOUNG: And with that, Staff has no 

questions. 

CHAIRMAN GRAHAM: Okay. 

To the Commission board. Commissioner Edgar. 

COMMISSIONER EDGAR: Thank you, Mr. Chairman. 

First, just for my benefit, a clarification 

I'd like to ask Mr. Anderson. Is the FPL objection to 

all of this witness's prefiled testimony? 

MR. ANDERSON: The objection is to the 

portions which are specified in green and attached to 

FLORIDA PUBLIC SERVICE COMMISSION 
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the motion to strike, which address the legal matters 

that we discussed at length yesterday. 

COMMISSIONER EDGAR: All right. Thank you. 

But obviously you have no questions on any of the 

remainder of the prefiled testimony. 

MR. ANDERSON: That is correct. 

COMMISSIONER EDGAR: I have just one or two, 

if I may. 

CHAIRMAN GRAHAM: Sure. 

COMMISSIONER EDGAR: Good morning. 

THE WITNESS: Good morning, Commissioner. 

COMMISSIONER EDGAR: Yesterday I asked 

Mr. Olivera one or two questions, and I said at the time 

that I would pose a similar question to you, so I want 

to follow through on that. 

And I recognize in your testimony, and you 

have given it to us also in your summary, that it is 

your belief that FPL failed to provide information to us 

that they should have at a certain point in time. 

Is it your belief or opinion that FPL withheld 

information that was required to be submitted to the 

Commission by either rule or statute? 

THE WITNESS: That seems to me to be more of a 

legal question, but it's my belief that the - -  that FPL 

should have provided the most up-to-date information 
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available to this Commission in order to allow you to 

make a decision based on the most current information. 

COMMISSIONER EDGAR: Okay. And in your 

testimony at page 42,  line 22, and 1'11 quote, your 

words are, 

FPL failed to provide the best, most current information 

regarding its estimate of capital costs." 

define "best informationll? 

recommend that the Commission find that 

How do you 

THE WITNESS: Well, that would be the 

information of the cost estimate that best reflects 

their, their current estimate of what the project will 

ultimately cost at the point in time that the testimony 

was given. 

COMMISSIONER EDGAR: Is that possibly 

subjective? 

I THE WITNESS: It certainly could be argued. 

guess the company has argued the other side of that. 

But I believe if the, if there were small fluctuations 

in the cost estimate, then you could argue that those 

weren't relevant or material. However, from, from the 

cost estimate that the company testified to in May 2009,  

by the time of the hearing in September, the costs of 

the project had gone up $444 million, which is a very 

significant and material change. So I believe if you 

have that degree of change, that should have been 
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provided to the Commission. 

COMMISSIONER EDGAR: One second. 

CHAIRMAN GRAHAM: Sure. 

COMMISSIONER EDGAR: One of the things I'm 

grappling with is the timing of everything, and of 

course we need to come back and, and look to the 

statutes and the rules as guidance for our decisions and 

for processes and procedures. 

point about there being a legal question, and I'm sure 

that will be briefed and I look forward to that. But 

yet when I'm trying to think timeline of information 

coming in and going through processes and procedures and 

our need for, as has been stated, accurate information, 

I'm trying to find what to hang this fail to provide 

current information. Again, it just seems somewhat 

subjective. 

over and over and over, but I'm going to ask you to do 

it again. 

And I understand your 

So I realize you've answered this question 

How do - -  how - -  what are you basing current 

and best upon in your testimony before us? 

THE WITNESS: Well, I'm basing it on the 

review of documents provided by the company, in 

particular the July 25th, 2009, presentation to the 

Executive Steering Committee that indicated a 

$300 million cost increase was recognized in July of 

FLORIDA PUBLIC SERVICE COMMISSION 



1 0  

11 

1 2  

1 3  

1 4  

15  

1 6  

1 7  

1 8  

1 9  

20 

2 1  

22 

23 

24 

25 

1058 

2009 .  And again an August estimate increased the cost 

by another $144 million. So by the time of the 

September hearing, it just seems clear to me that there 

was very compelling evidence that the cost of the 

project was going up dramatically, and so - -  

COMMISSIONER EDGAR: Future estimated costs? 

THE WITNESS: Future, yes. Total, total 

costs, total estimated costs. 

COMMISSIONER EDGAR: Not costs incurred. 

THE WITNESS: That's right, not costs 

incurred. 

point. So, I mean, I think there was no credible 

evidence that those costs were, were not accurate and 

that the cost testified to in 2009 was, was stale by 

that time, in May of 2009 .  Sorry. 

And it continued to go up even beyond that 

COMMISSIONER EDGAR: Thank you. 

CHAIRMAN GRAHAM: Commissioner Balbis. 

COMMISSIONER BALBIS: Thank you, Mr. Chairman. 

And I have a couple of questions for this witness. 

And I want to focus on your testimony on page 

14 concerning the imprudence of FPL's management of the 

EPU products - -  or projects. 

THE WITNESS: Yes. 

COMMISSIONER BALBIS: And not focusing on the 

decision to fast track or not, where a good portion of 

FLORIDA PUBLIC SERVICE COMMISSION 
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your testimony focuses on that, and you did indicate 

that, I believe it's on page 21, on whether or not the 

company was concerned about this situation. And I 

assume by the situation is the percentage of completion 

of the design or other preliminary work; is that 

correct? 

THE WITNESS: Yes. Uh-huh. 

COMMISSIONER BALBIS: And you indicated that 

they were concerned. Again, focusing on 2009 and 2010,  

did you see or find evidence of any action taken by FPL 

in 2009 and 2010 was imprudent in reaction to this, this 

concern? 

THE WITNESS: No. No, I didn't. They were, 

they were committed to a fast track approach. The 

results of that commitment were the costs were 

increasing and the scope of the project was increasing 

beyond what they had originally estimated it to be. But 

by the 2009/2010 time frame they were committed to that 

approach, and I believe they were addressing those 

issues prudently at that point in time. 

COMMISSIONER BALBIS: So the, the actions that 

you list, or at least one of them that you list on page 

22, where FPL has hired an outside estimating firm to 

help cost out the completion, there was also the 

discussion on the option of them self-performing some of 
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1060 

the work, those decisions, would you feel those are 

imprudent or prudent, again in 2009 and 2010? 

THE WITNESS: I believe those are prudent. 

The reason those are in here was just to demonstrate 

that, again, that when they initiated this project, they 

didn't have a firm grasp for the scope or the, or the 

costs going forward. So by this time they called in 

help to help them get a better estimate, and I think 

that was prudent. 

COMMISSIONER BALBIS: Okay. And then I have 

one question on one of your exhibits, and this will be 

my last question, Mr. Chairman. It's the graph that 

shows the percent complete. I forget which exhibit that 

is. I believe it's WRJ-FPL-4. 

THE WITNESS: Yes. Let me, if I may, correct 

before, we go any further, one thing. The numbers on 

the side are not percentage numbers. Those are the 

number of modification packages. 

COMMISSIONER BALBIS: Okay. That was the 

question that I had. 

THE WITNESS: Okay. 

COMMISSIONER BALBIS: And what does that 

number represent? 

THE WITNESS: I think there was some confusion 

earlier about what those numbers represented. But, in 
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fact, that was the, that was the point of the correction 

I made to my testimony earlier when I began. 

COMMISSIONER BALBIS: Okay. 

THE WITNESS: Is that those are actually 

design modification packages, not a percentage complete. 

COMMISSIONER BALBIS: And did you clarify in 

your testimony - -  I believe you did, but, again, I want 

to avoid confusion. On the number of mods complete and 

manhours, there was an assessment on the earned value or 

actually work that has been done on each one of those 

mods in order to determine; is that correct? 

THE WITNESS: That's correct. 

COMMISSIONER BALBIS: Okay. Thank you. I 

have no further questions. 

CHAIRMAN GRAHAM: Thank you. 

Commissioner Brisg. 

COMMISSIONER BRIS6: Thank you, Mr. Chairman. 

I have two questions, one going back to the 

line of questioning that Commissioner Edgar was on, and 

I'm going to ask you a very specific question. 

So from your perspective, even if the company 

hadn't gone through its normal processes of vetting the 

information, you think that information should have 

brought, been brought to the Commission; is that your 

perspective? 
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THE WITNESS: Yes, sir. 

COMMISSIONER BRIS6: Okay. So then - -  but 

from your perspective you think that that is the best 

and most accurate information that should be provided to 

the Commission, providing that all of the processes 

internally by the company have not been put in place 

with respect to those numbers? 

THE WITNESS: Yes. I think they could have 

presented the information in that light: Our current 

formal estimate is the May 2009 estimate; however, we 

have very strong indications that the costs are going 

up. This is our current estimate; it may change 

slightly. But I think they should have provided that 

information in that light. 

COMMISSIONER BRISE: But you would agree that 

reasonable people could disagree on the fact on whether 

you think that information should have been brought 

forth from the company's perspective? 

THE WITNESS: Well, I believe reasonable 

people have disagreed on that, so I would agree with 

you. 

(Laughter.) 

COMMISSIONER BRIS6: Okay. All right. 

And, and down the path of 2009 and 2010,  the 

actions that the company has taken between 2009 and 2010 
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1063 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

13 

1 4  

15 

16 

1 7  

18 

1 9  

20 

21 

22 

23 

24 

25 

with respect to projected costs and all of that, from 

your perspective, limiting to 2009, 2010,  were the 

projected costs and the costs that were incurred 

actually prudent? 

THE WITNESS: I'm sorry. I didn't fully 

understand that. Could you rephrase that or repeat 

that? 

COMMISSIONER BRISk: Sure. When looking at 

2009  and 2010, we will say - -  I'm asking you do you 

think the actions that the company has taken with 

respect to the project in question were prudent? 

THE WITNESS: Yes. I believe I addressed that 

earlier. But by the time - -  once they had committed on 

the fast track project, they were sort of in the 

reactive mode and they were, they were reacting as best 

they could. And during that time frame I believe they 

were acting prudently once they got - -  initiated the 

project as they had. 

COMMISSIONER BRISg: Okay. The reason I asked 

that question is because we're, we're looking at 2009  

and 2010. 

THE WITNESS: That's correct. 

COMMISSIONER BRISk: So - -  thank you. 

CHAIRMAN GRAHAM: Commissioner Brown. 

COMMISSIONER BROWN: Thank you, Mr. Chairman. 
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And now I just have to ask a question as a 

follow-up to Commissioner Edgar's, because I was not 

completely satisfied with the answer that you gave 

regarding - -  I know you're not a lawyer, but she asked 

you a question, Commissioner Edgar asked you a question 

about whether the company was required under law, under 

statute or rule to provide that information in 

September. And your answer - -  if you could just 

elaborate a little bit more for me. 

THE WITNESS: I'm afraid I'm going to have to 

give the same answer in that I'm not an attorney and I'm 

not really able to speak on what's required by rule or 

by law. But I think it is inherently the company's 

responsibility to provide the most up-to-date and 

accurate information to this Commission so you can have 

that information in your decision-making process. 

COMMISSIONER BROWN: Okay. Thank you. 

CHAIRMAN GRAHAM: All right. OPC for 

redirect? 

REDIRECT EXAMINATION 

I BY MR. McGLOTHLIN: 

I Dr. Jacobs, with respect to the questions from Q 

~ 

Commissioners regarding your review of documents 

indicating that the estimate of capital costs had 

increased after the May 2009  prefiled testimony had been ' 
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submitted, did your review of those documents give you a 

sense of whether the project managers regarded the 

May 2009 estimate or the revised estimates in the 

July/August time frame as their view of the current 

situation? 

A Yes. I believe they - -  the July 2009 was a 

very detailed and specific meeting. And I think after 

that meeting, they, which indicated an increase of 

$300 million in costs, I believe after that meeting, 

that was the cost estimate that was the operative 

estimate by the FPL managers. 

Q And the Commissioners asked you some questions 

about the actions that FPL took in the 2009 /2010  time 

frame. Do you have an opinion as to whether those 

actions have, have fully mitigated the impact on 

ratepayers or the decision to fast track this project? 

A No, they have not. They've been, they've been 

reacting to the situation that they found themselves in 

as a result of the decision to fast track the project, 

and they have not fully mitigated the costs or impact. 

MR. McGLOTHLIN: Thank you. I have nothing 

further. 

CHAIRMAN GRAHAM: Okay. We have some exhibits 

to enter into the record. 

MR. McGLOTHLIN: I move Exhibits 102 through 
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114. 

CHAIRMAN GRAHAM: 102 through 114. 

MR. McGLOTHLIN: We also have the revised and 

corrected page to distribute at this point. 

CHAIRMAN GRAHAM: Yes, that as well, if 

there's no objections. 

(Exhibits 102 through 114 admitted into 

evidence. ) 

MR. YOUNG: Mr. Chairman, at this time Staff 

moves 198. 

CHAIRMAN GRAHAM: Also Staff's 198. Thank 

you, sir. 

(Exhibit 198 admitted into evidence.) 

MR. ANDERSON: Also, Chairman Graham, as 

proposed Exhibit 199, FPL offers some additional 

excerpts from the Kundalkar deposition. Some pages are 

in WRJ-11, Dr. Jacobs' attachment, and under the rule of 

completeness we offer some additional pages. We'll 

distribute those now. That will be Exhibit 199. 

CHAIRMAN GRAHAM: 1'11 wait for you to 

distribute to see if there's any objections. 

This is Exhibit Number 199. Is there any 

objection to entering 199 into the record? 

MR. McGLOTHLIN: None from OPC. 

CHAIRMAN GRAHAM: Staff? 
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MR. YOUNG: No objections. 

CHAIRMAN GRAHAM: Okay. Then it's so. 

(Exhibit 199 marked for identification and 

admitted into evidence.) 

Okay. Are we done with Dr. Jacobs for now? 

M R .  McGLOTHLIN: Yes, sir. 

CHAIRMAN GRAHAM: Sir, thank you very much for 

your testimony today. 

THE WITNESS: Thank you. 

CHAIRMAN GRAHAM: Okay. 

OPC, is that it for your witnesses? 

MR. McGLOTHLIN: Yes, sir. 

CHAIRMAN GRAHAM: Staff? 

MR. YOUNG: Mr. Chairman, at this time Staff 

calls Lynn Fisher and David Rich to the stand. And I 

think they have been sworn. 

CHAIRMAN GRAHAM: Let the record show they 

both indicated they have been sworn. 

DAVID RICH 

AND 

LYNN FISHER 

were called as witnesses on behalf of the Florida Public 

Service Commission and, having been duly sworn, 

testified as follows: 

DIRECT EXAMINATION 
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MR. YOUNG: Good morning. 

