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       1                         P R O C E E D I N G S

       2                 CHAIRMAN GRAHAM:  Good morning, everyone.

       3                 (Audience response.)

       4                 Oh, wow.  I like that.  I hope everybody had a

       5       fantastic Labor Day weekend.  I know I did.  And I'm

       6       glad we didn't have this thing first thing yesterday,

       7       because it was difficult getting started yesterday.

       8                 All right.  Speaking of getting started, let

       9       the record show it is September the 7th, 2011.  It is

      10       9:30 a.m.  And this is a Commission workshop on the

      11       electric utility ten-year site plans.  And I wasn't

      12       smart enough to bring my script down with me, so I am

      13       going to look over here to staff.  And I believe there

      14       is supposed to be a notice read.

      15                 MR. MURPHY:  Yes, Commissioner.

      16                 And we are here pursuant to notice for a

      17       Commission workshop regarding the ten-year site plans of

      18       electric utilities.

      19                 CHAIRMAN GRAHAM:  That's simple enough.  All

      20       right.  Introduction.  Is that introduction of the

      21       board, introduction of people coming before us?

      22                 MS. MATTHEWS:  I'm not sure, Commissioner.

      23       (Laughter.)

      24                 MR. BALLINGER:  I'm sorry.  Chairman, I'll

      25       take that one.  I was busy reading some other stuff.
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       1       You want an introduction for the workshop?

       2                 CHAIRMAN GRAHAM:  Yes.

       3                 MR. BALLINGER:  Okay.  The purpose of this

       4       workshop is to give the Commission and the public a

       5       forum to discuss utility ten-year site plans, what their

       6       generation and transaction plans are for the next ten

       7       years.  Staff is required, by statute, to submit a

       8       report to the DEP by December determining the

       9       suitability of each plan.  So this is your opportunity

      10       to hear from selected individual utilities and the FRCC

      11       about the status of the generating reserves and the plan

      12       for the future.

      13                 CHAIRMAN GRAHAM:  Fantastic.  I like that.

      14       All right.  So who is up first?  Ma'am.

      15                 MS. ROGERS:  Good morning.  My name is Sarah

      16       Rogers, and I'm the President and CEO of the FRCC.  And

      17       thank you so much for having me here today.

      18                 Although this is a formal presentation, please

      19       feel free to stop me at any time to ask any questions

      20       that you may have.  Let me see if I can figure out the

      21       electronics here.  All right.

      22                 I'm going to cover for you today the FRCC load

      23       and resource plan, which is a consolidation of the

      24       utilities' plans.  We are going to look at the load

      25       forecasts, generation additions, reserve margins,
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       1       demand-side management, fuel mix, and renewables.  We

       2       are going to talk about the FRCC reserve margin, the

       3       generator and transmission maintenance scheduling,

       4       interregional transmission planning, and, finally, we

       5       are going to talk about fuel reliability.

       6                 The purpose of the FRCC is to ensure and

       7       enhance the reliability and adequacy of the bulk

       8       electric supply in Florida now and into the future.  So

       9       essentially we exist for one purpose and one purpose

      10       only, and that's reliability of the grid.

      11                 The load forecast factors, we continue to see

      12       Florida unemployment decrease, which is a good thing.

      13       The population has picked up some momentum in 2011.

      14       Residential customers and energy sales are higher,

      15       whereas commercial and industrial sales are lower.  The

      16       load management additions have slowed down, the

      17       projection of those has slowed down, and the forecasted

      18       winter peaks are slightly higher in the short-term and

      19       the summer peaks are slightly higher in the longer term

      20       relative to the presentation from last year.

      21                 The podium is very low, so my notes are hard

      22       to read.  So I am going to pick them up.  I apologize

      23       for that.

      24                 This is a comparison of the load resource

      25       forecast from 2010 to 2011.  And as you can see, it's
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       1       very similar in the early years and then picking up a

       2       little bit in the future years.  And this is the summer

       3       peak demand.  It is forecasted as of April 1st.  And

       4       based on the recent economic news, it is our

       5       understanding that some of the utilities have indicated

       6       that they are evaluating whether these forecasts may be

       7       more optimistic relative to what has happened in more

       8       recent months.

       9                 This is the comparison of the 2010 and 2011

      10       winter peak demand.  And as you can see, it has grown in

      11       in early years and probably more to what 2010's

      12       prediction was in the latter years.

      13                 This is our capacity mix chart.  It

      14       essentially shows what the existing capacity is inside

      15       the region, what the cumulative additions are, firm

      16       nonutility purchases, imports and capacity outside of

      17       the region.  And I think this slide demonstrates that

      18       Florida is not terribly dependent upon generation

      19       outside of the state, and that's a good thing.  As a

      20       peninsula, we want to be able to match our generation

      21       and our load within the state without having a

      22       tremendous reliance on importing power, because we have

      23       seen that that can cause problems from a reliability

      24       standpoint.  So this chart shows you that the majority

      25       of the available capacity is inside the state of
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       1       Florida.

       2                 Our planned reserve margins.  This chart shows

       3       that the reserve margins, which include generation and

       4       load management and interruptibles, and throughout the

       5       ten-year period we exceed the -- we basically exceed

       6       20 percent, which is a good thing.  But the second

       7       chart, I want to bring this one to your attention, and I

       8       think it deserves a little more time to talk about.

       9       This chart, you can see the shadow of the previous

      10       chart, but what it is showing you is the percent of our

      11       reserves that are made up of actual generation.

      12                 And the concern that -- or what we are

      13       monitoring at FRCC is you can see in these latter years,

      14       2017 and beyond, that our reserve margin is very

      15       dependent upon demand-side management.  And the concern

      16       there -- demand-side management is a great thing.  It's

      17       avoided cost to the state and to the consumers.  But

      18       what we have seen in the past is when utilities utilize

      19       demand-side management on a regular basis, the people

      20       who subscribe to it often abandon the program.  Because

      21       it's a great thing to save this money on a monthly

      22       basis, but when the utilities have utilized demand-side

      23       management, a lot of people have unsubscribed to the

      24       program.  And so in these future years, '17, '18, and

      25       '19, what we would expect is that utilities would have
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       1       to utilize their demand-side management programs on a

       2       more regular basis, and the concern there is the human

       3       factor.

       4                 What will people do when it is utilized more

       5       often?  And what we have seen in the past is there is

       6       tendency -- it's a great thing for folks to have this

       7       credit on their bill, but if it starts to become an

       8       inconvenience to them, they are going to make -- some

       9       people make the decision that, uh, it's worth the five

      10       dollars more a month to not have my pool pump cut off

      11       every afternoon type of thing.  So this is something

      12       that we continue to monitor.

      13                 It's the first time we have really seen the

      14       reserve margins that are solely made up of generation

      15       drop down below the 15 percent level.  So overall, FRCC,

      16       we want to ensure that the regional planning reserve

      17       margin meets the 15 percent criteria, and that criteria

      18       has been in effect well over ten years, and the planned

      19       reserve margin equals or exceeds 20 percent for all peak

      20       periods within the next ten years.  But as I mentioned

      21       before, we are dependent upon the load management and

      22       the interruptibles.

      23                 Speaking of demand-side management, FRCC does

      24       really well relative to the rest of the United States,

      25       the FRCC region on the percentage of demand-side
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       1       management as it compares to the peak.  You do see two

       2       areas where the percentage is higher than FRCC, and the

       3       reason for that is those are organized markets where

       4       there are actually consolidators of demand-side

       5       management that bid into these markets actually as a

       6       resource.  And so in those areas where they have that

       7       type of market, you do tend to see a slightly higher

       8       percentage than what we see here in Florida.

       9                 Our fuel mix.  We continue to be very

      10       dependent upon natural gas-fired generation within the

      11       state.  That will grow.  That will continue to grow.

      12       And this is the net energy for load, and we can compare

      13       that to the actual plant capacity, which is closer to 60

      14       to 63 percent going forward.

      15                 Renewable resources.  This has changed over

      16       the last several years.  It used to be primarily made up

      17       of municipal solid waste plants, but we have seen an

      18       increase in the number of biomass plants and solar

      19       within the state, so that's a positive, as well.  And

      20       when we are looking at it from a forecasted standpoint,

      21       we continue to see some of the utilities plan for some

      22       biomass plants, landfill gas, some incremental municipal

      23       solid waste and solar.  And we are not seeing in the

      24       site plans yet wind, but we know that there have been

      25       efforts by utilities to get wind sited.
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       1                 We look at conservation or energy efficiency.

       2       This tells a very positive story, as well.  The

       3       cumulative reduction in megawatts is about 2,500 due to

       4       energy efficiency, so that's very positive for the

       5       state.  That means that that is generation that we did

       6       not have to build.  And, you know, it's savings for our

       7       consumers.  And we continue to see that increase over

       8       time.

       9                 The nuclear outlook.  We do see some uprates

      10       planned on the plans.  The new nuclear units that have

      11       been under discussion are not within the ten-year site,

      12       within this window, so that's why you don't see those on

      13       this chart, but we are seeing increases in the nuclear

      14       capacity due to the uprates.

      15                 Energy production from natural gas.  We

      16       continue to see that increase.  It's my understanding

      17       that one of the reasons for the jump between 2010 and

      18       2011 is the low natural gas prices, so that is putting

      19       it sooner in the economic dispatch order.

      20                 So our conclusion is that the results of the

      21       resource adequacy review indicate that the FRCC region

      22       has planned adequate reserves to remain reliable over

      23       the next ten years.  And then we just have on our radar

      24       screen the two issues of the increasing dependence on

      25       demand-side management to supply the reserves and the
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       1       increasing dependence on natural gas.

       2                 Now I am going to go to the next agenda item,

       3       which is the generation and transmission maintenance

       4       scheduling.  We do have a centralized outage system

       5       utilized by the utilities to schedule generation and

       6       translation outages so that we can ensure that there is

       7       coordination between the utilities and that we are not

       8       taking too many units out or too many transmission

       9       outages out that would impact reliability.

      10                 We have an equipment status report that's

      11       updated and it's reviewed by the utilities on a monthly

      12       basis.  We provide a forecast of the monthly unit

      13       outages, and we compile that and we distribute it to the

      14       utilities, and we also provide to the Public Service

      15       Commission a forecast of the monthly reserve margins.

      16                 We coordinate among the utilities to ensure

      17       that there is adequate reserve margins maintained for

      18       all periods.  We conduct coordinated transmission and

      19       generation outage studies.  We do next-day studies,

      20       seven-day studies, 28-day studies, and then the seasonal

      21       studies, which are the summer assessment and the winter

      22       assessment.  We conduct conference calls on a weekly

      23       basis to resolve any issues related to planned

      24       generation and transmission outages.

      25                 I'm going to now go to another agenda item,
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       1       the interregional transmission planning.  And I think

       2       there's more interest in this as a result of FERC Order

       3       1000 that was issued in early August where they are

       4       requiring the jurisdictional utilities to perform more

       5       interregional transmission planning, so we thought it

       6       would be helpful to show you all what we do today.

       7                 We do coordinate the modeling information.

       8       There is a group that exists called the Eastern

       9       Interconnect Reliability Assessment Group, and we have a

      10       multi-regional modeling working group.  There's a lot of

      11       alphabet soup there.  And we develop and maintain a

      12       library of the models of the electric system.  And so

      13       the models include the proposed system expansions and

      14       the models are the basis for reliability assessments.

      15       So when we do our reliability assessments and we run

      16       those models, we actually include a detailed model of

      17       the southeastern area of SERC, which is the Southeastern

      18       Reliability Council, the region that's to the north of

      19       us.

      20                 So when we model our system, we actually can

      21       model their system, as well.  And when we run those

      22       models we can see impacts across the border, which is a

      23       good thing.  We monitor the Florida Southern Interface

      24       and evaluate the facilities on both sides of the

      25       interface, and any potential issues we coordinate with
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       1       the Florida Southern Coordinating Group.  So quite a bit

       2       goes on to ensure that we don't have issues crossing the

       3       border.

       4                 FERC Order 1000 will require the

       5       jurisdictional utilities to develop an interregional

       6       planning coordination procedure and develop a process to

       7       address cost allocation for efficient and cost-effective

       8       interregional transmission solutions.

       9                 I'm switching gears on you again.  We are

      10       going to talk now about fuel reliability.  FRCC started

      11       a fuel reliability working group in 2005, approximately,

      12       and we initiated a gas study project to look at what

      13       would happen for potential pipeline interruptions or

      14       compression station failures.  We look at fuel oil

      15       storage and assess the current natural gas

      16       infrastructure deliverability and reliability.

      17                 This is important because we have seen some

      18       issues in the past.  In 2005, when Hurricane Rita and

      19       Katrina impacted the Gulf Coast, the offshore drilling

      20       rigs were out of service for quite sometime, and there

      21       were some issues related to deliverability of gas during

      22       that time frame.  I'm going to show you some of the

      23       things that have happened since then that the utilities

      24       have done to resolve that issue.

      25                 We also have the ability to run a gas flow
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       1       model the same way we do on the electric system, but on

       2       the gas system, so we can take an element out, or a

       3       compression station, or a break in the pipe and see what

       4       impact that would actually have at the generating

       5       station and whether the generators would be able to run

       6       or not.  So that's a very valuable model for us going

       7       forward, and it enables us to really determine what the

       8       interdependency is between fuel availability and

       9       electric reliability.

      10                 We coordinate the regional responses to fuel

      11       issues and emergencies.  This working group has

      12       oversight for the gas study project.  They support

      13       realtime emergency response, provide input to regional

      14       fuel reliability positions at NERC, and we focus

      15       mostly -- we call it fuel reliability, but as you have

      16       seen from the previous charts, because of our dependency

      17       on natural gas generation, that's where our focus has

      18       been and continues to be.

      19                 Some of the analysis that we have done is we

      20       have looked at the failure of the Gulfstream pipeline,

      21       the Cypress pipeline, or the Florida Gas Transmission

      22       pipeline.  We have looked at compressor failure

      23       analysis.  We are continuing to look at analysis on oil

      24       storage.  And the reason for that is a vast majority of

      25       our gas-fired plants also have the ability to burn an
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       1       alternate fuel, and that alternate fuel is oil, fuel

       2       oil.  So in the event that we have an interruption to

       3       the gas supply, these types of plants can switch over

       4       and start burning fuel oil.  And so the amount of

       5       storage that they have on hand is important to us

       6       because that's a factor in evaluating the reliability

       7       over the time period that we look at.

       8                 Some of the major changes since 2005.  In the

       9       Mobile Bay area, the storage capacity held by FRCC

      10       members has increased significantly from .16 Bcf a day

      11       to 1.06 Bcf a day.  The delivery capacity from onshore

      12       resources has increased, and that's basically a function

      13       of the pipeline connections.  In '05, the majority of

      14       the connections for the supply came from offshore

      15       sources.  Today, the utilities can actually get a lot of

      16       supply from onshore sources, as well.

      17                 The total design capacity into Florida for

      18       natural gas has increased from 3.24 Bcf a day to 4.35.

      19       Impacts to supply by hurricanes have been mitigated with

      20       the storage of natural gas and the onshore resources.

      21       And we do have limited activity on the liquid natural

      22       gas projects.  My understanding is that with the

      23       increase of deriving gas from the shale resources has

      24       driven the price down, and the liquid natural gas has

      25       fallen out of the competitive area at this point in time
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       1       because of the shale natural gas.  We have seen very

       2       limited activity on the liquid natural gas side.

       3                 Some of the tools and coordination that we use

       4       is we have a generating capacity shortage plan.  We do

       5       have a hurricane manual.  We have some communication

       6       protocols between the reliability coordinator, the

       7       generator operators, the natural gas transportation

       8       service providers, and we are very lucky in Florida we

       9       have very excellent cooperation between the pipelines

      10       and the FRCC.  So if we have very high peaks that are

      11       forecasted, we actually will hold conference calls
      12       between the generator operators and the natural gas

      13       pipeline folks, and we can make everyone aware of any

      14       potential issues that we have.

      15                 The pipelines are aware of the criticality of

      16       the deliverability of natural gas during those peak

      17       times.  So I think it's something that really is a best

      18       practice.  And, you know, we have seen some issues in

      19       other states.  In February of this year, there were

      20       blackouts in the state of Texas and some of that was

      21       related to natural gas supply.  And my understanding is

      22       they don't have the kind of communications on a daily
      23       sometimes hourly basis that we do here at FRCC to make

      24       folks aware of what's going on with equipment, what's

      25       going on with supply, et cetera.
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       1                 In summary, our fuel reliability working group

       2       going forward -- well, the summary.  Natural gas

       3       capacity into Florida has increased.  Access to natural

       4       gas storage and onshore sources has increased.  Our

       5       communications plans are in place for the pipeline

       6       operators.  The reliability coordinator coordinates with

       7       the state capacity emergency coordinator and the

       8       pipeline operators when there is any fuel supply that's

       9       threatened or at risk.

      10                 Going forward, we are going to continue our

      11       efforts.  We are reviewing the loss of load event that

      12       occurred in February in Texas, what we call the ERCOT

      13       February load shed event, and we are going to try to

      14       mine to see if there has been lessons learned that we

      15       can apply here in Florida to ensure that that doesn't

      16       happen to us.

      17                 We are going to continue the evaluation of the

      18       electric gas interdependencies, assess the gas

      19       infrastructure capabilities, and continuing evaluation

      20       of fuel oil storage.  And one thing that I will bring to

      21       your attention that is a concern is what we have done,

      22       the studies and analyses that we have done to date are

      23       near-term projects looking at the gas infrastructure as

      24       it exists today, and the plants as they exist today.