THE WITNESS: (By Mr. Rich) Good morning. 

THE WITNESS: (By Mr. Fisher) Good morning. 

BY MR. YOUNG: 

Q Can you please 

business address for the 

A (By Mr. Fisher 

business address is 2540  

Tallahassee, Florida. 

state your full name and 

record. 

My name is Lynn Fisher. My 

Shumard Oak Boulevard, 

Q By whom are you employed and in what capacity? 

A (By Mr. Fisher) I'm employed by the Florida 

Public Service Commission as a Government Analyst I1 in 

the Office of Auditing and Performance Analysis. 

Q All right. Mr. Rich, can you please state 

your full name and business address for the record? 

A (By Mr. Rich) Yes. My name is David Rich. 

My business address is 2540 Shumard Oak Boulevard, 

Tallahassee, Florida, 3 2 3 9 9 .  

Q By whom are you employed and in what capacity? 

A (By Mr. Rich) The Florida Public Service 

Commission. I'm an Operations Review Specialist. 

Q Have you all jointly filed prefiled testimony 

consisting of five pages in this docket? 

A (By Mr. Fisher) Yes. 

A (By Mr. Rich) Yes, we have. Yes. 
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A 

Q Do you have any changes or corrections to that 

testimony, that joint prefiled testimony? 

A (By Mr. Fisher) No. 

(By Mr. Rich) No, we don't. 

MR. YOUNG: Mr. Chairman, at this time, I 

request - -  Staff requests that the joint prefiled 

testimony of Mr. Fisher and Mr. Rich be entered into the 

record as though read. 

CHAIRMAN GRAHAM: We will enter the joint 

prefiled testimony of Fish and Rich into the record - -  

I'm sorry - -  Fisher and Rich into the record as though 

read. 

BY MR. YOUNG: 

Q Did you have two exhibits attached to your 

joint prefiled testimony as relates to Florida Power & 

Light, which is entitled 2010 Review of Florida Power & 

Light Company's Project Management Internal Controls for 

Nuclear Plant Uprate and Construction Projects, and 2009 

Review of Florida Power & Light Company Project 

Management Internal Controls for Nuclear Plant Uprate 

and Construction Projects? 

A (By Mr. Rich) Yes, we did. 

Q Do you have any changes or corrections to 

those exhibits? 

A (By Mr. Rich) No. 
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MR. YOUNG: Mr. Chairman, at this time I will 

identify and ask that those identify, those exhibits be 

marked as exhibits, which are FR-1 and 

FR-2 respectively, and FR - -  and those are Exhibit 

Numbers 115 and 116 on Staff's Comprehensive Exhibit 

List. 

CHAIRMAN GRAHAM: Okay. 

FLORIDA PUBLIC SERVICE COMMISSION 
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DIRECT JOINT TESTIMONY OF LYNN FISHER AND DAVID RICH 

Q. 

A. 

Tallahassee, Florida 32399-0850. 

Q. 

A. 

(FPSC or Commission) in the Office of Auditing and Performance Analysis. 

Q. What are your current duties and responsibilities? 

A. I perform reviews and investigations of Commission-regulated utilities, focusing on 

the effectiveness of management and company practices, adherence to company procedures, 

and the adequacy of internal controls, Mr. Rich and I jointly conducted the 201 1 review of 

Florida Power & Light Company’s (FPL) project management internal controls for the nuclear 

plant uprates and new construction projects underway at the St. Lucie and Turkey Point sites. 

Q. Please describe your educational and relevant experience. 

A. In 1972, I graduated from Florida State University with a Bachelor of Science degree in 

Marketing. My relevant utility background includes over ten years in telecommunications 

industry sales, sales management, and marketing management positions, and over twenty 

years experience with the FPSC in management auditing, performance analysis, process 

reviews, and complaint investigation. Since joining the Commission, I have participated in 

numerous reviews of utility operations, systems, and controls, each of which culminated in a 

written audit report similar to those attached as exhibits to this testimony. In 2008, 2009, and 

2010, I participated in the review of FPL’s project management controls for nuclear plant 

uprate and new construction projects. I have previously been involved in filing a report and 

testimony in Docket No. 080009-EI, Docket No. 090009-EI, and Docket No. 100009-EI. 

Q. Have you filed testimony in any other dockets before the Commission? 

Mr. Fisher, please state your name and business address. 

My name is Lynn Fisher. My business address is 2540 Shumard Oak Boulevard, 

By whom are you employed? 

I am employed as a Government Analyst I1 by the Florida Public Service Commission 

- 2 -  
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A. Yes. In addition to the testimony filed in the dockets just discussed, I filed testimony 

in 2005 in Docket No. 050045-EI. The testimony consisted of a review of distribution electric 

service quality for FPL's Vegetation Management, Lightning Protection, and Pole Inspection 

processes. 

Q. 

A. 

Tallahassee, Florida 32399-0850. 

Q. 

A. 

Auditing and Performance Analysis. 

Q. What are your current duties and responsibilities? 

A. I perform reviews and investigations of Commission-regulated utilities, focusing on 

the effectiveness of management and company practices, adherence to company procedures 

and the adequacy of internal controls. Mr. Fisher and I jointly conducted the 201 1 review of 

FPL's project management internal controls for uprate and new construction projects 

underway at the St. Lucie and Turkey Point sites. In 2009 and 2010, I participated in the 

review of FPL's project management controls for nuclear plant uprate and new construction 

projects and filed those reports as testimony in Docket No. 090009-E1 and 100009-EI. 

Q. Please describe your educational and relevant experience. 

A. I am a 1978 graduate of the United States Military Academy at West Point, with a 

Bachelor of Science degree and a concentration in Engineering. A Masters of Arts degree in 

National Security Affairs from the US Naval Postgraduate School followed in 1987. I am also 

a graduate of the US Army Command and General Staff College and the Republic of Korea 

Army Command and General Staff College. My relevant utility experience includes over 

eight years with the FPSC in management auditing, utility performance analysis, process 

Mr. Rich, please state your name and business address. 

My name is David Rich. My business address is 2540 Shumard Oak Boulevard, 

By whom are you employed? 

I am employed as an Operations Review Specialist by the FPSC in the Office of 

- 3 -  
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reviews, and trend analysis. Since joining the Commission, I have participated in numerous 

reviews of utility operations, processes, systems and controls, each of which culminated in a 

written audit report similar to those attached as exhibits to this testimony. 

Q. 

A. 

in Docket No. 090009-E1 and Docket No. 100009-EI. 

Q. Please describe the purpose of your testimony in this docket. 

A. Our testimony presents two audit reports entitled Review of Florida Power & Light 

Company’s Project Management Internal Controls for Nuclear Plant Uprate and 

Construction Projects for the years 2010 and 2009 attached as Exhibits FR-1 and FR-2, 

respectively. These reports were requested by the Commission’s Division of Economic 

Regulation to assist with the evaluation of nuclear cost recovery filings. 

Have you filed testimony in any other dockets before the Commission? 

Yes. I have previously filed testimony in Nuclear Cost Recovery Clause proceedings 

Exhibit FR-1 reviewed the period January 2010 through May 201 1 and reports on key 

project events, project controls, and contract activities for the St. Lucie Units 1&2 and Turkey 

Point Units 3&4 uprate projects, and for the new construction project at Turkey Point Units 

6&7. 

Exhibit FR-2 reviewed the period January 2009 through April 201 0 and reports on key 

project events, project controls, and contract activities for the St. Lucie Units 1&2 and Turkey 

Point Units 3&4 uprate projects, and for the new construction project at Turkey Point Units 

6&7. Though this report was filed as testimony last year, it was not formally entered into the 

hearing record. 

Q. Please summarize the areas examined by your review of controls. 

A. The Office of Auditing and Performance Analysis conducted a review of the internal 

controls and management oversight of the nuclear projects underway at FPL. We examined 

the organizations, processes, and controls being used by the company to execute the Extended 

- 4 -  
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Power Uprate of St. Lucie Units 1&2 and Turkey Point Units 3&4 and the consfruction of the 

new Units 6&7 at Turkey Point. This is the fourth annual review of the company's controls 

for its nuclear uprate and construction projects. The 2008, 2009, and 2010 reports, entitled 

Florida Power and Light Company 's Project Management Internal Controls for Nuclear 

Plant Uprate and Construction Projects, were published in August 2008, July 2009, and July 

201 0, and filed in Docket No. 080009-EIY Docket No. 090009-EIY and Docket No. 1 00009-EIY 

respectively. The primary objective of each annual review is to document project key 

developments, along with the organization, management, internal controls, and oversight that 

FPL has in place or plans to employ for these projects. The internal controls examined 

annually are related to planning, management and organization, cost and schedule controls, 

contractor selection and management, auditing, and quality assurance. 

Q. 

A. Yes. 

Does this conclude your testimony? 
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BY MR. YOUNG: 

Q Do you have - -  do you all have a prepared 

summary of your joint prefiled testimony today? 

A (By Mr. Rich) Yes. 

Q Can you please provide that summary. 

A (By Mr. Rich) Yes. Thank you. 

Good morning, Mr. Chairman, Commissioners. 

Mr. Fisher and my testimony presents, presents 

a review of the project controls in key events impacting 

Florida Power & Light's St. Lucie 1 and 2 and Turkey 

Point 3 and 4 uprate project, and the Turkey Point 6 and 

7 new nuclear project during 2007  - -  correction, 2010 

into 2011 .  

Additionally, Staff conducted a follow-up 

review of events leading to and following the extended 

power uprate management changes in 2 0 0 9 .  Project 

controls examined during our review include the areas of 

planning, management and organization, cost and schedule 

controls, contractor selection and management, auditing 

and quality assurance for new nuclear construction. 

During 2010, Florida Power & Light slightly 

revised its cost estimates for new nuclear construction 

at Turkey Point Units 6 and 7. The final estimated cost 

now lies in a range from 1 2 . 8 5  billion to 

FLORIDA PUBLIC SERVICE COMMISSION 
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$18.75 billion. The in-service dates for Turkey Point 

Units 6 and 7 are 2022 and 2023 respectively. 

Florida Power & Light filed its combined 

operating license application with the Nuclear 

Regulatory Commission in June 2009  and is currently 

focused on responding to requests for additional 

information from the NRC. The company expects to 

receive final approval in late 2013,  with major site 

preparation work beginning the following year. 

Florida Power & Light's decision to remove the 

limited work authorization from its application in 

1 November 2009 ensures that major construction will not 
I 

begin until after the full license approval. 

Florida Power & Light did not execute an 

engineering procurement and construction contract for 

Turkey Point 6 and 7 during the year 2010 .  Staff 

believes that the window of opportunity for negotiating 

and signing such a contract is still relatively distant. 

but must be in place by 2013 or 2014 to avoid schedule 

impact. 

The reservation agreement for long-lead 

forging has again been extended, this time until 

September of this year. Staff believes that forging 

issues likewise must be settled and manufacturing begun 

by 2015 in order to meet current in-service dates. 

FLORIDA PUBLIC SERVICE COMMISSION 
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Staff made no specific recommendations in this 

report for the Turkey Point 6 and 7 project, although we 

believe that the Commission should continue to closely 

monitor all new nuclear controls, costs, activities, and 

schedule as the Turkey Point 6 and 7 project transitions 

from licensing to site preparation and construction. 

THE WITNESS: (By Mr. Fisher) Commissioners, 

Florida Power & Light's uprate project for the St. Lucie 

Units 1 and 2 and Turkey Point Units 3 and 4 experienced 

several key project developments during 2010. 

current and nonbinding cost estimate for the extended 

power uprate project is 2.3 billion to $2.48 billion. 

The high end of this estimate range represents an 

increase of 37.9% over the original need determination 

estimate of $1.8 billion. 

The 

Several key events impacted the uprates in 

2010: The submittal of the St. Lucie Unit 1 EPU LAR, 

the submittal of the St. Lucie Unit 2 EPU LAR, the 

submittal of the Turkey Point EPU LAR, and several work 

stoppages at Turkey Point and St. Lucie. 

In addition, three of the four remaining 

outages have been extended and a vendor project 

management team at Turkey Point 3 and 4 have been 

removed. 

Additionally, Staff conducted a follow-on 

FLORIDA PUBLIC SERVICE COMMISSION 
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review of events leading to the EPU management changes 

of 2009 .  Staff found no evidence of improper or 

duplicate invoicing, unnecessary work or rework, 

overpayments, overcharging, or other examples of 

mismanagement by the former EPU management team. 

This concludes our summary. 

MR. YOUNG: Mr. Chairman, I tender the 

witnesses for cross. 

CHAIRMAN GRAHAM: Intervenors? 

MS. KAUFMAN: I have questions. 

CHAIRMAN GRAHAM: Sure. 

MS. KAUFMAN: Thank you. 

CROSS EXAMINATION 

BY MS. KAUFMAN: 

Q Good morning, gentlemen. 

A (By Mr. Fisher) Good morning. 

A (By Mr. Rich) Good morning. 

Q Vicki Kaufman for the Florida Industrial Power 

Users Group. 

Can I take from your summary that, Mr. Fisher, 

you were the person responsible for issues relating to 

the EPU uprate? 

A (By Mr. Fisher) I wrote the portion of our 

report that related to EPU. However, Mr. Rich conducted 

the follow-up portion, so - -  I was involved in a 

FLORIDA PUBLIC SERVICE COMMISSION 
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different audit at that time. So he would be the one 

that, that would handle most of the questions relating 

to the follow-up. 

Q Okay. 

A (By Mr. Rich) I might also add, Ms. Kaufman, 

that our work is, is a combined effort, and that 

although we perhaps spent more time and energy on 

certain aspects of it and delineated the work in that 

manner, we're both fully capable of answering. We'll 

opine and bump in when we think it's appropriate, if 

that's all right with you. 

Q Absolutely. And so what 1'11 do is 1'11 ask 

my question, and you gentlemen decide who's the 

appropriate person. And if one finishes and the other 

has a comment to add, that's perfectly fine. 

A (By Mr. Rich) Thank you. 

Q The area that I want to talk to you about, and 

I'm going to be looking at Exhibit 115, which is your 

2010 review. 

A (By Mr. Rich) Uh-huh. 

Q And I want to just talk to you for a moment 

about the extended power uprate events and developments. 

And if you can look, on my copy it's Section 1.4.3 in 

the beginning. 

A (By Mr. Rich) Could you cite a page for me, 

FLORIDA PUBLIC SERVICE COMMISSION 
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A 

Q 

please? 

Q I think it's page 4 of the report, as opposed 

to your testimony. 