      25       And we have done the analysis of what happens if we lose
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       1       supply.  And in general, we are really -- the story is a

       2       good story that for the short-term we can handle that.

       3       But we're going to continue to evaluate the fuel oil

       4       storage issue, because when supply is cut, when gas

       5       supply is limited, a lot of the plants do have the

       6       ability to burn the alternate fuel, and that's really

       7       what saves us in that event.

       8                 But the question that we have is how

       9       sustainable is that over a long period of time.  And

      10       there are some estimates that to continue to replenish

      11       the fuel oil would require about 50 tanker trucks an

      12       hour within the state.  And so our question is if we did

      13       have a long-term lack of availability of gas supply, how

      14       long, realistically, could we burn the alternate fuels

      15       and could the fuels be replenished in a timely manner.

      16       So that's sort of a next step for us.  It's an analysis

      17       that we will do this year and in 2012 to make that

      18       determination.

      19                 Again, just the slide from before on the

      20       natural gas.  So, in conclusion, in the near term, we

      21       don't anticipate any fuel transportation issues

      22       affecting resource capabilities considering the fuel

      23       diversity, the current fuel supply, and the alternate

      24       fuel capability.  But in the longer term, the increase

      25       in energy production from natural gas highlights that
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       1       close coordination will be required to ensure that the

       2       gas delivery capacity remains adequate.

       3                 And that is my presentation, and I'm more than

       4       open for any questions that you may have.

       5                 MS. MATTHEWS:  I have a question.

       6                 CHAIRMAN GRAHAM:  Thank you.

       7                 Ms. Rogers, number one, I want to thank you

       8       for coming and giving us your time.  I appreciate the

       9       work that FRCC does.  The modeling that you do, I think

      10       it probably keeps our feet out of the fire more times

      11       than not, and it keeps us focused in moving forward.

      12                 I've got a couple of questions, so I guess I

      13       will probably work backward so you don't have to do a

      14       whole lot of flipping.  If we can go back to Page 30

      15       when you're talking about the generation capacity

      16       shortage plan.  What is that plan?

      17                 MS. ROGERS:  It's a plan that looks at two

      18       things.  It looks at if we do have a lack of capacity

      19       due to unplanned outages or forced outages, how we

      20       coordinate that.  And then also it looks at -- and that

      21       is how it traditionally was built, but we added to it

      22       the fuel supply issue, as well, so that it's a

      23       communication coordination plan that we utilize within

      24       the state.

      25                 CHAIRMAN GRAHAM:  Okay.  And back to Page 11.
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       1       You're talking about the reserves.  We're probably going

       2       to have a workshop.  We are kind of slammed right now,

       3       but I'm anticipating before the end of the year to look

       4       at the 15 percent or the 20 percent margin, and which

       5       would be best for us.  And I'm glad you brought that up

       6       and the issue about the DSM, and I need to make sure

       7       that you guys are going to be involved in that workshop,

       8       because I think this is great information you have put

       9       before us, but I just want to let you know that it is

      10       coming.  And, like I said, it will probably be before

      11       the end of the year.

      12                 And one last question.  Page 8.  Looking at

      13       the imports, I see the trend that you have here where it

      14       looks like pretty significantly the imports drop off at

      15       2015.  Two questions I have is it looks like it's pretty

      16       consistent from 2011 to 2015.  What causes for that to

      17       drop like that in year five?

      18                 MS. ROGERS:  There are actually purchase

      19       agreements between the utilities, and it's my

      20       understanding that those purchases expire, those

      21       purchase agreements expire in 2016.  So there is the

      22       possibility that those purchase agreements could be

      23       renewed, but what is reflected within the load and

      24       resource plan is that they are not projecting those at

      25       this time to be renewed.
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       1                 CHAIRMAN GRAHAM:  And the last question.  What

       2       did it look like ten years prior to this?  Was it the

       3       same, consist that it was from 2011 to 2015, or was it

       4       bigger back then?

       5                 MS. ROGERS:  We do have a limit on the import

       6       capability, so it can't be any larger than

       7       3,700 megawatts.  So it has never been larger than that.

       8       There may have been some fluctuation in previous years,

       9       but I think it has been fairly steady.

      10                 CHAIRMAN GRAHAM:  Okay.  Those are the

      11       questions I have.  I don't know if anybody has any other

      12       questions.

      13                 Ma'am.

      14                 MS. MATTHEWS:  Thank you.

      15                 You guys don't normally specifically address

      16       this, but I thought you might be able to give me some

      17       kind of an idea.  Most of the ten-year site plans, if

      18       not all of them, are forecasting increasing customer

      19       growth, customer energy consumption, demand is

      20       increasing, and things like that.  And I was wondering

      21       if you guys had any idea what the reasons were behind

      22       those increases in forecasts?

      23                 MS. ROGERS:  At a high level, I can answer

      24       that question.  This is our understanding, for the

      25       increase in the load forecast.  Unemployment has

                          FLORIDA PUBLIC SERVICE COMMISSION

                                                                        22

       1       decreased year over year.  We have seen some population

       2       picking up momentum, and we have seen that the

       3       residential and -- residential energy sales are up, so I

       4       think those are the primary reasons.

       5                 As I did mention, this is data from April, and

       6       a lot has happened in the world since April.  So I think

       7       that some of the utilities are wondering, you know, are

       8       questioning whether that load forecast is valid, now

       9       given those circumstances.

      10                 MS. MATTHEWS:  Thank you.

      11                 CHAIRMAN GRAHAM:  Any other questions?

      12                 MR. TRAPP:  Mr. Chair.

      13                 CHAIRMAN GRAHAM:  Bob.

      14                 MR. TRAPP:  I don't want to take the place of

      15       the Commissioner.

      16                 CHAIRMAN GRAHAM:  You are a wise man.

      17                 Commissioner Edgar.

      18                 COMMISSIONER EDGAR:  Thank you, Mr. Chairman.

      19                 And I also was going to draw our attention

      20       back to the slide on Page 11 talking about the reserve

      21       margin, and that is an issue that comes up every so

      22       often, 15 percent, 20 percent.  And I heard you, Mr.

      23       Chairman, that this is something we will be discussing

      24       in more detail at a future date relatively near.  But

      25       could you speak in a little more detail than you did in
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       1       your presentation about that issue or potential concern,

       2       maybe, about the portion of the reserve margin being

       3       made up from DSM versus generation.

       4                 MS. ROGERS:  I will be happy to.  The

       5       15 percent has been in place for over ten years, and

       6       when it was put into place, the demand-side management

       7       programs were not as popular as they are today.  And

       8       reserve margin is essentially a buffer for the

       9       uncertainty that exists in load forecasts, in weather,

      10       in changing economies, and also in equipment

      11       availability.  So it's a margin on a day-to-day basis

      12       that we have in the event that something bad happens.

      13                 And so if a unit trips off, or if we have

      14       extreme hot weather outside of what we forecast, that's

      15       what the margin provides for.  And the utilization of

      16       demand-side management is something that the utilities

      17       can use to meet that margin, to cover to ensure that we

      18       don't have rolling blackouts.  But what we have seen in

      19       the past here in Florida as well as other states, the

      20       reserve margin is comprised of almost -- of enough

      21       demand-side management that it's utilized on a regular

      22       basis, that people tend to unsubscribe from the program.

      23       And it makes it something very difficult to analyze,

      24       because the amount of generation that we have, the load

      25       forecast, those are things that can be scientifically
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       1       analyzed, but the load management and interruptible

       2       issue really has a human factor to it.  And people will

       3       behave in what some people would call not fully rational

       4       ways.  You know, the market analysis will show you that.

       5       So we have got this human factor related to the

       6       demand-side management, and so it's really a risk issue

       7       that you have to make a determination on.

       8                 If we get to the point where we are utilizing

       9       the demand-side management on a regular basis, and it's

      10       a voluntary program, and people can unsubscribe to it,

      11       it can disappear very quickly, and then your reserve

      12       margin could be very low, and that could cause

      13       reliability issues.  Does that help?

      14                 COMMISSIONER EDGAR:  And I realize that it's

      15       probably ever changing, and difficult, and may be

      16       difficult to quantify, but from the perspective of FRCC,

      17       do you have a feel for, of that 20 percent margin, about

      18       how much now is made up from DSM?  And, if so, of that

      19       DSM portion, how much is residential versus

      20       business/commercial/industrial?

      21                 MS. ROGERS:  I can partially answer that

      22       question for you.  If you go to Slide 10, it's harder to

      23       see on the screen.  I think on the printouts it might be

      24       a little easier to see.  The shadowed part is the total

      25       demand-side -- or the total reserve margin, excuse me,
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       1       and then the solid part is that part of the reserve

       2       margin that's made up of generation.  So you can see in

       3       2017, for example, in the summer, you're almost at

       4       50 percent.  Does that help?

       5                 COMMISSIONER EDGAR:  It does.  And it is kind

       6       of hard to see.  I appreciate you drawing me to the rest

       7       of the graph that I may have missed.

       8                 MS. ROGERS:  It almost looks like a printing

       9       mistake.

      10                 COMMISSIONER EDGAR:  And that is what I

      11       thought it was, exactly.  It reads completely

      12       differently now that I see the additional shading.

      13       Thank you.

      14                 I look forward to more discussions on this.  I

      15       think it's a very interesting issue.  Obviously

      16       redundancy in reserve for reliability sake is a good

      17       thing, but I recognize there's a cost involved, so I

      18       look forward to further discussion.  Thank you.

      19                 MS. ROGERS:  You're welcome.

      20                 CHAIRMAN GRAHAM:  Commissioner Balbis.

      21                 COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

      22       And thank you, Ms. Rogers.  I appreciate your work and

      23       the work that the FRCC does.

      24                 If I could point your attention to Slide 26,

      25       which is the -- I would like a little more information
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       1       on the gas study project that you mentioned.  If you can

       2       give me a little more information on that as far as has

       3       it been completed, what were the findings, conclusions

       4       of that in a little more detail, that would be great.

       5                 MS. ROGERS:  Well, it's an ongoing project.

       6       What we have done is we have worked with the utilities

       7       to get information on what kind of pressures that their

       8       gas plants need to see to be able to burn the gas.  We

       9       have worked with the pipeline owners to get information

      10       from them on the specifics of the pipeline.  And we have

      11       created a model, and it actually runs similar to a load

      12       flow model, but it's a gas flow.  And gas is different

      13       than electricity in that if there is a break in the

      14       pipe, how much pressure is available depends upon the

      15       packing of the pipe.

      16                 And I'm getting into areas that are outside of

      17       my expertise to some extent, but what we have done is we

      18       have looked at critical compression station failures,

      19       and run an analysis to see what plants would be

      20       impacted, are those plants capable of burning alternate

      21       fuels, or some plants have connection to both FGT and

      22       Gulfstream, so we have done that kind of analysis to

      23       determine how much generation would be at risk for

      24       certain types of outages.  And we do have that data.  We

      25       presented some of that in the past, and it's something
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       1       we could bring to you again.

       2                 I don't have those specifics here, but we

       3       identify each year what cases we want to analyze, and

       4       then we run those studies, and we determine what, if

       5       any, generation will be impacted from those outages.

       6                 COMMISSIONER BALBIS:  Okay.  And I personally

       7       would like to see that additional information.  One of

       8       the concerns that I have is having such a high

       9       percentage of natural gas fuel generation to really look

      10       hard at, you know, how critical any failure would be and

      11       what the effect would be.

      12                 And then one last question.  You mentioned

      13       that they have an alternative or alternate fuel they

      14       could burn, whether it be fuel oil, et cetera.  How

      15       quickly can that changeover occur and is that something

      16       that you have looked at, or is it pretty much --

      17                 MS. ROGERS:  I don't know the answer to that

      18       off the top of my head, I'm sorry.

      19                 COMMISSIONER BALBIS:  Okay.  All right.

      20       That's all the questions I have.

      21                 CHAIRMAN GRAHAM:  Commissioner Brown.

      22                 COMMISSIONER BROWN:  Thank you.  Thank you,

      23       Ms. Rogers, for your presentation.  I just had a quick

      24       question.

      25                 You mentioned that the FRCC will be conducting
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       1       an analysis regarding the sustainability to burn

       2       alternative fuel sources such as oil at the natural gas

       3       plants.  What is your timetable for providing that

       4       analysis?

       5                 MS. ROGERS:  Our board of directors asked us

       6       to perform that study at our last board meeting.  I'm

       7       not exactly sure how long that will take to run, but we

       8       will be looking at that for the rest of this year and

       9       next year.  We may have some results that we could share

      10       at the 2012 workshop.

      11                 COMMISSIONER BROWN:  That's what I was going

      12       to suggest.  Thank you.

      13                 CHAIRMAN GRAHAM:  Bob Trapp.

      14                 MR. TRAPP:  Thank you, Chairman.

      15                 Ms. Rogers, is it correct that you're leaving

      16       the FRCC at the end of the year?

      17                 MS. ROGERS:  Yes.  I announced my retirement

      18       earlier this year, so I will be leaving FRCC January

      19       16th.

      20                 MR. TRAPP:  On behalf of staff, I would like

      21       to thank you very much for all the help and hard work

      22       that you have helped us with over the years, and wish

      23       you the best, and thank you for keeping the lights on.

      24                 MS. ROGERS:  Thank you so much, Bob.  I

      25       appreciate that.

                          FLORIDA PUBLIC SERVICE COMMISSION

                                                                        29

       1                 And also I would like to recognize my staff,

       2       John Odom, who is the Vice-President of Planning and

       3       Operations, Vince Ordax, who is the Manager of Planning,

       4       and Scott Beecher, who is one of our planning engineers.

       5       And he actually does all the hard work of putting this

       6       presentation together and making sure I'm as prepared as

       7       possible.  So, thank you, guys.

       8                 CHAIRMAN GRAHAM:  Ms. Rogers, I want to thank

       9       you, again, for your presentation.  And it's a lot of

      10       good detail that's here, and for the work that FRCC

      11       does.  And I didn't know that you were retiring.  We'll

      12       miss you.  And hopefully whatever you do next, we will

      13       see you again.

      14                 MS. ROGERS:  Thank you so much.

      15                 CHAIRMAN GRAHAM:  Thank you.  I think next is

      16       Florida Power and Light.

      17                 MR. SIM:  Good morning, Chairman Graham,

      18       Commissioners.  My name is Steve Sim.  I work for the

      19       Resource Assessment and Planning Department at FPL

      20       that's responsible for putting together the site plan

      21       each year.  With me today is Mr. Rene Silva, the

      22       director of our department.  And I will be giving the

      23       presentation today, and Mr. Silva and I will attempt to

      24       answer any questions that you and your staff may have.

      25                 We have a number of topics to address today,
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       1       and I will try to move through them as quickly as

       2       possible.  The item I'm going to spend most of the time

       3       on is the 20 percent reserve margin criterion issue, so

       4       we have saved that for last, and I will try to move as

       5       quickly as possible through the other five topics that

       6       we're going to address today.

       7                 The first of those are the resource planning

       8       changes and assumptions that have occurred since the

       9       filing of our site plan in April 2011.  And as a

      10       reminder, the site plan traditionally is designed to

      11       describe the outcome of resource planning in the prior

      12       year, and we try to push that a little bit so that it

      13       covers the first quarter of the current year, as we have

      14       done this year.

      15                 First of all, let's start with what our site

      16       plan actually showed.  And I'm not going to spend much

      17       time on this table, because it has been presented in the

      18       site plan, but I will touch upon two things.  The first

      19       resource need that we have is in 2016, and we were

      20       projecting in the site plan that we would address that

      21       with a greenfield combined cycle.  And based on that

      22       addition, the next resource need that FPL was projecting

      23       would be in 2020, and we were projecting to also meet

      24       that with a greenfield combined cycle.

      25                 Now, our resource planning work is ongoing,
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       1       and naturally assumptions change along the way.  So what

       2       we are trying to do on this slide is show you what the

       3       planning assumption changes have been compared to those

       4       that were in effect when we filed the site plan.  The

       5       first of those is that we are no longer assuming that we

       6       will be doing scheduled plant maintenance in all months

       7       of the year.  We were in the site plan assuming that we

       8       would begin to have to move scheduled plant maintenance

       9       into all months of the summer and all months of the

      10       winter, and we were recognizing that by an assumption of

      11       350 megawatts would be out on scheduled maintenance in

      12       all summer months, 550 megawatts out all winter months.

      13       We have, upon further analysis, decided that we can

      14       continue to perform that scheduled maintenance without

      15       having to move it through all summer months and all

      16       winter months.

      17                 The second main change is the Turkey Point 1,

      18       roughly 400 megawatts of capacity is going to be removed

      19       as a generating resource in 2016 where it will serve as

      20       a synchronous condenser very similar to what it's sister

      21       unit, Turkey Point 2, is now doing.

      22                 The third point is there are 26 General

      23       Electric 7FA combustion turbines in our existing

      24       combined cycle units.  We are in the process of

      25       upgrading those, and that work will continue through
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       1       2015, which will result in roughly 190 megawatts of

       2       increased capacity as well as efficiency improvements in

       3       those combined cycle units.

       4                 And the fourth main item is the recent

       5       Commission decision regarding incremental DSM, which

       6       will result in slightly lower incremental DSM additions

       7       on the order of roughly 20 megawatts a year from what we

       8       were assuming at the time of the site plan.

       9                 Now, after factoring in those changes, really

      10       not much has changed in regard to our resource needs.

      11       We still have resource needs beginning in 2016, and we

      12       are -- instead of projecting a greenfield combined cycle

      13       being added in that year, we are now projecting that we

      14       will modernize the Port Everglades site in 2016.  And

      15       based on that assumption, our next resource need will

      16       again fall in 2020.