(By Mr. Rich) Page 4. Thank you. 

And let me know when you're there. 

And I think, Mr. Fisher, you alluded to this 

area in your summary. 

it's actually 1.4.3, the third paragraph there, you say, 

"During 2009, FPL's senior management made the decision 

to replace the EPU management team. Senior management 

appears to have believed the management team could not 

provide the necessary control of EPC contractor 

estimates and that more aggressive actions were 

required." Do you see that? 

But if you look under Section, 

A (By Mr. Fisher) Yes. 

Q Can you explain, first of all, how you reached 

your conclusion that senior management thought that the 

management team of the EPU project couldn't provide the 

necessary controls? 

A (By Mr. Fisher) Yes. Most of this was 

related to the company's response to our questions 

related to why, why was there a change made to the team. 

The response indicated that senior management was not 

totally happy with the, with the ability to, to question 

and to push back on the vendor, in this case the EPC 

FLORIDA PUBLIC SERVICE COMMISSION 
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vendor, and therefore felt like there needed to be a 

change in management. 

Q Was, was the entire management team replaced 

for the EPU project? 

A (By Mr. Fisher) At least two, two of the VPs 

were. I'm not sure that - -  I think there are still 

people involved there that were on the team that, that 

are working today. 

Q Let me rephrase that inartful question. 

Were the, the top managers or top executives 

on that team replaced? 

A (By Mr. Fisher) Yes. One I think was going 

for an additional, a different job and so forth. So, in 

other words, was, was, I think continued to work with 

the company for a while and then later left. 

Q In a different capacity they continued to work 

for FPL. 

A (By Mr. Fisher) Yes. Yes. A different 

capacity. Thank you. 

Q And you make some reference, I guess, to what 

we've come to call the Concentric report. You reviewed 

that report? 

A (By Mr. Fisher) Yes. 

Q And Concentric came to a similar opinion 

regarding the performance of the prior EPU team, did 
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they not? 

A (By Mr. Fisher) I'm sorry? 

Q I'm sorry. In the - -  on the same paragraph 

I've been looking at, 1 . 4 . 3 ,  you talk about an 

investigative report by Concentric. 

A (By Mr. Fisher) Uh-huh. 

Q And you say that confirms your opinion 

regarding the performance problems with the EPU team. 

A (By Mr. Fisher) Yes. That and the company's 

That's all I have. 

response. 

MS. KAUFMAN: Thank you. 

CHAIRMAN GRAHAM: Okay. 

MR. McGLOTHLIN: No questions. 

MR. WHITLOCK: No questions, Mr. Chairman. 

CHAIRMAN GRAHAM: Florida Power & Light? 

M R .  ANDERSON: Yes, FPL does have a few 

questions. 

CROSS EXAMINATION 

BY MR. ANDERSON: 

Q I believe Ms. Kaufman was just asking you some 

questions about Exhibit 116, is that right, which was 

the report you prepared in July 2010? 

A (By Mr. Rich) Yes. 

Q Okay. 

M R .  ANDERSON: I'm going to ask that an 
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exhibit be distributed. 

MS. KAUFMAN: Mr. Chairman, just for clarity, 

I think it was 115, just so the record is clear. 

CHAIRMAN GRAHAM: Okay. 

MR. YOUNG: I think it's 116. 

MS. CANO: I may be able to help. 

CHAIRMAN GRAHAM: Unless I'm going crazy, I 

have it down as 115. 

M R .  YOUNG: I'm sorry. It's FR-2, and that's 

116. 

MR. ANDERSON: Okay. So - -  

MR. YOUNG: That's what Ms. Kaufman was asking 

about, FR-2. 

CHAIRMAN GRAHAM: I have in my fingers, it's 

FR-2, but the cover sheet says IIJuly 2010." And looking 

at the exhibit sheet, I have 115, FR-1, and the 

description says "2010 Review of Florida Power & Light." 

MS. KAUFMAN: I'm sorry, Mr. Chairman. I've 

created a lot of confusion. Mr. Anderson or Ms. Can0 is 

correct. It's 116. I apologize. 

CHAIRMAN GRAHAM: Okay. Thanks for confusing 

me. 

(Laughter. ) 

Let's continue. 

MR. ANDERSON: Great. Thank you. 
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BY M R .  ANDERSON: 

Q Now that we're clear, the questions you were 

just asked pertain to Exhibit 116 from July 2010; is 

that right? 

A (By Mr. Rich) Yes. 

Q And since that time youlve prepared a new 

report, which is the July 2011 report, Exhibit 115; is 

that correct? 

A (By Mr. Rich) That's correct. Yes. 

Q Okay. I've distributed a document which we've 

marked as - -  I'd asked be marked as Exhibit Number 200, 

I think we're up to. And the short name for this would 

be EPU 2009 Management Change, FPSC Audit Work Paper. 

Do you have that before you? 

A (By Mr. Rich) I do, yes. 

(Exhibit 200 marked for identification.) 

BY MR. ANDERSON: 

Q Okay. 

prepared? 

A (By Mr. Rich) Mr. Fisher was not involved in 

the EPU look back. This is a document I prepared. 

Q Okay. Thank you, Mr. Rich. And in roughly 

what time period do you prepare this document? 

A (By Mr. Rich) We conducted this review between 

September and December of last year. 

Is this a document that you gentlemen 
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Q Okay. And that's after the report Ms. Kaufman 

just asked you about; right? 

A (By Mr. Rich) Yes, it is. 

Q Okay. And just directing your attention to 

this document, it states an issue at the top, llDid the 

2009 EPU management changes cause or directly lead to 

cost overruns, unnecessary work or rework? Was the EPU 

management changeover the result of mismanagement?" 

That was the issue you were addressing, Mr. Rich? 

A (By Mr. Rich) Yes, it was. 

Q Then directing down about a third of the way 

down the page under Condition, it says, "What is 

happening? 

several Commissioners had questions they felt were not 

adequately addressed by FPL during the proceedings. 

These form the basis of a follow-on review conducted in 

late 2010. The majority of questions were directly 

investigated and answered by a thorough review of 

circumstances and events leading up to and following the 

changeover." Did I read that correctly? 

In concluding days of the 2010  hearings, 

A (By Mr. Rich) You did. But I would not place 

the emphasis on it that you did, sir. 

0 Okay. I understand. But I read the document 

correctly? 

A (By Mr. Rich) Yes, you did. 
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Q And that's what kind of teed up the additional 

work you did in the latter part of, of 2010  in preparing 

this report for 2011? 

A (By Mr. Rich) Yes, sir. If I might, a 

thorough review was done of the transcript from last 

year. The Commissioners' questions, then serving and 

currently serving, were excerpted from that. Those 

questions formed the basis of the following review. 

Q Very good. Thank you. And it relates here 

work that you did. You did five document requests; is 

that right? 

A (By Mr. Rich) Yes, there were five. 

Q Six on-site or phone interviews with FPL 

personnel? 

A (By Mr. Rich) Yes. 

Q You talked to Mr. Reed, the CEO of Concentric 

Energy Advisors, in person? 

A (By Mr. Rich) We did, yes. 

Q And then the third paragraph - -  let me see if 

I've got this right. "While the documentary evidence 

and interviews in many places strongly support the 

Concentric findings, there was no direct or compelling 

evidence discovered of unnecessary rework, overpayments 

or overcharging or mismanagement on the part of the 

former EPU management team." Did I get that right? 
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A (By Mr. Rich) Yes, you did. 

Q Okay. And then going on, "Staff would opine 

that FPL missed a golden opportunity to be fully 

forthcoming with the Commission and the public about 

anticipated cost increases, but was not compelled to 

divulge more information than they did under current 

Commission orders or Flor ida  S t a t u t e s . "  Did I get that 

right? 

A (By Mr. Rich) That's my opinion. Yes. 

Q Right. 

MR. ANDERSON: FPL has nothing further, but 

we'll offer Exhibit 200 into evidence. 

CHAIRMAN GRAHAM: Okay. 

Staff? I'm sorry. These are your witnesses. 

Commission board? 

Commissioner Balbis. 

COMMISSIONER BALBIS: Thank you, Mr. Chairman. 

I have a question for either of you, whoever 

is best to answer. And, again, based on this exhibit 

that was just passed out with the Bureau of Performance 

Analysis finding summary, with the complete change of 

the management team, did you find that - -  and you have 

here no examples of overpayments, overcharging, or 

mismanagement. I assume that has to do with the vendors 

that are working for FPL; is that correct? 
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THE WITNESS: (By Mr. Rich) Yes, sir. If I 

might explain how we did that. 

For a period of three months before the 

changeover and three months after we looked at 55, 

correction, 54% of the total expenditures by invoice of 

the five, five major vendors, and for the three-month 

period after the EPU changeover we looked at those same 

five vendors, 64% of expenditures. In those invoices we 

saw no evidence of duplicative work, overpayment, 

overcharging by the contractor. In fact, we saw 

evidence of appropriate push back when the vendor tried 

to overcharge. 

COMMISSIONER BALBIS: And did you analyze any 

of the work performed by FPL? And just to clarify, I 

mean, I would assume that the, the changing of an entire 

management team would require a lot of time getting up 

to speed for the personnel, et cetera. I mean, did your 

analysis include the internal work by FPL? 

THE WITNESS: (By Mr. Rich) I don't know what 

degree to which you're referring as far as our 

investigation, sir. But I would answer it in this way, 

that we queried FPL senior executives on the changeover 

process and also looked at personnel records for both 

the incoming and the outgoing personnel involved. There 

was no evidence of dissatisfaction on the part of senior 
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FPL executives with the previous management of the EPU. 

In my investigation or my review it didn't appear that 

that was a - -  was causation for the changeover. 

And in querying FPL senior representatives, 

they, they opined that this was a matter of normal 

progression and transition in the company that had been 

done previously in the past and was a normal course of 

business events, to transition as the project 

transitioned, to get the right people in the right jobs 

at the right time. 

COMMISSIONER BALBIS: So you're saying that 

FPL's response was, it was the normal process to change 

out the entire management team; is that correct? 

THE WITNESS: (By Mr. Rich) No, sir, that's 

not my response. The response was in changing out 

Mr. Kundalkar specifically it would have been a normal 

transition process. 

COMMISSIONER BALBIS: Okay. And, again, I 

guess what I'm focusing on is, is I would assume that 

changing out of a management team for any project 

requires a lot of - -  could require duplicative work by 

the management team, again, getting up to speed, 

additional hours spent that, you know, you could 

consider rework by the management team because the other 

team was up to speed. I mean, did you review that? Do 
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Okay. Thank you. I 

rework or duplicative work went. 

COMMISSIONER BALBIS: 

have nothing further. 

CHAIRMAN GRAHAM: Staff for redirect 

MR. YOUNG: Just one question. 

REDIRECT EXAMINATION 

you have any indications of that? 

THE WITNESS: (By Mr. Rich) No, sir. We 

didn't review that. We focused on the vendor as far as 

7 

8 

9 

BY MR. YOUNG: 

Q Earlier in your, your response to Mr. Anderson 

under Condition 2,  what's happening, you said you would 

not place the emphasis that Mr. Anderson placed on 

reading that first paragraph. Can you explain why you 

would not place that emphasis on that? 

A (By Mr. Rich) It's a subjective opinion, but 

I would read the sentence as written without more 

emphasis on the word "thorough. 

MR. YOUNG: No further questions. 

CHAIRMAN GRAHAM: Okay. We have some exhibits 

to enter? 

M R .  YOUNG: Yes, sir. At this time Staff 

moves 115 and 116 into the record. 

CHAIRMAN GRAHAM: We'll move 115 and 116 into 

the record. 
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(Exhibits 115 and 116 admitted into evidence.) 

M R .  ANDERSON: FPL offers Exhibit 2 0 0  into the 

record. 

MR. YOUNG: N o  objection. 

CHAIRMAN GRAHAM: I don't see any objections, 

so we'll offer, enter - -  I'm sorry. We'll enter Exhibit 

Number 2 0 0  into the record as well. 

(Exhibit 2 0 0  admitted into evidence.) 

Staff, are we finished with this witness? 

M R .  YOUNG: Yes, sir. We ask that the 

witnesses be excused from the hearing. 

CHAIRMAN GRAHAM: Do we have any objection to 

the two witnesses being excused? 

Seeing none, gentlemen, thank you very much 

for your testimony today. 

THE WITNESS: (By Mr. Rich) Thank you, Mr. 

Chairman. 

MR. YOUNG: Mr. Chairman, at this time, with 

the witnesses being excused, Staff will ask that 

Ms. Kathy Welch's prefiled exhibit and - -  prefiled 

testimony and exhibits be entered into the record. She 

is a stipulated witness that the parties all agree to 

stipulate, and the Commissioners do not have any 

questions for Ms. Welch. And that's 117 - -  I'm sorry. 

Those are Exhibits 117, 118, 119, and 120, along with 
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her prefiled direct testimony. 

CHAIRMAN GRAHAM: 117, 18, 1 9 ,  and 2 0 .  

Ms. Welch was already stipulated. There's no objection 

to entering those into the record? 

Seeing none, we'll do that. 

(Exhibits 117, 118, 119,  1 2 0  admitted 

evidence. ) 

MR. YOUNG: And just for the record, we did 

move her testimony into the record. 

CHAIRMAN GRAHAM: Yes. 

FLORIDA PUBLIC SERVICE COMMISSION 
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DIRECT TESTIMONY OF KATHY L. WELCH 

Q. 

A. 

Please state your name and business address. 

My name is Kathy L. Welch, and my business address is 3625 N.W. 82nd Ave., 

Suite 400, Miami, Florida, 33 166. 

Q. 

A. 

By whom are you presently employed and in what capacity? 

I am employed by the Florida Public Service Commission as a Public Utilities 

Supervisor in the Office of Auditing and Performance Analysis. 

Q. 

A. 

How long have you been employed by the Commission? 

I have been employed by the Florida Public Service Commission since June, 1979. 

Q. Briefly review your educational and professional background. 

A. I have a Bachelor of Business Administration degree with a major in accounting 

from Florida Atlantic University and a Masters of Adult Education and Human Resource 

Development from Florida International University. I have a Certified Public Manager 

certificate from Florida State University. I am also a Certified Public Accountant licensed 

in the State of Florida, and I am a member of the American and Florida Institutes of 

Certified Public Accountants. I was hired as a Public Utilities Analyst I by the Florida 

Public Service Commission in June of 1979. I was promoted to Public Utilities 

Supervisor on June 1,200 1. 

Q. 