      17                 The next item we will talk about are our

      18       inactive reserve units, the status and the plans for

      19       those.  Now, there are eight such units on our system,

      20       and really not much has changed regarding the status and

      21       plans for those units with the exception of the four

      22       units at Port Everglades.  So in Port Everglades 1 and

      23       2, the two smaller units, we plan on retiring those

      24       units in 2013 if the Port Everglades modernization

      25       project proceeds.  The two larger units, Port 3 and 4,
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       1       those will be returned to service temporarily in 2012 as

       2       support for the modernization at Cape Canaveral and

       3       Riviera.  And upon completion of that work for Cape in

       4       2013, these additional two units at Port will be retired

       5       if the Port Everglades modernization project proceeds.

       6                 The next item, the existing and planned solar

       7       and wind projects.  We have completed three major solar

       8       projects in 2009 and 2010, 25 megawatts of PV in

       9       DeSoto, ten megawatts of PV in Brevard, and 75 megawatts

      10       of solar thermal at Martin.  Combined, these three solar

      11       facilities will be providing more than 225,000 megawatt

      12       hours per year.  In regard to wind, well, we have been

      13       pursuing a 14-megawatt wind energy project in St. Lucie

      14       for sometime, but we have been unable so far to obtain

      15       the local approvals.  But we do remain very interested

      16       in trying to proceed with wind in this state and we will

      17       be looking for opportunities to do so.

      18                 In regard to PV, we have done a lot of

      19       planning and we have performed initial permitting and

      20       due diligence for a number of additional PV projects

      21       that would total roughly 500 megawatts.  However,

      22       because there has been no legislation supporting the

      23       utility development of such projects, we have not

      24       proceeded with the construction of these projects at

      25       this time.  However, if that enabling legislation or
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       1       regulation were to occur, we would be ready to move very

       2       quickly with the bulk of those 500 megawatts worth of

       3       projects.  And we would like to point out that even

       4       though the projects, the PV projects that we put in

       5       place in 2009 and 2010 are very recent, there have been

       6       some significant improvements in both the cost and the

       7       efficiency of photovoltaic, and those would also be part

       8       of any project we would bring forward.

       9                 Gas pipeline needs is the next subject.  We do

      10       need additional gas.  We do plan to pursue additional

      11       pipeline capacity.  In that regard, we have been

      12       updating our analysis in regard to how much gas and when

      13       we would need it.  We are in the process of preparing an

      14       RFP for pipeline capacity to meet those needs, and we

      15       will be bringing that forward and meet with your staff

      16       in the next few weeks to discuss.

      17                 Plans for improving fuel diversity.  We are

      18       pursuing that along a number of fronts.  Needless to

      19       say, we all know that Florida is a peninsula and that we

      20       import almost all of the fuels used in the state.  And

      21       FPL is dependent upon natural gas for over 60 percent of

      22       the energy we provide our customers.  So fuel diversity

      23       is always an important issue for us.

      24                 We are pursuing that diversity through the EPU

      25       and Turkey Point 6 and 7 nuclear projects.  We have
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       1       mentioned the 110 megawatts of solar facilities that we

       2       have recently added, and I have also mentioned that we

       3       have additional PV projects in the pipeline that could

       4       be brought forward if enabling legislation becomes a

       5       reality.  We are maintaining the ability to use fuel oil
       6       at our four 800-megawatt steam units by adding

       7       electrostatic precipitators, and we are continuing to

       8       improve our ability to burn natural gas more efficiently

       9       by putting in very highly efficient combined cycle units

      10       at existing sites, like our West County site, and

      11       through modernizations and repowering such as those that

      12       have been completed in the relatively near term at Fort

      13       Myers and Sanford, the Cape Canaveral and Riviera

      14       modernization projects that are ongoing, and the

      15       proposed modernization at Port Everglades.  And also we

      16       continue to pursue the diversification of natural gas

      17       supply sources for our system.

      18                 That brings us to the last topic we will

      19       discuss here today, and that is the 20 percent reserve

      20       margin criteria.  First of all, our reserve margin

      21       criteria is basically designed to help ensure that we

      22       have reliable electric service for our customers.  And

      23       resource planning is an exercise that is dependent upon

      24       a number of forecasts.  And as we know, all forecasts

      25       are uncertain.  So, in essence, the resource planning
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       1       work that we do is, in large part, designed to address

       2       that uncertainty.  And on this page we have listed three

       3       of the items of uncertainty that most readily come to

       4       mind.

       5                 We could have higher than forecasted peak

       6       loads, we can have unscheduled generating unit outages,

       7       and we can have lower than projected DSM capability.

       8       Another factor might be that we just don't know in

       9       advance how much assistance we might be called upon to

      10       provide to other utilities.

      11                 Now, any consideration of moving from a

      12       20 percent criteria to a 15 percent criteria will have a

      13       number of aspects that should be considered, and two

      14       among them are system reliability and cost of

      15       electricity.  And in regard to those two, cost and

      16       reliability, FPL's view is summarized on this page.  We

      17       think that a 20 percent reserve margin, at least, is

      18       necessary to provide reliable service for our customers.

      19       Switching to a 15 percent criteria, we think would

      20       significantly reduce the reliability of service as we

      21       will be discussing on the next two pages.

      22                 In regard to economics, reducing the reserve

      23       margin criteria would not necessarily result in any

      24       significant short-term cost savings to customers and

      25       long-term cost savings we think are also questionable.
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       1       And the reason for that is although you would have

       2       capital and other fixed costs that would be reduced by

       3       delaying the addition of new generating units, if the

       4       generating unit that you are deferring is a very fuel

       5       efficient unit, you would have fuel and other variable

       6       costs increasing over what they otherwise would be if

       7       you had built the unit according to a 20 percent reserve

       8       margin criteria and schedule.  So you have a balancing

       9       act of sorts, and the net cost impact of how much

      10       savings, if any, would be highly dependent upon fuel and

      11       other variable costs.  And I will get to that in a

      12       couple of slides with an example.

      13                 But first what I would like to do is go

      14       through two pages talking about reliability of

      15       20 percent versus 15 percent.  And this looks like a

      16       fairly complicated slide, and perhaps it is, so let me

      17       see if I can simplify it.  Because, in essence, it is a

      18       very simple example.  Now, as we mentioned earlier, FPL

      19       right now is projecting that its first resource need is

      20       in 2016 with a 20 percent reserve margin.  If we were to

      21       move to a 15 percent reserve margin, our first resource

      22       need would be in 2019.

      23                 So what I have done is we have selected a year

      24       that falls within that range; we arbitrarily selected

      25       2017.  And what we have done on the first of the four
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       1       rows is we have taken our current load forecast for

       2       2017, the 25,025 value, we have taken our current

       3       projection for energy efficiency, which shows up here as

       4       a negative 666, and a few columns over we have taken our

       5       current projection for load control, 2,080.  And we have

       6       then worked backwards to see how much generation we

       7       would need if we were to exactly meet a 20 percent

       8       reserve margin in 2017.  And that shows up in the tan

       9       colored box to the far left on the first row, the

      10       26,735 megawatts of capacity.  And this would enable us

      11       to exactly meet the 20 percent reserve margin in that

      12       year.

      13                 Two things I would like to point out before we

      14       leave this row.  The first thing is in the far right

      15       column, the total reserves we would be projecting to

      16       have is a little over 4,400 megawatts.  And of that, we

      17       have shown that we have 2,080 megawatts of load control

      18       and 666 megawatts of energy efficiency.  So, in essence,

      19       2,700 of our 4,400 megawatts of reserves would be

      20       provided by DSM, and that is a topic we will come back

      21       to in just a moment.

      22                 But what we next do on the next three rows is

      23       we try to account for those three areas of uncertainty I

      24       mentioned earlier.  The first one is having on the peak

      25       hour peak day units out for unscheduled maintenance.
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       1       And what we have assumed in the yellow box on the second

       2       row is 1,800 megawatts of plant are out for unscheduled

       3       maintenance.  And this is not an atypical number.  In

       4       fact, over the course of the last few summers this has

       5       been a fairly average number we have seen through the

       6       summer.

       7                 Now, what that means for our reserves is shown

       8       in the far right column.  We have seen our 4,400

       9       megawatts of reserves drop to a little over

      10       2,600 megawatts of reserves.  So we would still be okay

      11       in our ability to maintain service for our customers.

      12                 The next item of uncertainty on the third row

      13       is that of load forecast.  Now, as we go through a year

      14       and we look back at our load forecast, we look at the

      15       variance between what the forecasted value was and what

      16       the actual value was.  And as you can expect, if you are

      17       forecasting one year out your, variance generally isn't

      18       very great.  But as you begin to forecast four, five,

      19       six, seven years out, your variance continues to grow.