A. Currently, I am a Public Utilities Supervisor with the responsibilities of 

administering the District Office and reviewing work load and allocating resources to 

Please describe your current responsibilities. 

complete field work and issue audit reports when due. I also supervise, plan, and conduct 

utility audits of manual and automated accounting systems for historical and forecasted 

data. 

Q. Have you presented testimony before this Commission or any other 

- 1 -  
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regulatory agency? 

A. Yes. I have testified in several cases before the Florida Public Service 

Commission. Exhibit KLW-1 lists these cases. 

Q. What is the purpose of your testimony today? 

A. The purpose of my testimony is to sponsor the staff audit report of Florida Power 

!k Light Company (FPL or Utility) which addresses the Utility’s filing in Docket No. 

1 10009-E1 Nuclear Cost Recovery Clause for costs associated with its proposed nuclear 

units called Turkey Point 6 and 7. We issued an audit report in this docket for the 

proposed nuclear units on May 23,201 1. This audit report is filed with my testimony and 

is identified as Exhibit KLW-2. 

Q. 

A. 

Q. 

A. 

were proper and capitalized to the appropriate account. 

Construction Work in Progress 

Was this audit prepared by you or under your direction? 

Yes, it was prepared under my direction. 

Please describe the work you performed in these audits. 

We reconciled the filing to the general ledger and verified that the costs incurred 

We sampled and verified the Company’s pre-construction cost for the year ending 

December 3 1,2010. We included an assortment of vendors and high dollar amounts in 

the sample. Each transaction was traced to supporting documentation, examined to 

determine if the cost was appropriately capitalized, and recalculated as needed. Affiliate 

transactions were traced to support and compared to market rates. Payroll entries were 

traced to timesheets and payroll details and examined to ensure proper payroll 

distribution. Cash Vouchers were traced to invoices and contracts. Support for accruals 

and other journal vouchers were examined, determined to be reasonable, and recomputed. 
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rrue-up 

We obtained Account 107, Construction Work In Progress (CWIP) cumulative 

3alance at December 3 1,2010, the CWIP balance breakdown by project, and the general 

edger excerpt for this period’s project cost. We reconciled the projects total cost to the 

2WIP balance. We reconciled the cumulative project balance at year end to this period’s 

xoject cost and reconciled the amount to the general ledger excerpt balance. From the 

,edger balance, we subtracted all non-incremental and carrying charges for both 

sreconstruction and site selection to arrive at the pre-construction cost reflected on the 

Utility’s schedule T-6. 

We reconciled the Utility’s Schedule T- 1 - Revenue Requirement Summary 

schedule to the Pre-constructiodSite Selection and Deferred Tax Carrying Cost schedules 

on Schedules T-2 and T-3A, respectively. We verified the Company’s jurisdictional cost 

and recomputed all schedules for mathematical accuracy. Supporting documents for all 

adjustments were examined and the amounts were recomputed. We reconciled the 

beginning balances and carrying cost rates on the schedules to Commission Orders PSC- 

08-0749-FOF-E1, PSC-09-0783-FOF-E1, the Proposed Stipulation of Issues in PSC-11- 

0095-FOF-EI, and the revised prior year NCRC filings in Docket No. 100009-EI. 

Q. Please review the audit findings in this audit report, Exhibit KLW-2. 

A. There was one finding in this audit related to lobbying expense. It has been 

Commission practice to disallow cost for direct lobbying or in support of direct lobbying 

activities, This Commission has maintained that costs of such activities should be borne 

by the stockholder since there is no evidence that the ratepayers receive any benefits from 

these expenditures. 

During the testing of Pre-Construction expenditures, we found two entries for 

lobbyist registration fees for seven Company employees totaling $3,430 ($490 per 

- 3 -  
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3bbyist x 7 Company employees). The invoices are titled “Miami-Dade County 2010 

.obbyist Registration.” If the Commission disallows the cost stated above, Pre- 

:onstruction cost, Carrying Cost on Pre-Construction Cost, and Deferred Carrying Cost 

vould be reduced by $3,389, $292, and $126, respectively. 

2. 
i. Yes. 

Does that conclude your testimony? 
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MR. YOUNG: At this time, Mr. Chairman, I 

think we are on FPL's rebuttal. 

CHAIRMAN GRAHAM: Okay. It seems like a nice 

little place to take a pause. So I have 10:30. Let's 

take a five-minute break. We'll reconvene at 10:35. 

(Recess taken.) 

Okay. We will reconvene and we are at 

rebuttal. 

Mr. Anderson, Florida Power & Light's got the 

floor. 

MR. ANDERSON: Thank you, Chairman Graham. At 

this time, FPL would call as its first rebuttal witness 

our President and Chief Executive Officer, Armando 

Olivera, who the record will show was previously sworn 

yesterday afternoon. 

CHAIRMAN GRAHAM: Welcome. 

THE WITNESS: Thank you. 

ARMANDO OLIVERA 

was called as a rebuttal witness on behalf of Florida 

Power & Light Company and, having been duly sworn, 

testified as follows: 

DIRECT EXAMINATION 

BY M R .  ANDERSON: 

Q Good morning, Mr. Olivera. 

A Good morning, Mr. Anderson. 
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Q Will you please reintroduce yourself for the 

record. 

A I'm Armando Olivera. I work for Florida Power 

I'm President and Chief Executive Officer. 

Have you prepared and caused to be filed two 

& Light. 

Q 

pages of prefiled rebuttal testimony in this proceeding 

on July 25,  2011? 

A I have. 

Q Do you have any changes or revisions to your 

rebuttal testimony? 

A No. 

Q If I asked you the same questions contained in 

your prefiled rebuttal testimony, would your answers be 

the same? 

A Yes. 

MR. ANDERSON: Chairman Graham, FPL requests 

that the prefiled rebuttal testimony be inserted into 

the record as though read. 

CHAIRMAN GRAHAM: We will insert into the 

record, Mr. Olivera's rebuttal into the record as though 

read. 

MR. ANDERSON: We note for the record there 

are no exhibits. 
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A. 

Q. 
A. 

Q. 

A. 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

REBUTTAL TESTIMONY OF ARMAND0 J. OLIVERA 

DOCKET NO. 110009-E1 

JULY 25,2011 

Please state your name and business address. 

My name is Armando J. Olivera. My business address is Florida Power & 

Light Company, 700 Universe Boulevard, Juno Beach, Florida 33408. 

Have you previously provided testimony in this docket? 

Yes. 

What is the purpose of your rebuttal testimony? 

My rebuttal testimony addresses the direct testimony provided by William R. 

Jacobs on behalf of the Office of Public Counsel. 

Please provide a summary response to Witness Jacobs’s testimony. 

The heart of Mr. Jacobs’s claim is that FPL’s 2007 decision to undertake the 

Extended Power Uprate Project (EPU project) on an expedited basis was 

imprudent. 

Based on this claim, Mr. Jacobs asserts that capital costs of the EPU project 

should be disallowed to the extent EPU generation costs may be projected to 

exceed natural gas generation costs. 
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This “heads I win, tails you lose” claim is absolutely contrary to the regulatory 

framework provided for by the Legislature and the Commission aimed at 

promoting the development of new nuclear generation which has been relied 

upon by FPL in undertaking the EPU project on an expedited basis. 

In the 2007 EPU project need determination case, FPL made it absolutely 

clear that the regulatory framework contained in the, nuclear cost recovery 

statute and rule were essential to its willingness to undertake this capital- 

intensive nuclear investment on an expedited basis. FPL therefore asked that 

the Commission confirm that the nuclear cost recovery framework would 

apply to the EPU project, which the Commission did in its need determination 

order. 

To be very clear, absent the assurances requested by FPL and provided by the 

Commission in its EPU project need determination order that the nuclear cost 

recovery regulatory framework would be applied to the EPU project, FPL 

would not have undertaken the EPU project on an expedited basis and would 

have constructed natural gas fired generation. 

Does this conclude your testimony? Q. 

A. Yes. 

2 
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BY MR. ANDERSON: 

Q Mr. Olivera, would you please provide your 

summary to the Commission. 

A Thank you. 

FPL would not have undertaken the extended 

power uprate project on an expedited basis absent the 

application of the nuclear cost recovery framework to 

the project and absent the Commission's need 

determination approving FPL's pursuit of the uprate 

project on an expedited basis. 

The Office of Public Counsel's assertion that 

the capital cost of the project should be disallowed to 

the extent that uprate generation costs may be projected 

to exceed natural gas generation costs is a heads win, 

tails you lose approach. This suggested result is 

absolutely contrary to the regulatory framework provided 

by - -  for by the Legislature and the Commission aimed at 

promoting the development of new nuclear generation. 

In 2007,  the EPU project need determination 

case, our company made it very clear that the regulatory 

framework for nuclear cost recovery was essential to 

FPL's willingness to undertake this capital intensive 

nuclear investment on an expedited basis. 

The Commission should reject the attempt to 

revisit this decision in hindsight three years after the 

FLORIDA PUBLIC SERVICE COMMISSION 
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issuance of the need determination approving the 

project. 

This concludes my summary. 

M R .  ANDERSON: Mr. Olivera is available for 

cross-examination. 

CHAIRMAN GRAHAM: Intervenors? 

MR. McGLOTHLIN: I'll begin. 

CHAIRMAN GRAHAM: Mr. McGlothlin. 

CROSS EXAMINATION 

BY MR. McGLOTHLIN: 

Q Sir, refer to page 1 of your prefiled rebuttal 

testimony, and you also made this statement during your 

summary. At lines 20  through 22, you say, "Mr. Jacobs 

asserts that capital costs of the EPU project should be 

disallowed to the extent EPU generation costs may be 

projected to exceed natural gas generation costs." 

Isn't it true, Mr. Olivera, that Dr. Jacobs' 

mechanism would involve not just natural gas generation 

costs but the present value of the revenue requirements 

of FPL's entire system? 

A Yes. But the natural gas prices have a huge 

impact on the analysis. When this Commission approved 

the uprate project, natural gas that year was $9. Today 

natural gas is under $4, and that would have a big 

impact on this. And it's precisely the issue that we're 
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arguing, which is you can't - -  we have no control of 

natural gas, and you want to go back and rewrite the 

history and say, okay, three years later the price of 

natural gas has changed, and we're going to rerun the 

analysis and we're going to rerun the breakeven 

analysis. That was precisely what the rule was intended 

to address, precisely what the legislation was intended 

to address. 

Q You said you would rerun the breakeven 

analysis. Isn't it true that, isn't it true that FPL 

has not performed and quantified the breakeven value for 

the EPU project? 

A I'm sorry. I didn't follow your question. 

Q In your statement a moment ago you said that 

we're calling on FPL to rerun the breakeven analysis. 

I'm using breakeven in terms, in terms of the 

quantification of the maximum value in dollars per KW 

that FPL could spend on the uprate project and remain at 

or below the corresponding revenue requirement of the 

alternative portfolio. 

And isn't it true that earlier witnesses for 

FPL in this case have said that FPL has not performed 

such a breakeven analysis for the uprate project? 

A I believe that Mr. Sim addressed the issue. 

But intuitively, when you have a big change in 
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natural gas prices, that would change the economics. 

Now we have run the analysis based on the current 

forward prices, and even at the current forward prices 

the uprate projects still make a lot of economic sense 

for our customers, not only because they provide real 

benefits, savings to the customers, but also because 

they provide fuel diversity. 

our system. 

They represent a hedge on 

And I'd just like to give you one example. 

Last year - -  

Q Excuse me, sir. 

MR. McGLOTHLIN: I believe that's well beyond 

the scope of my question, Mr. Chairman. 

CHAIRMAN GRAHAM: I agree. 

Mr. Olivera, if you can answer the question, 

and you get a little latitude to explain your answer. 

THE WITNESS: Yes, sir. 

MR. McGLOTHLIN: And that's my last question. 

CHAIRMAN GRAHAM: Okay. 

Any of the other Intervenors? 

Ms. Kaufman. 

CROSS EXAMINATION 

BY MS. KAUFMAN: 

Q Good morning again, Mr. Olivera. 

Good morning. A 
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Q I just have one question for you, I think, and 

it had to do with some remarks you made in your summary, 

and you have them in your prefiled testimony as well. 

And basically, as I understood what you said, you're 

contending that the legislative framework that is at 

issue in this case, that you relied upon that when you 

moved forward with the EPU project. 

A We relied on both the legislation and the rule 

and the decision made by this Commission when they 

approved the uprate project. 

Q Let me ask you this about the legislative 

framework and rule. Is there anywhere in that statute 

or rule that permits the company to recover costs from 

ratepayers that are either unreasonable or unnecessary? 

A I believe that the - -  that - -  

Q If you wouldn't mind answering yes or no, I 

would appreciate that. 

A No, by my interpretation. I believe that the 

determination was prudency versus imprudency, and that's 

how we proceeded with this project. 

Q But you would agree that there's no, there's 

no language in the rule or statute that you're relying 

on that would authorize the company to recover costs 

that are either unnecessary or unreasonable? 

A I would define them that any costs that were 
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deemed to be imprudent by the company would not be 

recoverable. 

Q Well - -  

A Or deemed - -  I'm sorry. Deemed imprudent by 

this Commission would not be recoverable. 

Q Well, aren't costs that are unnecessary - -  if 

you incur unnecessary costs, would that not be an 

indicator of imprudence? 

A I don't know what - -  if you could define for 

me what you mean by "unnecessary. 'I 

Q Unnecessary would be a cost that you did not 

need to incur in order to move forward with the project. 

A And thus you would say it would be an 

imprudent cost? 

Q I'm asking you that. I'm asking you, would 

you not consider an - -  

A Look, I'm not - -  I didn't - -  I'm not an expert 

on the legislation, and you're trying to get me to 

define, have a broader definition than the imprudency, 

and we rely on the imprudency. 

Q Okay. I'm not trying to trick you. I just 

wonder that if the company spent dollars that weren't 

necessary, you don't, you wouldn't find that imprudent 

as you, as you analyze prudency? 

A If we spent dollars - -  
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MR. ANDERSON: FPL objects to this line of 

questioning. It's beyond the scope of Mr. Olivera's 

testimony, which is very narrowly focused, and we've 

permitted sufficient, I believe. 

MS. KAUFMAN: Mr. Chairman - -  if I could be 

heard. 

CHAIRMAN GRAHAM: Yes. 

MS. KAUFMAN: Mr. Olivera has, has told us all 

about his views of the regulatory scheme, and I think 

that my questions are directly relevant to that, and 

they're certainly not outside the scope. 

CHAIRMAN GRAHAM: I think they are relevant, 

and I don't have a problem with the back and forth, 

because I believe Mr. Olivera is trying to clarify your 

answer before he answers your answer. I think we should 

continue. 