      20                 So what we have done here, since we are

      21       looking at the year 2017, six years out, we have looked

      22       at the range of variance from our forecast to actual

      23       numbers.  And we have selected not the most extreme of

      24       that range that would capture 100 percent of that

      25       variance, we have captured 75 percent of that variance.
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       1       And what that means is the variance in the load forecast

       2       is lightly over 9 percent, and 9 percent off of a 25,000

       3       load forecast is about 2,311 megawatts, which shows up

       4       in the pink box on the third row.  And this higher load

       5       would reduce our reserves in the far right column from a

       6       little over 2,600 to roughly 350.  Still we're okay.

       7                 And, finally, if for whatever reason we had

       8       less DSM capability on that year on the peak day than

       9       what we were projecting, which we're reflecting here by

      10       an arbitrary choice of 333 megawatts of energy

      11       efficiency, for some reason, not showing up, we would

      12       still be able to meet our load.  So what this site tells

      13       us is with a 20 percent reserve margin with these

      14       assumptions, which we think are reasonable, we would

      15       still be able to provide electric service to our

      16       customers.

      17                 Now, on the next slide what we are going to do

      18       is we are going to change one number and see how it

      19       ripples through the analysis.  The number we are going

      20       to change is in the first row, the upper left-hand

      21       corner of the tan box.  We have calculated how much

      22       generation capacity, which would be FPL units and

      23       purchases, we would need in order to exactly meet a

      24       15 percent reserve margin.  And if you compare the
      25       previous page to this, we are dropping that generation
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       1       capability by roughly 1,100 megawatts.

       2                 Now, where this shows up is in the far right

       3       column, the 4,400 megawatts of reserves we had before

       4       has dropped to about 3,300.  We then go through the same

       5       exercise.  1,800 megawatts of generation out on the

       6       second row reduces the 3,300 megawatts of reserves to

       7       1,500.  The higher than expected load of a little over

       8       2,300 megawatts now takes our 1,500 megawatts of

       9       reserves and we are now in the negative.  We have

      10       unserved load.  In simple terms that's rotating feeders

      11       or blackout for our customers.  A 777 megawatt unserved

      12       load equates to roughly 275,000 residential customers

      13       being affected by rotating blackouts.

      14                 If we were then to assume the same lack of

      15       performance of DSM of 300 megawatts on that peak hour,

      16       the unserved load would grow to a little over

      17       1,100 megawatts, which would equate to rotating feeders

      18       for roughly 400,000 residential customers.  So what

      19       these two pages are showing us is that we certainly

      20       believe that the FPL system is more reliable with a

      21       20 percent reserve margin than it is with a 15 percent

      22       reserve margin.

      23                 I mentioned there are other aspects of the

      24       reserve margin criteria that need to be considered, and

      25       one of those is how much you would lean on your load
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       1       control resources between a 20 percent and a 15 percent

       2       reserve margin.  What this graph does is it takes a look

       3       at our residential load control program.  And one aspect

       4       of it that would be hit fairly frequently, residential

       5       air conditioning cycling.

       6                 We currently have roughly about 700,000

       7       residential customers who have chosen this option in our

       8       residential load control program, and this equates to

       9       about 700 megawatts.  And what we have tried to do here

      10       is project what -- the frequency with which we will push

      11       the button.  The numbers represent annual number of load

      12       control events, but because it is AC cycle, the vast

      13       majority of these projected values will occur in the

      14       summer.

      15                 And as you can see on the left-hand side of

      16       the graph, we are seeing projected frequencies

      17       relatively low, two times a year.  Now, keep in mind

      18       what is occurring in those years is we have added the

      19       West County 3 combined cycle in 2011, the nuclear

      20       uprates are coming in 2012 and 2013, we have got Cape

      21       Canaveral modernization coming in in 2013, and Rivera

      22       modernization in 2014.

      23                 What happens then is let's assume that we stay

      24       with a 20 percent reserve margin.  As currently

      25       projected, we add capacity in 2016, and then again in
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       1       2020.  The gold line represents that.  The frequency

       2       begins to increase slightly, but tops out in 2019 at

       3       about six times a year, and then drops in 2020 as the

       4       2020 combined cycle is added.

       5                 But if we were to go to a 15 percent reserve

       6       margin and not build the unit in 2016 and defer it

       7       instead to 2019, we see the projected frequency of load

       8       control begin to increase fairly substantially topping

       9       out at 16 times a year in 2018 before dropping in 2019

      10       when the deferred unit would now be built, and then

      11       taking off again on an upward trek in 2020.

      12                 The danger here is the more -- as Ms. Rogers

      13       pointed out, the more frequently we exercise load

      14       control, the greater the likelihood that we will have

      15       customers drop out of the program because we are highly

      16       dependent upon their continued voluntary participation

      17       in this program and in other DSM programs.

      18                 Moving on, there are a couple of other aspects

      19       regarding reserve margin that we are currently

      20       analyzing.  One of those is the flexibility we will have

      21       to continue to do scheduled maintenance of our

      22       generating units.  As mentioned earlier on in this

      23       presentation, we believe we can continue to schedule

      24       maintenance for our generating units outside of all of

      25       the summer and all of the winter peak months currently
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       1       under our 20 percent reserve margin, which is one of

       2       those assumptions.  We think if we were to drop to a

       3       15 percent reserve margin, we would lose some of that

       4       flexibility, and it might make it more likely that we

       5       would be having to build or add resources earlier, which

       6       kind of defeats the entire purpose of deferring

       7       generation capacity additions through a criteria.

       8                 And on a related issue, again, Ms. Rogers

       9       touched on this, FPL and other utilities as well are

      10       becoming increasingly dependent upon our DSM programs

      11       and the continued voluntary participation in DSM that

      12       this means in order to meet the 20 percent reserve

      13       margin.  For example, in this year, if we were to

      14       extract all of our incremental conservation and our

      15       cumulative load control capability and look at what was

      16       remaining as a generation-only reserve margin, we would

      17       be at about 13 percent.

      18                 But if we project out to 2019, even with

      19       adding new generation in 2016, and we were to perform

      20       the same exercise, our generation only reserve margin

      21       would be at roughly 5-1/2 percent.  And if we were to

      22       move to a 15 percent reserve margin and exactly meet in

      23       2019 a 15 percent reserve margin, our generation only
      24       reserves would be at 1.3 percent, which is far too low

      25       for what we think we need to provide reliable service.
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       1                 So, therefore, FPL is conducting analyses to

       2       determine whether or not we need to go a step further

       3       and add an additional reliability criteria which could

       4       be expressed as a minimum reserve margin criteria that

       5       was provided by generation-only resources.  That

       6       analysis is ongoing, and I am certain we will at a

       7       future date be ready to discuss those analyses with your

       8       staff.

       9                 Now, turning from reliability to the economics

      10       of a potential change from a 20 percent to a 15 percent

      11       reserve margin.  As previously mentioned, if we were to

      12       switch from 20 to 15 percent, we would defer the 2016

      13       unit back to 2019.  So what we did in preparation for

      14       this presentation today is we performed some initial

      15       analyses as to what the projected cost impact would be

      16       to our customers, and we looked at a five-year period.

      17       And what the table shows in the first column marked

      18       annual fixed cost savings, there definitely would be

      19       annual fixed cost savings, meaning capital, fixed O&M,

      20       et cetera.  However, because FPL -- and let me stress

      21       that all utilities are different, but the type of unit

      22       that FPL would be deferring would be an extremely

      23       fuel-efficient combined cycle unit.  We would see higher

      24       fuel costs than would be the case if FPL had built the

      25       unit in 2016.  So fuel and other verifiable costs would
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       1       go up, and the net result of the two is shown in the

       2       next column, the annual total cost savings.

       3                 What we see is that in the five-year period we

       4       would have three years where our customers would see

       5       some savings.  We would see two years in which our

       6       customers would actually see cost increases.  And in

       7       nominal dollar terms, if we were to add those up over

       8       the five-year period, we would see that our customers

       9       would save $22 million.  Again, nominal.  But this is

      10       highly dependent upon what actual fuel and other

      11       variable costs will be, which we have tried to

      12       demonstrate on the following page.

      13                 On the following page on the left-hand side we

      14       have replicated without any change the table we just

      15       walked through.  And on the right-hand side, the change

      16       we have made is recognizing that we are at historically

      17       low gas prices today and that volatility of fuel prices

      18       can easily exceed 5 percent in the short-term, we have

      19       boost up the column marked annual variable cost savings

      20       by 5 percent.  And the result, the net result is shown

      21       in the next column, annual total cost savings.  We now

      22       see that in the five-year period, three of the five

      23       years our customers would expect to see an increase in

      24       annual cost, and cumulative over the five-year period

      25       the 22 million in cumulative savings would flip to be a
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       1       $12 million cost increase in regard to that five-year

       2       period.  So the point here is that any cost savings is

       3       going to be utility dependent, and the cost savings are

       4       going to be highly dependent upon what the variable

       5       costs would be.