MS. KAUFMAN: Thank you. 

BY MS. KAUFMAN: 

Q So I'll just ask it one more time and maybe we 

can agree or maybe we'll just continue to disagree, and 

that's fine, too. 

And my question simply was, if the company 

were to expend costs that were unnecessary or not needed 

to pursue the project, would you not agree that such 

costs would be imprudent, as you define imprudency? 
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A If we - -  if the company incurred costs that 

were not relevant to the project, then obviously they, 

we shouldn't recover those costs under this regulation. 

MS. KAUFMAN: Thank you. That's all I have. 

CHAIRMAN GRAHAM: Thank you. 

SACE . 

M F t .  WHITLOCK: No questions, Mr. Chairman. 

Thank you. 

CHAIRMAN GRAHAM: Staff? 

MS. NORRIS: Staff has no questions. 

CHAIRMAN GRAHAM: Commission board. 

Commissioner Brown. 

COMMISSIONER BROWN: Thank you, Mr. Chairman. 

Mr. Olivera, as a follow-up to Mr. 

McGlothlin's question, McGlothlin's question with regard 

to why is the project still cost-effective, I'm curious 

in hearing that answer. 

THE WITNESS: It's really cost-effective 

because the price of fuel, nuclear fuel, it is so, it's 

so low. If you look, for example, last year we had a 

$4 billion fuel bill. Nuclear produced 20% of the 

energy, but yet it only represented $160 million of that 

bill. When you look at the fuel savings associated with 

Turkey Point 6 and 7, they, the fuel savings for that 

project are $75 billion, as calculated by Mr. Sim. And 
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it's those huge fuel savings that, that I rely on when 

we go through all this pain and agony of building a very 

complex project with a lot of technical challenges. 

It's because the fuel savings are phenomenal, and they, 

not only are they real, they provide a real hedge and 

fuel diversity for our customers. 

COMMISSIONER BROWN: Thank you. 

CHAIRMAN GRAHAM: Commissioner Edgar. 

COMMISSIONER EDGAR: Thank you, Mr. Chairman. 

Mr. Olivera, in your prefiled testimony and 

also in your summary you described that, a portion of 

Mr. Jacobs' testimony as, quote, heads I win, tails you 

lose. I'm really not clear on what you mean by that 

phrase in the context of your testimony or using the 

flip a coin metaphor. 

that you were trying to make by using that phrase? 

THE WITNESS: Yes, I'd be happy to. In this 

scenario, it is, it's - -  we take all the risk, as laid 

by Witness Jacobs, with, with these projects. But, you 

know, all the benefits accrue to, to the customers. I 

mean, in this scenario it assumes, by the way, too, that 

you could go out and finance these projects, even if you 

have this scheme where it's breakeven. So any 

incremental dollars that we spend would not - -  at this 

particular point in time, taking a snapshot of where we 

Could you explain to me the point 
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are, which is $4 gas, you know, our - -  we - -  our 

shareholders have to absorb any other costs. 

way, you're assuming that we could go out and finance 

this under this scenario, which I'll put that aside. 

And by the 

COMMISSIONER EDGAR: I'm not. 

THE WITNESS: Okay. Well, if you want me 

to - -  

COMMISSIONER EDGAR: I'm not making that 

assumption. 

THE WITNESS: Well, okay. Good. I mean, I'm 

happy to address that as well. 

that and 1'11 come back to your question. 

Maybe I should address 

In this scenario, we, we spend every dollar 

that FPL generates, all the cash it generates, and then 

we go out and we borrow more to build these projects. 

It's not just this; it's the modernizations that we're 

doing. These projects have created huge customer value. 

It's why we have the lowest bills, because they're very 

efficient generation. 

But, you know, over time you have to be able 

to keep financing that, and that requires going to 

investors. I'm the guy that often has to go talk to 

investors and say, this is a good - -  you know, you 

should allow us to continue to borrow because we are 

going to recover prudently invested funds. 
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And so in this scenario it would be very hard 

to go talk to investors and say, well, anything above 

the breakeven, if we go over 3, $400 million, we're 

probably going to be able to recover, but by the way, 

lend us the money. 

for me to say to an investor. 

That's a tough, that's a tough thing 

If you go back to the breakeven, to the 

witness's recommended approach, that's kind of what 

you're doing. 

spending, you're going to be taking all the risk, but 

you're not going to get recovered for it. And by the 

way, fuel prices go up, and let's assume that gas 

doubles again, customers get a huge windfall, but we 

would have lost an opportunity to recover any of those 

costs. 

You're saying you're going to be 

When you look at these projects, you have to 

look at not just the math. 

they save today, on all of the current assumptions they 

save customers money. I think you also have to put on a 

bigger hat and say, how is Florida best served? 

we best serve our customers? How do we bring in fuel 

diversity, continue to try to build some fuel diversity? 

And there aren't very many choices to do that right now. 

I worry about continuing to build natural gas, 

And the math is good because 

How do 

but we don't have a lot of choices. And it's still, 

FLORIDA PUBLIC SERVICE COMMISSION 



1112 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

it's the right strategy, but any opportunity you have to 

get more something else, such as nuclear, into the mix, 

relatively economic nuclear, it's a win for our 

customers. 

COMMISSIONER EDGAR: When the need 

determination was granted, it is my belief, and I think 

it's clear in the order, it's my belief and was my view 

at the time that the additional fuel diversity was an 

important component of the project. 

believe that, but I do not believe that we are 

litigating that today. 

I continue to 

THE WITNESS: Good. Thank you. 

COMMISSIONER EDGAR: You made the - -  and this 

has taken me a little further than I had intended to go, 

but you opened the door. You made the statement a few 

moments ago that the company is taking on all the risk 

and all the benefits are accruing to the customers. 

Some might say, or an alternate view might be that the 

ratepayers are taking on risk under the statutory, 

excuse me, statutory scheme that we have, that the 

ratepayers are taking on risk by paying costs over the 

years in advance of those fuel cost benefits accruing. 

Would you agree that the ratepayers are taking on risk 

by absorbing costs prior to the project being up and 

running? 
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THE WITNESS: Yes, I would agree. And if I 

gave, left you with the impression that - -  when I said 

all the risk, I meant under the scheme of Witness 

Jacobs. 

Absolutely, the customers are taking risk. 

The shareholders are also taking risks. If you look at 

the time frame between '11 and '12, we will spend 

roughly $2.2 billion on these projects. 

about $500 million. So, you know, we're happy to have 

that, we're happy to have the direction from this 

Commission that ultimately there will be a path for the 

other. So the customers clearly are taking risk. I 

think it's a modest risk relative to the benefits that 

we believe the customers will get. But, yes, they 

certainly are taking risk, and I didn't mean to argue 

otherwise. 

We will recover 

COMMISSIONER EDGAR: Those benefits down the 

road. Some might say that the Commission is also taking 

some risks. 

THE WITNESS: I understand that too. 

COMMISSIONER EDGAR: Thank you. 

CHAIRMAN GRAHAM: Commissioner Balbis. 

COMMISSIONER BALBIS: Thank you, Mr. Chairman. 

A few questions for Mr. Olivera. 

Mr. Jacobs, in his testimony, discussed the 
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changing of the EPU management team, and I would assume 

that the changing of the entire team is a difficult 

decision and one that is not made lightly. 

Could you explain how you minimize and what 

the process was to change the team out so as not to 

affect those, that project? 

THE WITNESS: Thank you for the opportunity. 

We essentially only changed two people in the team, and 

I will tell you why we changed it. 

The project - -  you know, we have, I think, a 

fair amount of experience with these large construction 

projects. You know, we have built four big power 

plants: Turkey Point 5 ,  three West County units. So I 

think we have - -  we kind of understand what it takes. 

This is arguably far bigger than those, but, you know, 

we have a lot of practice and a lot of people that are 

involved in it. 

So we felt that as the project moved along 

from kind of a general scoping and general, sort of 

early procurement for the project, and we used a team 

that had a lot of engineering experience. The 

individual who was heading that had ran nuclear 

engineering for a long time, been working in kind of a 

support role. And as it evolved, you know, I for one 

felt strongly that we wanted somebody - -  and because the 

I 
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project was going to be done in operating power plants, 

which is different than doing this in a plant from 

scratch, I felt it was important to have somebody that 

had real operating experience running nuclear plants and 

had construction experience. Which these two guys, as 

good as they are, didn't have that experience. 

was really the decision behind asking Mr. 

really head this up. 

individual who has very extensive construction 

experience and has also dealt a lot with the vendors in 

procurement, and so we felt that that was kind of a good 

So that 

Jones to 

We also brought in another 

combination. And that was kind of - -  in summary, that's 

the reason we made that change. 

COMMISSIONER BALBIS: But the process itself 

of making the change - -  again, I want to focus on my 

assumption that, that any time you have a management 

change, that there's going to be some, there's a 

learning curve, there's - -  I mean, what did you do or 

FPL do to kind of ease that transition? 

THE WITNESS: A lot of the people who were 

involved in doing the work were the same. They 

didn't - -  those people didn't change. It was really 

more in providing the direction, it was really more in 

having experience in dealing with vendors in a very 

complicated project. And you've already heard a lot 
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about kind of what the sausage (phonetic) making is, 

what it, what it takes to deal with a - -  two very big 

vendors in Bechtel and Siemens that played a key, play a 

key role in these projects, and these people had that 

kind of experience. 

And so, you know, the other, the other thing 

is you look to the rest of the team to provide 

continuity, and we still had the same oversight people 

involved. You know, I continued to be involved. The 

Chief Nuclear Officer continued to be monitoring this 

project pretty closely during that time. 

COMMISSIONER BALBIS: Okay. And one last 

question, Mr. Chairman. 

There's been a lot of discussion by Mr. Jacobs 

and others on, and yourself as far as the vendors and 

large vendors, and one of the concerns I have is that, 

you know, again, once you go down a certain path, that 

although decisions may be prudent, you're still somewhat 

at, at the mercy of the vendor that you've selected or 

the actions they take. Do you feel that the existing 

controls that you have in, in working with those 

vendors, again, there was discussion on pushing back on 

the vendor, et cetera, with the management changes or 

other changes, do you feel there's enough of a control 

on the vendors to protect FPL and the ratepayers? 
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THE WITNESS: I do. I feel like we have very 

good processes, very good controls in place. 

comfort in the Concentric report that's validated that 

and the Staff report that has also validated that. 

I take 

COMMISSIONER BALBIS: Okay. Thank you. I 

have no further questions. 

CHAIRMAN GRAHAM: Thank you. 

Commissioner Bris6. 

COMMISSIONER BRISk: Thank you, Mr. Chairman. 

I want to thank Mr. Olivera for being here. 

I have two questions for you. One of them - -  

and both of these are more broad questions. 

Referring back to the section of your 

testimony where you talk about what the Legislature did 

and what the Commission did with the intention of 

promoting the development of new nuclear, yesterday part 

of the discussion was the issue of the option; whether a 

company can decide to seek an option to build these 

projects but ultimately decide not to build the 

projects. From your understanding, the intent of the 

Legislature was to actually have projects built. 

we agree on that? 

Would 

THE WITNESS: Absolutely. 

COMMISSIONER BRISk: So that would go to the 

idea that whatever projects that you all have undertaken 
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as a company, your intention is to build them? 

THE WITNESS: Correct. 

COMMISSIONER BRIS$: Okay. The second 

question that I have goes to if the Commission were to 

disallow the capital costs as asserted by Mr. Jacobs, 

what do you think it does to the overall framework of 

nuclear generation moving forward in this state? 

THE WITNESS: I think it would bring it to a 

halt. We would do our very best to complete these 

projects. But as I mentioned to Commissioner Edgar 

earlier, I'm not sure that we could go out and get the 

financing to complete these projects without the right 

framework and without - -  and given - -  I mean, if there 

was a change in, at least in my mind, the nuclear cost 

recovery rule, it would be a seismic change. And it 

would ripple not just through nuclear energy, it would 

ripple through all other aspects of what we do. 

And so I think it would certainly slow - -  stop 

nuclear. It would challenge us tremendously to finish 

these projects. And I would say that it would have 

ramifications in other projects, including the 

modernizations on anything else that has large capital, 

because there would be a concern whether a decision made 

by one Commission where, that we go out and make huge, 

huge commitments for very long-term projects, whether 
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that could be readily undone. 

COMMISSIONER BRISI?: Follow-up, Mr. Chairman. 

CHAIRMAN GRAHAM: Sure. 

COMMISSIONER BRISI?: But considering that, on 

the flip side of that, if the Commission looks, looks at 

a variety of decisions that have been made by the 

company and begins to question the validity of some of 

those decisions as being reasonable or not reasonable, 

you do agree that the Commission then would have the 

right and would be in its place to stop, or at least 

seriously question some of these projects, and that 

should not impact the broader regulatory framework in 

keeping nuclear projects moving forward in a positive 

direction in the state. 

THE WITNESS: I agree. The Commission has 

wide discretion in, in what you do. I'm just mentioning 

in the real world that I - -  you know, I have to go out 

and explain to our investors what these projects 

represent and why these, these are a good thing. And so 

I would hope that as you deliberate you factor into your 

decisions the impact that goes beyond any specific 

project. The decisions that you make, they are 

extrapolated. 

it or not, they're extrapolated to any number of other 

investments. Even things that you want us to do and are 

Right or wrong and whether we agree with 
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in complete agreement and feel that they should go 

forward, they're extrapolated to those as well. 

CHAIRMAN GRAHAM: Commissioner Brown. 

COMMISSIONER BROWN: Thank you, Mr. Chairman. 

Just a follow-up to some of your responses to 

some of the Commissioners' questions regarding 

financing. Mr. Olivera, how do you feel that the 

current financial market today will affect the company's 

financing capabilities on these projects? 

THE WITNESS: Like everybody else, it's a 

little scary to watch the gyrations of the market. So 

far, I mean, we've continued to have access to the 

capital markets. We have a pretty extensive line of 

credit that we have frankly barely touched. We - -  sort 

of that's been our backup. And so, you know, I can 

never - -  I learned long ago never to say never. But 

right now we have access to capital, even if it was on a 

short-term line of credit, that would allow us to 

continue working on these projects. 

COMMISSIONER BROWN: Thank you. 

CHAIRMAN GRAHAM: Redirect? 

MR. ANDERSON: Just very briefly. 

REDIRECT EXAMINATION 

BY MR. ANDERSON: 

0 Commissioner Bris6 was asking you some 
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questions, looking back at the legislation which 

promoted new nuclear generation, and we've talked about 

economic fuel diversity benefits and savings for 

customers. But was there an electric reliability aspect 

of that also? 

A No, absolutely. And I think I mentioned that 

when I was answering Commissioner Edgar's questions. 

The nuclear projects, not only do they provide 

fuel benefit, but they also provide a huge reliability 

benefit, particularly the units in Miami-Dade County. 

We have roughly 25% of our customers are in the 

Miami-Dade County area, and so any generation we have 

close to the load center is more reliable than having to 

rely on generation that's far away and you have a lot of 

transmission lines that run for hundreds of miles. So 

we always favor anything that increases the capacity in 

that area. 

Q And we've talked about the company has, has 

high electric reliability, but should that be taken for 

granted? Are there ever close calls that, in terms of 

electric reliability that nuclear generation can 

contribute to? 

A I'm an old operating guy. I never take 

reliability for granted. It's hour by hour, minute by 

minute. And so, no, we can't take that fo r  granted. We 
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1122  

can't take for granted the value of having sufficient 

generation reserves, and I think this Commission has 

historically recognized that. 

MR. ANDERSON: We have no further questions. 

Thank you. 

CHAIRMAN GRAHAM: Okay. We don't have any 

exhibits to enter into the record for this witness? No? 

MR. ANDERSON: We do not. 

CHAIRMAN GRAHAM: Sir, thank you very much for 

your testimony. 

THE WITNESS: Thank you, sir. 

MR. ANDERSON: With the completion of 

Mr. Olivera's rebuttal testimony, may he be excused for 

the balance of the hearing? 

CHAIRMAN GRAHAM: Is there any - -  is it okay 

for everybody for this witness to be excused? 

MR. YOUNG: No objection. 

CHAIRMAN GRAHAM: Intervenors? 

Yes. 

MR. ANDERSON: May we proceed with our next 

witness? 

CHAIRMAN GRAHAM: Yes. 

MR. ANDERSON: FPL calls as its next witness 

Terry Deason. 

TERRY DEASON 
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was called as a rebuttal witness on behalf of Florida 

Power & Light Company and, having been duly sworn, 

testified as follows: 

DIRECT EXAMINATION 

BY MR. ANDERSON: 

Q Good morning, Mr. Deason. 

A Good morning. 

Q Have you been sworn? 

A Yes, I was sworn this morning. 

Q Would you please tell us your name and your 

business address. 

A Yes. My name is Terry Deason. And my 

business address is 301 Bronough Street, Tallahassee, 

Florida, 32301. 

Q By whom are you employed and in what capacity? 

A I'm employed by the firm Radey, Thomas, Yon & 

Clark as a special consultant. 

Q Have you prepared and caused to be filed 15 

pages of prefiled rebuttal testimony in this proceeding 

on July 25, 2011? 

A Yes, I have. 

Q Do you have any changes or revisions to your 

rebuttal testimony? 

A I do not. 

Q If I asked you the same questions contained in 
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your prefiled rebuttal testimony, would your answers be 

the same? 

A Yes, they would. 

MR. ANDERSON: Chairman Graham, FPL asks that 

the prefiled rebuttal testimony of the witness be 

inserted into the record as though read. 

CHAIRMAN GRAHAM: We will insert the 

prefiled - -  we will insert the prefiled rebuttal 

testimony into the record as though read for Mr. Deason. 

BY MR. ANDERSON: 

Q Mr. Deason, you have one exhibit which you 

called TD-1. Is that right? 

A Yes. 

M R .  ANDERSON: This is shown on Staff's 

exhibit list, Mr. Chairman, as Exhibit 130. 

CHAIRMAN GRAHAM: Okay. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

REBUTTAL TESTIMONY OF TERRY DEASON 

DOCKET NO. 110009-E1 

JULY 25,2011 

Please state your name and business address. 

My name is Terry Deason. My business address is 301 S. Bronough Street, 

Suite 200, Tallahassee, Florida 32301. 

By whom are you employed and in what capacity? 

I am employed by the law firm Radey Thomas Yon and Clark as a Special 

Consultant specializing in the fields of energy, telecommunications, water and 

wastewater, and public utilities generally. 

Q. Please describe your educational background and professional 

experience. 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

I have over thirty-four years of experience in the field of public utility 

regulation spanning a wide range of responsibilities and roles. I served a total 

of seven years as a consumer advocate in the Florida Office of Public Counsel 

(OPC) on two separate occasions. In that role, I testified as an expert witness 

in numerous rate proceedings before the Florida Public Service Commission 

(Commission). My tenure of service at the Florida Office of Public Counsel 

was interrupted by six years as Chief Advisor to Florida Public Service 

Commissioner Gerald L. Gunter. I left OPC as its Chief Regulatory Analyst 

when I was first appointed to the Commission in 1991. I served as 
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Commissioner on the Commission for sixteen years, serving as its chairman 

on two separate occasions. Since retiring fiom the Commission at the end of 

2006, I have been providing consulting services and expert testimony on 

behalf of various clients, including public service commission advocacy staff 

and regulated utility companies, before commissions in Arkansas, Florida, 

Montana, New York and North Dakota. My testimony has addressed various 

regulatory policy matters, including: regulated income tax policy; storm cost 

recovery procedures; austerity adjustments; depreciation policy; subsequent 

year rate adjustments; appropriate capital structure ratios; and prudence 

determinations for proposed new generating plants and associated 

transmission facilities. I have also testified before various legislative 

committees on regulatory policy matters. I hold a Bachelor of Science Degree 

in Accounting, summa cum laude, and a Master of Accounting, both from 

Florida State University. 

15 Q. Are you sponsoring an exhibit? 

16 A. Yes. I am sponsoring the following rebuttal exhibit: 

17 . TD-1, Biographical Information for Terry Deason 

18 Q: What is the purpose of your rebuttal testimony? 

19 A: 

20 

21 

22 

23 

The purpose of my rebuttal testimony is to respond to certain assertions and 

recommendations made by OPC Witnesses Jacobs and Smith concerning 

Florida Power & Light Company’s (FPL’s) extended power uprate (EPU) 

project. Specifically, I respond to their assertion that the use of a cumulative 

present value of revenue requirements (CPVRR) analysis should be rejected 
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Q: 

A: 

Q: 

A: 

and substituted with a break-even analysis to determine recoverable costs. I 

also respond to Witness Jacobs’ assertion that FPL was imprudent in selecting 

an expedited schedule for the EPU project. 

BREAK-EVEN ANALYSIS 

Do you agree with Witness Jacobs’ assertion that the CPVRR analysis is 

not valid for the EPU project? 

No, I do not. 

Why do you disagree with the recommendation of Witnesses Jacobs and 

Smith? 

Essentially, their recommendation is a mid-stream attempt to fundamentally 

and inappropriately change the standard for determining cost recovery through 

the nuclear cost recovery clause, Their recommendation is inconsistent with 

Rule 25-6.0423, F.A.C., contrary to previous decisions of the Commission, 

constitutes bad regulatory policy and is counter to the stated goals of the State 

of Florida. Distilled to its essence these Witnesses are advocating the use of 

hindsight to determine the prudence of costs incurred for the EPU project. 

19 Q: What is a CPVRR analysis? 

20 A: 

21 

22 

23 

24 

It is an analytical tool used to compare different approaches to determine the 

one that is the most cost-effective. It is a generally accepted method and was 

used by the Commission to determine that FPL’s proposed EPU project for 

the Turkey Point and St. Lucie nuclear power plants was the most cost- 

effective alternative to meet its need for capacity and energy. It has been used 
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16 A: 

17 

18 

19 
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21 

22 

in many other Commission need determination cases as well as accepted in 

prior nuclear cost recovery proceedings. It remains a valid tool to measure the 

ongoing cost effectiveness and continued viability of the EPU project and 

does so by appropriately using forward-looking costs. 

Witnesses Jacobs and Smith state that their break-even alternative is 

needed to protect customers from unreasonable costs. Do you agree? 

No, I do not. First, there is already a two-step mechanism in place to protect 

customers from unreasonable costs. The first step is the need determination 

process. The second step is the annual ongoing prudence and reasonableness 

reviews of actual and projected costs. OPC’s proposed break-even alternative 

is merely a one-sided way to put a cap on otherwise prudent costs. In essence, 

Witnesses Jacobs and Smith want to preserve all of the upside benefits of the 

uprates with no risk that costs could reasonably fall beyond a break-even 

point. 

Is such an approach consistent with good regulatory policy? 

No, it is not. Consistent with good regulatory policy, the Commission has the 

responsibility to balance the needs of investors and customers. Customers 

have the reasonable expectation to receive safe, reliable and efficient services 

and the responsibility to pay the cost of providing those services. Investors 

have the reasonable expectation that capital deployed to provide services to 

customers will earn a reasonable return and will be eventually repaid in the 

form of depreciation allowances. In balancing these interests, the 

4 
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Q: 

A: 

Commission should protect customers from imprudent costs and yet ensure 

that all prudent costs are recovered. 

How does use of OPC’s break-even alternative impose a limitation on 

costs? 

It imposes a cap on costs regardless of whether they were prudently incurred. 

This is contrary to standards of ratemaking and cost recovery which call for 

all prudently incurred costs to be recovered. This standard has been and 

should continue to be applied to the EPU project. 

If costs were to be higher than a break-even point, would the costs be 

unreasonable or imprudent? 

No, not necessarily. There is nothing magical about the break-even point that 

makes cost become unreasonable or imprudent, as Witnesses Jacobs and 

Smith imply. The break-even point is only a point on a continuum of possible 

cost ranges. It is the nature of the costs themselves and whether the costs have 

15 been prudently incurred and well managed that determines their 

16 recoverability. 

17 Q: 

18 alternative? 

Would there be other consequences of accepting the OPC’s break-even 

19 A: 

20 

21 

22 

23 

Yes. It could result in two different economic regulatory standards being 

applied within the nuclear cost recovery rule to the same EPU project, one for 

considering cost effectiveness and project viability (CPVRR) and a different 

one to establish a cap on cost recovery (break-even). Having two different 

standards being applied to the same costs would be inappropriate regulatory 
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policy and place utility management in an untenable position. It also would 

have negative consequences on a utility’s ability to acquire capital to support 

cost-effective nuclear projects. 

Second, applying the break-even alternative as suggested by Witnesses Jacobs 

and Smith would result in a significant shift in the balance of risk 

contemplated in Rule 25-6.0423, F.A.C. It would introduce a new “moving 

target” standard based on continual backward-looking determinations of costs 

eligible for recovery. This is counter to the fundamental purpose of the rule to 

encourage nuclear generation in Florida and basic principles of utility 

ratemaking. 

Q: Why does Florida have a regulatory policy to promote nuclear 

generation? 

Rule 25-6.0423, F.A.C., was proposed and adopted in response to Section 

366.93, Florida Statutes, which became law on June 19, 2006. This law sets 

forth the State of Florida’s policy to promote fuel diversity and electric supply 

reliability by encouraging utility investment in nuclear power plants. The 

FPSC was directed by law to adopt a rule that would implement this 

legislative directive. 

What was the purpose of this directive? 

The Legislature determined that the risks of planning, constructing, and 

operating new nuclear generation were great and that the traditional regulatory 

model was insufficient to address those risks. The traditional regulatory 

A: 

Q: 

A: 
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model, which was used in the last round of new nuclear plants constructed in 

the United States, resulted in the disallowance of substantial investments 

based on reviews being undertaken only after plants were completed and 

requests were made to have them included in rate base. Often these reviews 

entailed upwards to a decade of costs that had been incurred. This caused 

several problems, not the least of which was the complexity and the span of 

time of the reviews. Another factor was the accumulated carrying costs of the 

investments and their resulting impact on rates. For investors to be willing to 

devote their capital to the planning, construction, and operation of new 

nuclear plants and for the benefits of new nuclear generation to be achieved, 

the Legislature determined that a different regulatory approach was needed. A 

key component of this new approach was to provide greater certainty to the 

amount and timing of recovery of all prudently incurred costs. Providing 

regulatory certainty for the recovery of all prudently incurred costs avoided 

the unacceptable risk of a prudence determination being made only after many 

years of construction expenditures had been incurred. Pursuant to this 

directive, Rule 25-6.0423, F.A.C., established annual prudence determinations 

with much needed finality. 

19 Q: Why is this finality needed? 

20 A: 

21 

22 

It is needed to avoid the same concerns I expressed earlier with prudence 

reviews spanning unacceptable time frames and addressing costs that have 

accumulated over multiple years. Without the finality of the annual prudence 

determinations, it is possible and perhaps likely that investments in new 
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21 A: 

22 Q: 

23 

nuclear generation would be subject to the same risks that plagued earlier 

investments in nuclear generation. 

What is Florida’s policy on the finality of prudence determinations of 

nuclear costs? 

Florida’s policy is to review the prudence of incurred costs annually and to 

disallow those costs found to be imprudent. Costs determined to be prudent 

are no longer subject to disallowance or further prudence review. 

What is the standard used by the Commission in making its prudence 

determinations? 

After a new nuclear project has received a determination of need, the 

associated costs are not subject to challenge unless and only to the extent the 

Commission finds, based on a preponderance of the evidence adduced at a 

hearing, that certain costs were imprudently incurred. In addition, imprudence 

shall not include any cost increases due to events beyond the utility’s control. 

Further, a decision to proceed with construction after a determination of need 

is granted “shall not constitute or be evidence of imprudence”. This standard 

is contained in Section 403.5 19(4)(e), Florida Statutes and is specifically 

referenced by Rule 25-6.0423, F.A.C. 

Is OPC’s suggested use of a break-even analysis consistent with this 

standard? 

No, it is not. 

How else would use of OPC’s break-even alternative be inconsistent with 

Florida regulatory policy? 
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A: 

Q: 

A: 

Rule 25-6.0423(f)(c)2. requires a determination of “the prudence of actual 

construction expenditures expended by the utility, and the associated carrying 

costs.” The use of a break-even alternative as proposed by Witnesses Jacobs 

and Smith does not address the prudence (or imprudence) of any actual 

expenditures as required by Florida regulatory policy for nuclear projects. 

Rather, the break-even alternative would establish an arbitrary cap on costs 

that otherwise would be recovered, if found to be prudent. 

In response to an earlier question, you stated that the break-even 

approach recommended by Witnesses Jacobs and Smith would shift the 

balance of risk contemplated in Rule 26-6.0423, F.A.C. Would you please 

explain? 