       6                 In summary, regarding our reserve margin view,

       7       we think our customers are best served by the current

       8       20 percent reserve margin criteria, and any

       9       consideration of moving from 20 percent to 15 percent is

      10       really a consideration of tradeoffs.  The tradeoffs

      11       would be economically you are going to save in capital

      12       and other fixed costs, but you are also going to have

      13       higher fuel and other variable costs.  And any

      14       projection you have today of those cost increases is

      15       going to be magnified if you have fuel and other

      16       variable costs that are higher than currently

      17       forecasted.

      18                 Our current projections show that you may have

      19       relatively small net cost savings in the short-term,

      20       but, again, these are highly dependent upon continued

      21       low fuel prices.  And trading off against those

      22       economics, as slight as they are, you are guaranteed to

      23       have more frequent use of load control, you are

      24       guaranteed less flexibility in scheduling plant

      25       maintenance, and you would definitely have diminished
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       1       system reliability over all the years.

       2                 In FPL's opinion, the risks outweigh the

       3       potential benefits, and FPL believes that the current

       4       20 percent reserve margin criteria should be maintained.

       5       And as we have indicated earlier, we are analyzing what

       6       goes behind the 20 percent criteria to see if an

       7       additional aspect of this should address how much of

       8       this comes from generation and how much comes from DSM.

       9                 And, Commissioners, that concludes our

      10       presentation, and we will be happy to answer any

      11       questions you may have.

      12                 CHAIRMAN GRAHAM:  Steve, I want to thank you

      13       and Florida Power and Light for your presentation.  Once

      14       again, a lot of very good data, and a lot of good stuff

      15       for us to go back to, especially as we are dealing with

      16       the issue of the reserve margin.

      17                 Are there any questions from the

      18       Commissioners?

      19                 Commissioner Brisé.

      20                 COMMISSIONER BRISÉ:  Thank you, Mr. Chairman.

      21                 Steve, thank you for being here today and a

      22       good presentation.  I'm going to start with the margin

      23       issue, and I'm going to ask a question that's a little

      24       different from the regular train of thought, but does

      25       the increase in the development of your renewable
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       1       projects reduce the necessity for a higher margin?

       2                 MR. SIM:  At this time I would have to say,

       3       Commissioner, the answer would be no.  Because what we

       4       are looking at in terms of -- let's take photovoltaics,

       5       for example.  It is a great energy fuel saving option

       6       for our customers.  However, we don't count it currently

       7       as firm capacity, so it simply wouldn't be included at

       8       this time in our reserve margin calculations.

       9                 In the future, as we gain more operating

      10       experience, we may be able to assign some percentage of

      11       the nameplate rating of the facilities in our reserve

      12       margin calculations, but it would likely be a relatively

      13       low percentage.  So currently it plays no role in our

      14       reserve margin calculations, and in the future any role

      15       it would play would probably be a relatively minor one.

      16                 COMMISSIONER BRISÉ:  All right.  Going to Page

      17       19.  In your second bullet you mention the DSM, and I'm

      18       asking is there any reason to believe that the public is

      19       going to voluntarily move away from these DSM plans?

      20                 MR. SIM:  Commissioner, if I may take the

      21       liberty of using Progress Energy as my example.

      22                 CHAIRMAN GRAHAM:  Remember, they follow you.

      23                 MR. SIM:  My apologies to the Progress folks.

      24                 CHAIRMAN GRAHAM:  There is no rebuttal; they

      25       follow you.  (Laughter.)
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       1                 MR. SIM:  But they do come after me, so they

       2       could come after me.  What occurred in the late 1990s is

       3       probably a textbook example of a demand-side management

       4       program being almost too successful.  At the time, and,

       5       again, this was over ten years ago, my numbers may not

       6       be exactly correct, but I think the gist of it is going

       7       to be accurate.

       8                 They had signed up at the time roughly

       9       40 percent of their residential customers on residential

      10       load control.  They had an extremely successful program.

      11       Reserve margin at that time for both Progress and for us

      12       was 15 percent.  So a significant percentage of their

      13       reserves were based on residential load control.  They

      14       faced, unfortunately, an extremely hot summer.  And

      15       because so much of their reserves were dependent upon

      16       residential load control, they were forced to implement

      17       load control to an extent that their customers had not

      18       seen in prior years.  And by the time they got to the

      19       end of the summer, a substantial number of their

      20       customers dropped out with very little warning.

      21                 My recollection is it was somewhere in the

      22       order of 70,000 participants in that program dropped out

      23       very quickly, which forced them to reassess plans and to

      24       begin to look towards adding more supply or generation

      25       options in order to make up the shortfall in their
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       1       reserves.  So I think that -- in our state, that is

       2       probably a textbook example of how too much reliance on

       3       DSM can come back without much warning and create

       4       problems.  As I mentioned before, their program was so

       5       successful, it actually led to an unfortunate outcome.

       6                 COMMISSIONER BRISÉ:  I think a couple more

       7       questions, Mr. Chairman.  I'm going to focus on your

       8       solar projects.  Would you say that your projects are

       9       stable and provide a certain level of continuity in

      10       terms of output?

      11                 MR. SIM:  To the best of my knowledge, sir, I

      12       have not -- and I have not looked at the data recently.

      13       My understanding is they are operating very close to

      14       what they were projected to operate at, and that we are

      15       very happy with the operation of those projects.  And as

      16       I mentioned, we have about 500 megawatts of additional

      17       photovoltaic projects that are in the pipeline, so to

      18       speak, just awaiting enabling legislation.

      19                 COMMISSIONER BRISÉ:  Following up with -- so I

      20       will go to that point exactly with respect to the

      21       legislation.  When you say enabling legislation, what do

      22       you mean specifically by enabling legislation?  Is there

      23       something prohibiting you from moving forward, or is it

      24       that it's not cost-effective, or what?

      25                 MR. SIM:  I think the way I simplistically
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       1       think of these is the photovoltaic facilities are higher

       2       than our avoided cost.  And currently the rules of the

       3       game are we cannot recover more than our avoided cost,

       4       so, therefore, we could only recover a portion of the

       5       cost of these photovoltaic facilities.

       6                 And in regard to enabling legislation, I think

       7       it could take at least two forms.  One would be

       8       regulation that said the utilities are allowed to

       9       recover fully the cost of these facilities, and another

      10       might be the setting up of a renewable portfolio

      11       standard that required a certain percentage of energy

      12       were to come from renewable sources.

      13                 COMMISSIONER BRISÉ:  And the last question.

      14       With respect to solar, have your customers benefited in

      15       terms of rates as a result of you adding the solar, or

      16       FPL adding the solar component to its energy generating

      17       portfolio?

      18                 MR. SIM:  I think overall our customers are

      19       paying somewhat higher rates.  We certainly are saving

      20       on fuel and other variable costs.  The capital cost for

      21       the photovoltaics, however, is overriding that resulting

      22       in a net increase in rates.  However, as I indicated in

      23       the presentation, those projects, even though they went

      24       in in 2009 and 2010, we are seeing significant cost

      25       increases, approaching 50 percent in terms of a decrease
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       1       in the capital cost for the photovoltaics.  So we think

       2       that any cost impact from future photovoltaics would

       3       certainly be lessened and might, in time, turn into a

       4       cost decrease for our customers.

       5                 COMMISSIONER BRISÉ:  And with that in mind, I

       6       certainly hope that you get the enabling legislation,

       7       because I do think that there is some benefit in

       8       renewables, not only for costs over the long-term, but

       9       for potential stability within our grid.  So, thank you

      10       very much.

      11                 MR. SIM:  Yes, sir.

      12                 CHAIRMAN GRAHAM:  Commissioner Balbis.

      13                 COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

      14                 And thank you, Mr. Sim, for coming today.  I

      15       have a couple of questions.  The first one, the

      16       500 megawatts of solar that you said is ready to go, but

      17       FPL is not moving forward with, is that included in any

      18       of your ten-year plans at this time?

      19                 MR. SIM:  It is mentioned in the Ten-Year Site

      20       Plan in the section that talks about potential sites.

      21       We do discuss some of the potential sites, but it's not

      22       included in any of the analysis for reserve margin or

      23       for projected fuel mix.  Those only -- the fuel mix, for

      24       example, only accounts for these 110 megawatts that we

      25       currently have in operation.
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       1                 COMMISSIONER BALBIS:  Okay, thank you.

       2                 And then my other comment, really, there is a

       3       lot of very good information and discussion on the

       4       reserve margin, and I appreciate that.  And I'm glad we

       5       are having a workshop to discuss it in detail, because

       6       obviously if FRCC has a 15 percent number, and then the

       7       stipulation is 20 percent, and there is the pros and

       8       cons to each one, and I look forward to discussing it in

       9       detail when we have more time and information in front

      10       of us, so thank you for that information, and that's all

      11       I have.

      12                 MR. SIM:  Yes, sir.

      13                 CHAIRMAN GRAHAM:  Commissioner Brown.

      14                 COMMISSIONER BROWN:  Thank you.

      15                 Thank you again for your presentation.  Back

      16       to the 500 megawatts of solar.  If that enabling

      17       legislation were enacted, for example, next year, what's

      18       the time frame that those projects -- you say that they

      19       are in the pipeline, and I know some of them have

      20       certifications by DEP, or one of them does.