Yes, I will. As I previously discussed, Florida regulatory policy as 

represented by Rule 25-6.0423, F.A.C., recognizes that new nuclear 

generation provides many benefits to customers, but is an inherently risky 

undertaking for a utility because of the long lead times to plan, construct, and 

operate such generation. This inherent risk acts as a disincentive to undertake 

such projects. To better enable the benefits of new nuclear generation to be 

realized, the rule provides greater regulatory certainty of cost recovery of 

prudently incurred costs by providing for annual prudence reviews that 

provide a high degree of finality. This is the balance to which I refer. 

The approach advocated by Witnesses Jacobs and Smith materially alters this 

balance by purporting to disallow costs which fall beyond some break-even 
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point on the cost continuum, but are nonetheless prudent. It essentially 

provides all of the benefits of new nuclear generation to customers but 

requires customers to potentially pay only part of the cost. Essentially, these 

Witnesses are proposing a risk sharing mechanism not contemplated or 

allowed by the rule. 

Has the Commission previously addressed the concept of a risk sharing 

mechanism within the context of the nuclear cost recovery clause? 

Yes, the Commission has considered and rejected such a concept. In Order 

No. 11-0095-FOF-E1 in Docket No. 100009-E1, intervenors argued that the 

Commission had the statutory authority to implement a sharing mechanism to 

prevent customers from bearing all of the risk when projects face significant 

uncertainty. In response, the Commission found that a risk sharing 

mechanism would not be consistent with the clear statutory requirement that 

all prudently incurred costs are recoverable. The Commission stated: 

In conclusion, based upon the analysis above, we find that we 

do not have the authority under the existing statutory 

framework to require a utility to implement a risk sharing 

mechanism that would preclude a utility from recovering all 

prudently incurred costs resulting from the siting, design, 

licensing, and construction of a nuclear power plant. To do so 

would limit the scope and effect of a specific statute, and an 

agency may not modify, limit, or enlarge the authority it 

derives from the statute. 
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Q: Do you have any other concerns with the recommendation to institute a 

risk sharing mechanism through a backward looking break-even 

3 analysis? 

4 A: 

5 

6 

7 

8 Q: Howso? 

9 A: 

Yes, I do, Aside from the fact that the Commission has found it to be 

statutorily impermissible, I believe it is bad regulatory policy and I am 

concerned that adopting such an approach would have severe negative 

implications for future generation expansion plans in Florida. 

I believe good regulatory policy should encourage utilities to consider all cost- 

effective options for new generation. Having a full array of viable options can 

only serve to provide benefits to customers in terms of reliability, cost and 

fuel diversity. I fear that a risk sharing mechanism as contemplated by the 

break-even approach will lead to only the lower-risk options being considered. 

In today’s environment, this means an even greater reliance upon gas-fired 

generation. Of course, reliance on natural gas is one of the things the 

Legislature and Commission are attempting to mitigate by encouraging 

additional nuclear generation, 

10 

DECISION TO EXPEDITE THE EPU PROJECT 19 

20 

21 Q: 

22 

Do you agree with Witness Jacobs’ conclusion that FPL’s decision to 

expedite the EPU project was imprudent? 

11 
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I disagree with his conclusion. My lack of agreement is not based on an 

engineering analysis of the risks of undertaking the “fast track” approach. 

Rather, I find fault with his conclusion from a regulatory policy perspective. 

Please explain. 

Good regulatory policy calls for issues to be raised at the appropriate time and 

for findings of prudence or imprudence of management decisions to be made 

based on facts known to management at the time decisions are made. The use 

of 20-20 hindsight to conclude a decision was imprudent is improper. 

FPL’s decision to pursue the EPU project on an expedited basis was clearly 

disclosed in the need determination proceeding. The anticipated in-service 

dates of the uprates were part of FPL’s filing and the cost-effectiveness 

calculations were consistent with the aggressive time frames. FPL’s petition 

referred to the aggressive schedule of the uprates and FPL’s Witness used 

terms such as “earliest feasible point in time” and “expedited basis’’ in 

referring to the EPU project’s construction time frame and the ensuing 

benefits being achieved for customers. If there were concerns that the 

decision to expedite the process was an imprudent one, the issue should have 

been raised at that time and it was not. FPL has relied upon a regulatory 

decision to accept the expedited schedule and has pursued the EPU project 

accordingly and was encouraged to do so by the applicability of Rule 25- 

6.0423, F.A.C. Witness Jacobs now wants to use 20-20 hindsight to declare 

this previously-approved decision imprudent. Also, as I earlier described, the 

12 
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decision to proceed with a nuclear project that has been granted a 

determination of need cannot used as evidence of imprudence. 

Do you have any other concerns with Witness Jacobs’ conclusion of 

management imprudence? 

Yes, I do. I believe Witness Jacobs’ conclusion lacks an appreciation of the 

electric supply circumstances confronting FPL prior to and at the time of the 

need determination. 

What was the electric supply circumstances confronting FPL prior to and 

at the time of the need determination? 

FPL was faced with the need for reliable and cost effective base-load 

generation that also provided greater fuel diversity. The need for greater fuel 

diversity was clearly expressed to FPL by the Commission and other policy 

makers during this time. As early as 2004, the Commission raised concerns 

with a lack of fuel diversity and FPL committed to file a feasibility study of 

coal-fired alternatives, which was filed in 2005. In 2006, in emphasizing its 

concern of a lack of fuel diversity, the Commission stated that utilities should 

not assume the automatic approval of gas-fired plants in future need 

determination proceedings. In response to the Commission’s direction, FPL 

proposed building two ultra-supercritical pulverized coal units in Glades 

County to come on line in 2012 and 2013. These units were referred to as the 

Florida Glades Power Park and were the subject of a need determination 

before the Commission in 2007. While the project had attractive economics 

and significant reliability benefits, it was not approved by the Commission. 

13 
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11 

The Commission cited concerns with the risks associated with new coal 

generation in light of anticipated greenhouse gas emissions regulations. FPL 

then found itself in a situation of meeting its need reliably and cost effectively 

and providing greater fuel diversity while minimizing greenhouse gas 

emissions. As a result, FPL proposed to expedite the EPU project in order to 

meet these needs. The Commission approved FPL’s need determination 

request in late 2007 and the order was issued in early 2008. There were no 

intervenors in opposition to the EPU project. 

Why was there a need to expedite the EPU project? 

First was the need to have the uprates on line in time to meet FPL’s need for 

capacity. Second was the desire to maximize benefits to customers through 

7 
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9 Q: 

10 A: 
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16 

17 

18 

19 

20 

21 

22 

23 

12 

13 Q: 

14 A: 

greater fuel savings as quickly as possible. 

How does this relate to the issue of management prudency? 

It goes right to the heart of the issue. The decision to expedite the EPU 

project needs to be reviewed in the context of the circumstances leading to 

and the reasons supporting it. FPL Management took action to meet its 

obligation to serve reliably and cost effectively and to address policy concerns 

over fuel diversity and greenhouse gas emissions. And they did this in a way 

that would maximize fuel savings to customers. Such action should be 

encouraged. It definitely should not be penalized by a finding of imprudence 

based on hindsight of a decision that was unchallenged at the time it was 

originally made. Given the facts and circumstances, a finding of management 

imprudence by the Commission would only tend to nullify its previous 

14 



OOPP39 

1 

2 

3 

4 

5 Q: Does this conclude your testimony? 

6 A: Yes, it does. 

decisions to encourage maximizing nuclear benefits to customers and would 

send a message to FPL’s management and other utility managers that they 

should not aggressively pursue solutions to challenging problems. Customers 

will only be harmed in the long term by such a message. 
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BY MR. ANDERSON: 

Q Mr. Deason, would you please go ahead and 

introduce, reintroduce yourself to the Commission and 

provide a summary of your, of your testimony. 

A Commissioners, it's a pleasure to be back here 

in this hearing room again and to have this opportunity 

to provide testimony to you as you consider this very 

important matter. 

OPC is recommending that FPL should be 

required to utilize a breakeven analysis to disallow 

otherwise prudent costs. This is inappropriate and 

should be rejected. OPCIs recommendation is a midstream 

attempt to fundamentally and inappropriately change 

Florida's policy for determining nuclear cost recovery 

and feasibility and, if implemented, would have negative 

implications for FPLIs customers. 

OPC suggests that the Commission should no 

longer use the cumulative present value of revenue 

requirements, which I will refer to as present value 

analysis, as the means to determine cost-effectiveness 

and continued project viability. 

For many years the Commission has consistently 

and appropriately used the present value approach to 

make decisions on cost-effectiveness in need 

determination proceedings and in the nuclear cost 
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recovery proceedings. 

appropriately considers forward-looking costs and should 

not be discontinued. 

The present value approach 

OPCIs suggestion to replace the Commissionls 

use of the present value analysis with a breakeven 

approach is inappropriate for many reasons and should be 

rejected. OPC's proposed breakeven approach 

inappropriately relies on hindsight and has the effect 

of disallowing otherwise prudent costs. This is 

contrary to the state's policy to promote nuclear 

generation and violates basic principles of ratemaking. 

All prudently incurred costs are to be included in 

rates. OPC's suggested approach does not do this and 

violates this basic principle. 

OPC's suggestion also materially distorts the 

balance of risk provided for by the Legislature and the 

Commission. This could have severe negative 

consequences for customers by limiting options for new 

generation needed to cost-effectively and reliably serve 

them. In essence, OPC's suggestion is a risk-sharing 

mechanism which has been previously rejected and 

determined by the Commission to be impermissible. 

OPC also alleges that FPL's and this decision, 

this Commission's decision to expedite the extended 

power uprates was imprudent. I cannot agree that this 

FLORIDA PUBLIC SERVICE COMMISSION 
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decision was imprudent. 

the Commission approved the expedited schedule, FPL was 

appropriately responding to the circumstances at the 

time. 

increase its fuel diversity, FPL proposed the Glades 

Power Park, two coal-fired units in Glades County. 

These units were rejected by the Commission. 

At the time FPL proposed and 

After being encouraged to consider ways to 

FPL then proposed and the Commission approved 

the expedited schedule for the EPU project. This was 

done to cost-effectively meet the need for capacity and 

energy, to increase fuel diversity, to minimize 

greenhouse gas emissions, and to achieve fuel savings 

for customers as quickly as possible. 

Such actions by FPL should be encouraged. 

OPC's allegation of imprudence ignores these realities 

and penalizes FPL for proposing a cost-effective 

solution to meet these needs and achieve these goals. 

FPL has appropriately relied upon the 

Commission's decisions to approve the expedited 

schedule. It is inappropriate to attempt to litigate 

that now. Good regulation should maintain consistent 

policies that can be relied upon and which encourage 

utilities to make aggressive and prudent decisions to 

maximize customer benefits. OPC's suggestion of 

imprudence would send the wrong message and have the 
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opposite effect. 

That concludes my summary. 

MR. ANDERSON: Thank you, Mr. Deason. 

The witness is available for 

cross-examination, Chairman Graham. 

CHAIRMAN GRAHAM: Thank you. 

Intervenors? Ms. Kaufman. 

CROSS EXAMINATION 

BY MS. KAUFMAN: 

Q 

A 

0 

Q Good morning, Mr. Deason. I've often wanted 

to cross-examine you. 

A I bet you have. 

(Laughter. ) 

If I were in your place, I would relish the 

opportunity. 

You know I'm just kidding you. 

I think back, was I ever mean to you before? 

Never. Always the consummate gentleman. 

As I understand your testimony, and I think 

you referenced this in your summary, you take issue with 

Mr. Jacobs' suggestion that the Commission look at a 

breakeven analysis, and you've referenced that. 

And you also claim that that kind of analysis 

would require the Commission to engage in hindsight; is 

that correct? 
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A Yes. 

Q Okay. Would you agree with me that as the 

Commission evaluates the cost-effectiveness of a project 

each year as it goes forward, it should be able to use 

the tools that it finds the most appropriate to look at 

the project? 

A Absolutely. The Commission should avail 

itself of the tools that it thinks are appropriate. The 

present value analysis is an appropriate tool, is one 

the Commission has relied upon in the past. And, and a 

breakeven analysis can also be used to look at whether a 

project should continue. 

The problem I have is with the suggestion that 

a breakeven analysis, that that tool be used in an 

inappropriate manner, that manner being to basically put 

a cap on costs that otherwise would have been determined 

to be prudent. That is not the purpose, that is not the 

intent, that is not correct use of a breakeven analysis. 

Q But I think that you agreed that the use of a 

breakeven analysis in this situation could be 

appropriate if the Commission deems it to provide 

information that they find relevant. 

A Yes, it could be used by the Commission, not 

to determine what costs should be recoverable, but to 

determine the continued viability of the project. 
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One needs to understand that a breakeven 

analysis is just a refinement of the present value 

analysis. The present value analysis compares two 

alternatives and determines which of those is the most 

cost-effective alternative. A breakeven analysis just 

takes that one, takes it a step and looks and determines 

the magnitude of the difference in costs. 

And if there are two projects and there's a 

difference, a beta of one million, that means that one 

is $1 million more cost-effective than the other, and 

that the other project, that those costs, there's a $1 

million difference and that's the breakeven point. 

Costs for the project that you approve could increase by 

$1 million and it becomes breakeven with the project 

that you're comparing it against. 

Q But certainly if the Commission wanted to 

request the company to perform a breakeven analysis, 

that would - -  in your view, would that be something the 

company would be willing to provide? 

A I can't speak for the company in that regard. 

I believe that question was asked to Mr., perhaps 

Mr. Sim yesterday. I think the record speaks for 

itself. But as I recall, I think he indicated that is 

an analysis that FPL can perform, perhaps routinely 

performs. But the point that needs to be made to the 
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Commission is that you do not use that analysis as a 

tool for - -  and achieve a purpose for a never - -  it was 

never intended, it was never intended to be a tool to 

deny the recoverability of otherwise prudently incurred 

costs. That's the point. 

Q Mr. Deason, I apologize for not recalling. 

Were you on the Commission when the determination of 

need for the EPU was granted? 

A I was not. 

Q Okay. Have you reviewed the record in that 

case in preparation for your comments here today? 

A To a limited extent. I would not call it a 

thorough review of that record. I do recall that the, 

that the matter was actually presented to the Commission 

in the form of a stipulation. I do recall - -  I looked 

at some of the information requests or interrogatories 

that the Staff submitted, and it appeared to me the 

Staff did a very thorough analysis, as they always do on 

need determination proceedings, but I do not believe 

there were other - -  any other Intervenors in the case. 

Q Well, from your limited review, as you've 

said, of the record, do you recall whether you ever saw 

the term "fast tracked" used by anybody in the documents 

that you reviewed? 

A I, I did not see the term "fast track" in No. 
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my limited review, but I did see terms used. Expedited, 

quickest feasible manner, or things similar to that. 

But, no, the term "fast track," I did not see that 

particular term. 

Q Have you, have you been here - -  were you here 

yesterday? Have you been in the hearing room? 

A I was not in the hearing room yesterday. I 

did come out here yesterday evening about 5 :30 ,  quarter 

to 6 : 0 0 ,  just in case things were moving so rapidly as 

to whether I would be needed, but that was my limited 

extent to being here yesterday. 

Q Okay. You reviewed the testimony in this 

case, have you not? You certainly reviewed Dr. Jacobs' 

testimony. 

A Yes, I did. 

Q Okay. And you would agree with me that there 

is a rather strenuous debate among the parties as to 

whether expedited is the same thing as fast tracked? 

A Yes, I do understand that there is a 

difference of opinion as to whether those terminologies 

mean something different as they are used in the context 

of the issues in this case. 

MS. KAUFMAN: Thank you, Mr. Deason. It was a 

pleasure. 

CROSS EXAMINATION 
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BY MR. McGLOTHLIN: 

Q Hello, Mr. Deason. 

A Hello. 

Q Based upon your prefiled testimony and your 

summary, as I understand it, you object to the use of a 

breakeven analysis to disallow costs that would 

otherwise be deemed prudent; is that correct? 

A That is correct. 

MR. McGLOTHLIN: No further questions. 

MR. WHITLOCK: No questions for this witness, 

Mr. Chairman. 

CHAIRMAN GRAHAM: Staff? 

MR. YOUNG: No questions. 

CHAIRMAN GRAHAM: Commissioner Edgar. 

COMMISSIONER EDGAR: Thank you, Mr. Chairman. 

Hello, Mr. Deason. 

THE WITNESS: Hello, Commissioner. 

COMMISSIONER EDGAR: You have in your prefiled 

and also in response to questions talked to us here 

today a good amount about that, the issue of the 

breakeven analysis. I'd like to approach that from a 

slightly different point and pose to you, in light of 

your unique experience working as a consumer advocate 

and also as a regulator, could you speak to us from your 

experience and with your expertise about the issue of 
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separate long-term feasibility analyses versus 

comprehensive? 

THE WITNESS: I need some clarification on 

your question. 

the EPU uprate project and it being conducted at two 

different plant sites? 

Are you talking about in the context of 

COMMISSIONER EDGAR: Yes. Yes, I am. 

THE WITNESS: Okay. I think it is, it is 

important for the Commission to consider the context in 

which the EPU project was presented to it at the time of 

the need determination. It was presented as one 

project, and the cost estimates and the comparison to 

other alternatives were done in the context of one 

project. I think for consistency that it needs to be, 

to continue to be, to be viewed as one project. 

And the reason is because when the decision 

was made that it was the most cost-effective 

alternative, there was a need of a certain magnitude 

that needed to be met, and that need was as a result of 

the fact that the Commission denied the Glades power 

project. I'm not taking issue with the Commission's 

decision to deny that, but it is a reality. 

COMMISSIONER EDGAR: Which was a vote that I 

made. 

THE WITNESS: I didn't participate in that 
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case. But I do recall the Commission strongly 

encouraging FPL, all of Florida's utilities, perhaps FPL 

in particular, to look at what I call solid based, solid 

fuel generating alternatives, which would either be 

nuclear or coal, because there was concern about a lack 

of fuel diversity and perhaps an overreliance on natural 

gas generation. 

And it was at the encouragement of the 

Commission that the Glades project was studied and it 

was proposed and it was fully vetted at the Commission 

and a decision was reached. And that's fine, that's the 

way the process should work, and a decision was made. 

But I think the Commission should be cognizant 

that it put FPL in the position of having to determine 

how they could cost-effectively meet the demand that was 

envisioned in the 2012 /2013  time frame, how they could 

do that while also minimizing greenhouse gas emissions, 

while increasing fuel diversity, and doing all of that 

in a cost-effective manner. 

And that was as a result that FPL came forward 

with the EPU project, and it was one project to meet 

that demand. Both of these projects, if you want to say 

they were separate projects, were needed to meet the 

demand. 

But beyond that, the cost-effectiveness was 
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looked at as one project, and to, now to sever that and 

say that they are standalone projects and one could 

proceed or one could not, I think that's placing a lot 

in jeopardy. 

There's also been testimony in this proceeding 

about the location of generation and how that's 

important for liability purposes and in terms of perhaps 

additional transmission costs. I know there's an 

allegation by FP - -  I mean by OPC that one of the, one 

of the, I think it's Turkey Point, that it may not 

appear to be as cost-effective because of the fact that 

the life of that plant is not as great as the remaining 

life of the other nuclear plant. 

Well, I think the Commission should obviously 

ask whether there's a possibility of the life being 

extended at Turkey Point. I don't have an answer to 

that question, but that is perhaps a possibility. 

But also the Commission has heard testimony 

about the necessity of having generation located close 

to load. So that's another aspect. I think the fact 

that the, that the generation was going to be, from 

Turkey Point was going to be closer to load was a 

consideration. I know it was something that Staff 

explored in their interrogatories as they posed them to 

FPL in terms of whether the project was cost-effective, 
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and it was a factor. 

So to ignore the benefits and the cost 

parameters that were explored in the need determination 

and at this point, some years later, to sever that - -  I 

think it could be done. I would use extreme caution 

before doing so. 

it could put some things in jeopardy. 

I just think that it could, it could, 

COMMISSIONER EDGAR: I remember and recognize 

and, you know, appreciate the points that you're making, 

realizing that at the time the project was presented as 

a whole as opposed to separate components, and that 

there was the belief and the expectation that that would 

therefore include some efficiencies and some additional 

cost-effectiveness and some, you know, additional 

benefits of, of approaching it that way. 

But would you agree that, by virtue of a 

project being presented in that way, does not preclude 

the Commission's responsibility or authority to analyze 

a project as separate components? 

THE WITNESS: I would agree with that, 

Commissioner. My only caution would be to look at it, 

make sure it's the right thing to do, realize that there 

could be other consequences of breaking it apart. But, 

yes, I think it's within the Commission's discretion to 

do that. 

FLORIDA PUBLIC SERVICE COMMISSION 



1153 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

COMMISSIONER EDGAR: Thank you. 

CHAIRMAN GRAHAM: I'm glad you asked that 

question. You took it right out of my mouth. 

Commissioner Bris6. 

COMMISSIONER BRIS6: Thank you, Mr. Chairman. 

Mr. Deason, happy to see you again. I have a 

couple of questions, and they'll be based from your 

testimony. 

12 - -  the question is, ,,Why do you disagree with the 

recommendation of Witnesses Jacobs and Smith?" 

Go to page 3 on your testimony where on line 

And, one, you have that the recommendation 

addresses a midstream attempt to fundamentally, 

fundamentally and inappropriately change the standard 

for determining cost recovery through the nuclear 

recovery clause. So I suppose that that goes to the 

issue of finality to a certain degree. 

THE WITNESS: Yes, Commissioner, it does. It 

goes to, I think, the need for finality and how that was 

expressed by the Legislature and how the Commission 

adopted its rule. With the annual prudence reviews and 

the finality of those, I think, yes, it goes to the 

heart of that. And I think that OPC's suggestion is, is 

midstream in the fact that the Commission has already 

determined a need for the project and it's determined 

that the, the expedited approach was the appropriate 

FLORIDA PUBLIC SERVICE COMMISSION 



1154  

1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

1 8  

1 9  

20 

2 1  

22  

23 

24 

25  

approach. 

So, yeah, I would consider that it would be a 

midstream and it would be counter to the policy of the 

State of Florida to determine finality of costs based 

upon annual prudence reviews. 

COMMISSIONER BRISg: Now, on, on page 4 you 

address the issue, starting at line 5, 5 through 14, 

whether the breakeven alternative is needed to protect 

customers from unreasonable costs, "DO you agree?" 

The question that I have is do you agree for 

this instant or is that something that the Commission 

should potentially look at moving forward? 

THE WITNESS: I believe - -  the answer to your 

question is both. I think that my answer is in terms of 

where we find us, where we find ourselves at this point, 

as well on a moving forward basis. 

You have to realize, Commissioner, that the 

breakeven analysis being proposed by OPC, it doesn't 

find fault with any particular costs. In fact, I think 

this testimony in this case is devoid of there being any 

specific cost that was incurred by FPL that was deemed 

to be imprudent. 

What it does is it relies upon hindsight, 

relies upon sunk costs, and an ever-changing breakeven 

analysis which is going to change with time. That 
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breakeven analysis is going to change as the price of 

gas changes, perhaps as inflation changes, cost of 

capital changes, or, or cost of materials change, or - -  

it's going to change as well. 

Sitting here today, we don't know what the 

relationship is going to be with a breakeven analysis at 

the time that these, this EPU project is completed. It 

could be below that, it could be above. But the fact 

that it is above does not mean that there has been one 

dime of cost incurred imprudently, and that's how it 

violates the policy that has been established by the 

Legislature and this Commission. 

COMMISSIONER BRIS~: SO final question. SO 

from your perspective, not only in this instant but as 

an overarching policy for the Commission, it would be 

bad policy to pursue that, this, that approach? 

THE WITNESS: Yes, it would be bad policy. It 

would be inconsistent with policy already established. 

And as you heard Mr. Olivera say, he feels like that it 

would - -  could possibly prevent the company from doing 

additional nuclear projects just from the fact of the 

adverse impacts on the investment community. 

COMMISSIONER BRIS6: Thank you. 

CHAIRMAN GRAHAM: Redirect? 

MR. ANDERSON: Thank you, Mr. Chairman. 
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REDIRECT EXAMINATION 

BY MR. ANDERSON: 

Q Mr. Deason, Ms. Kaufman asked you if you 

recalled seeing the word "fast track" in the nuclear 

uprate need determination information. 

that? 

Do you recall 

A Yes. 

Q And you told us that you saw information about 

completing the project as soon as practicable and 

expedited and those things; right? 

A Yes. I did see that terminology. 

Q You are - -  are you aware that the Commission 

determined in the 2008  need order that the uprates were 

approved to fulfill a 2012 reserve resource need for 

FPL? 

A 

Q 

Yes, I saw that. And that was, that was the 

need - -  that was determined that was the time frame. 

And the only way that those projects could have been 

completed is if it had been expedited. Now whether 

someone wants to use the term fast track or not, you 

know, I don't want to quibble with that. But I think 

the Commission did recognize to have these plants in 

place to meet the need for the time frame envisioned, 

2012 and 2013,  that these projects had to be expedited. 

In the course of your work you mentioned that 
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you reviewed discovery that Staff propounded on the 

company and the company responded to in that case; is 

that right? 

I 

A Yes, I did review that. 

Q From your review was it understood that this 

was a complex project? 

A Yes, it was - -  to my - -  in my opinion, yes. 

think certainly the, the scope and the, the, the 

in-depth questions that were asked by Staff in their 

review, I think it was obvious that it was a complicated 

project. 

Q Was there testing and probing of the inputs to 

the economic analysis submitted in the proceeding? 

A Yes. It was - -  yes. As, as is the case in 

all need determinations, it was certainly the case for 

the need determination for these projects as well. 

There were a number of scenarios that were reviewed that 

could affect the outcome of that, and the analysis was 

done which showed that these projects were - -  they were 

either cost-effective in all scenarios or the vast 

majority of the scenarios. 

0 And you're familiar from your review of 

Dr. Jacobs' testimony that he points to the geographic 

distance of the plants and the differences in license 

terms and things like that, those are the part of the 
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reasons Dr. Jacobs says a different analysis should be 

done; is that right? 

A I'm sorry. Could you repeat the question? 

Q Okay. Focusing on the discovery you reviewed 

in the need determination case, did - -  was there 

investigation and probing of the different license lives 

of the plants? 

A Honestly, I just don't remember that at this 

point based upon my review. 

Q Okay. Okay. That's fine. 

Did Public Counsel submit any testimony in the 

need determination for your review? 

A No, Public Counsel did not. It was my 

understanding there were no Intervenors in the case. 

Q If Public Counsel had wanted to challenge the 

timing or method of the project, call it expedited or 

call it fast track or call it Bob - -  

MR. McGLOTHLIN: I object to this line of 

questioning as beyond the scope of cross-examination. 

MR. ANDERSON: I believe it's directly within 

the scope because Ms. Kaufman asked about the 2007 need 

determination proceeding. 

MR. McGLOTHLIN: She didn't ask anything about 

OPC's participation. 

CHAIRMAN GRAHAM: Wait a second. I do not 
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remember what the question was. 

reporter to bring it back. 

We can get the court 

MR. ANDERSON: May I rephrase a different 

question? Would that be better? 

CHAIRMAN GRAHAM: Let's try that. 

MR. ANDERSON: Okay. 

BY M R .  ANDERSON: 

Q Mr. Deason, you noted there were no 

Intervenors; is that correct? 

A That's correct. 

Q Is it fair to say that if an Intervenor wanted 

to participate, they could have challenged the timing or 

method of the project by whether the project was 

expedited or fast tracked? 

A Yes. The timing of a project would be a 

legitimate issue that could be raised in any need 

determination proceeding as to what - -  and as to whether 

the need actually exists that is being, being presented. 

And the Commission looks at that and the timing of that 

and whether there are other alternatives which could 

meet that need, such as conservation efforts and things 

of that nature. 

Q Regardless of who would have or could have 

raised that, is it good policy to permit years later 

relitigation of that? 
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A 

Thanks. 

record? 

CHAIRMAN GRAHAM: Thank you. 

We have some exhibits to enter into the 

Well, I think this - -  

MS. KAUFMAN: Chairman, I'm going to object. 

I think this is way beyond the scope of my 

cross-examination. And I think Mr. Deason has already 

made his opinions clear. 

CHAIRMAN GRAHAM: I have to agree with her. 

M R .  ANDERSON: We have no further questions. 

1 

We have Exhibit M R .  ANDERSON: Yes, we do. 

130. FPL offers Exhibit 130 into evidence. 

CHAIRMAN GRAHAM: We will enter Exhibit 130 

into the record. Any objections to that? 

MR. YOUNG: N o  objections. 

CHAIRMAN GRAHAM: Okay. Anything else for 

this witness? 

(Exhibit 130 admitted into evidence.) 

MR. ANDERSON: No, sir. We would ask that 

Mr. Deason be excused for the balance of the hearing. 

CHAIRMAN GRAHAM: Any objections to that? 

Seeing none, Mr. Deason, thank you for your 

testimony today. 

THE WITNESS: Thank you. 
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