      21                 MR. SIM:  I think we have withdrawn that

      22       certification at this point, because there is no

      23       enabling legislation.  But my understanding is we would

      24       begin to file those applications and come before the

      25       Commission for cost-recovery almost immediately with a
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       1       fairly large percentage.  I don't have a megawatt number

       2       in front of me, how much of the 500 megawatts, but it

       3       would be a substantial portion, and the project would

       4       then be completed once the approvals were gained within

       5       a year.

       6                 COMMISSIONER BROWN:  Okay.  Thank you.  And

       7       one last question.  On Page 12, you mentioned that

       8       Florida Power and Light continues to pursue the

       9       diversification of natural gas supply sources to the FPL

      10       system.  Can you please elaborate on how FPL is doing

      11       that?

      12                 MR. SIM:  I believe the best answer for that,

      13       Commissioner, would be in the RFP that FPL will be

      14       coming up within the next few weeks to discuss with the

      15       staff.  And, I'm sorry, I just don't have the details of

      16       what is in that RFP at this point.

      17                 COMMISSIONER BROWN:  Thank you.

      18                 CHAIRMAN GRAHAM:  Commissioner Edgar.

      19                 COMMISSIONER EDGAR:  Thank you.  At one point

      20       a few years back FPL had proposed new generation in

      21       Glades County.  When that proposal did not move forward,

      22       my understanding was there was some discussion, or some

      23       analysis, or examination of using that same site

      24       location for another purpose perhaps.  Is there anything

      25       proposed or in the pipeline, so to speak, for new
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       1       generation in Glades County?

       2                 MR. SIM:  Yes, Commissioner.  We have looked

       3       at that as a potential site for photovoltaics.

       4                 COMMISSIONER EDGAR:  And what would be the

       5       status of that?

       6                 MR. SIM:  Again, awaiting enabling

       7       legislation, and there are other sites that we are

       8       looking at, as well.  It is one of the sites that we are

       9       considering actively.

      10                 COMMISSIONER EDGAR:  And then to follow up on

      11       a comment you made a few moments ago, you said that

      12       since the '09 and 2010 construction and then operation

      13       of the PV in DeSoto, Brevard, and Martin, that you have

      14       seen a decrease in capital costs.  What is that decrease

      15       in capital cost due to or attributable to?

      16                 MR. SIM:  I think it's -- I think in general

      17       terms it is due to worldwide production, particularly in

      18       China.  The costs have simply dropped for manufacturing

      19       of photovoltaic modules substantially.

      20                 COMMISSIONER EDGAR:  Thank you.

      21                 CHAIRMAN GRAHAM:  Steve, a quick question.

      22       Port Everglades 1, 2, 3, and 4, what is the fuel source

      23       for those four?

      24                 MR. SIM:  Oil and natural gas.

      25                 CHAIRMAN GRAHAM:  And after the modification?
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       1                 MR. SIM:  It will be a natural gas fired

       2       combined cycle similar to what we are building at

       3       Riviera and at Cape Canaveral.

       4                 CHAIRMAN GRAHAM:  Staff, any questions?

       5                 MS. MATTHEWS:  Yes, I have a question, please.

       6                 Mr. Sim, just following up on the Chairman's

       7       question just then about the modernization of the Port

       8       Everglades site, and you mentioned earlier that you guys

       9       are about to put out an RFP for the gas needs at the

      10       Cape Canaveral and Riviera site long-term needs, and I

      11       was wondering if the Port Everglades site, if you had

      12       any plans in place for supply, or if there is any need

      13       for additional supply at that site?

      14                 MR. SIM:  Let me attempt to clarify.  The gas

      15       RFP is one for the system in total and it would be used

      16       at a number of sites.  In regard to Port Everglades

      17       modernization, what we are looking at there is

      18       essentially adding compression that would come from our

      19       Fort Lauderdale site essentially pushing gas into the

      20       Port Everglades site.

      21                 MS. MATTHEWS:  Okay, thank you.  And just one

      22       more.  In your discussion regarding the 15 percent

      23       reserve margin versus the 20 percent, you mentioned that

      24       you might see some savings in the short-term, but not

      25       necessarily so much in the long-term.  And I was
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       1       wondering if you have done any analyses and come up with

       2       numbers for that, for those studies?

       3                 MR. SIM:  We have done analyses that look at

       4       both short-term and long-term.

       5                 MS. MATTHEWS:  Okay.  Thank you.

       6                 MR. BALLINGER:  Good morning, Doctor Sim.

       7                 MR. SIM:  Good morning, sir.

       8                 MR. BALLINGER:  Just a few quick questions.

       9       Could you quickly explain in layman's term a synchronous

      10       condenser?

      11                 MR. SIM:  I was hoping you wouldn't ask me

      12       that.  (Laughter.)

      13                 Again, my simplistic definition is it's a

      14       facility that is not producing electricity, instead it

      15       is providing voltage support for the system.

      16                 MR. BALLINGER:  And that is because of the

      17       transmission kind of -- I'll call them bottlenecks in

      18       southeast Florida, where you don't have a lot of

      19       generation in southeast Florida?

      20                 MR. SIM:  That is correct.  And that is why

      21       the units that we have chosen for this are way down at

      22       the southern end of our system at the Turkey Point site.

      23                 MR. BALLINGER:  Okay.  When was the decision

      24       approved by FPL management to go forward with the

      25       repowering at Port Everglades?
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       1                 MR. SIM:  I believe, subject to check, that it

       2       was roughly June 10th of this year, at which point our

       3       executives decided to proceed with filing the waiver

       4       request for Port Everglades.

       5                 MR. BALLINGER:  And when do you expect that

       6       FPL will file a need determination for that unit?

       7                 MR. SIM:  Consistent with what we said in the

       8       waiver request, we will be filing before the end of the

       9       year.

      10                 MR. BALLINGER:  Do you know of any other units

      11       in FPL's system that may be candidates for modernization

      12       at this time?

      13                 MR. SIM:  I don't believe at this point there

      14       are any strong candidates.  We have modernized or

      15       repowered our Fort Myers site, our sites at Sanford,

      16       Cape Canaveral, Riviera.  In earlier years we have

      17       repowered the Fort Lauderdale site, so we are getting

      18       near the end of the old 1960s era steam units that are

      19       logical candidates for repower.

      20                 MR. BALLINGER:  Okay.  Is FPL looking at any

      21       potential sites for a solar application that it has done

      22       at Martin with solar thermal?

      23                 MR. SIM:  One of the items that I was

      24       referring to in response to a question from Commissioner

      25       Edgar is Martin is one of those sites, not so much for
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       1       solar thermal, but I believe it is a site for expansion

       2       of PV capacity.

       3                 MR. BALLINGER:  Okay.  And according to your

       4       Ten-Year Site Plan, I think FPL's eight largest units

       5       are all combined cycle units that were built since the

       6       year 2002.  And those units are different than

       7       traditional steam units in that they can operate in

       8       various modes, is that correct?

       9                 MR. SIM:  Yes, sir.  They are -- the bulk of

      10       those are either based on three, four, or in the case of

      11       Fort Myers, six combustion turbines.  And, for example,

      12       one of the combustion turbines can come down for

      13       maintenance and the remaining unit -- the remaining CTs

      14       in the unit can continue to operate.  Obviously at less

      15       capacity and less efficiency, but it can continue to

      16       operate.

      17                 MR. BALLINGER:  So a combined cycle unit, it

      18       is more typical that if there is an outage or a problem

      19       it effects partial rating of the unit, not the entire

      20       unit coming off?

      21                 MR. SIM:  That is correct.  That's an

      22       advantage of the combined cycle unit.  Slightly working

      23       in the opposite direction is the combustion turbines.

      24       The modern version of the combustion turbines that we

      25       are using have very rigid thresholds.  At which time the
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       1       number of operating hours threshold is reached, that CT

       2       must come down for maintenance.  So there is a little

       3       bit less flexibility in terms of scheduling maintenance

       4       with those units, but, as you mentioned, there is a big

       5       advantage in that one of the combustion turbines can

       6       come off and the remaining portion of the unit can

       7       continue to operate.

       8                 MR. BALLINGER:  Okay.  And on your Slide 19 I

       9       think you had the generation-only reserves.  We don't

      10       need to go there.  But did those DSM estimates include

      11       the continuation of FPL's existing programs or the goals

      12       that were established that is in your plan?

      13                 MR. SIM:  The slide that we showed had been

      14       adjusted to account for the recent Commission decision

      15       to go back to the current DSM plan.  So it had been

      16       adjusted downwards by roughly 20 megawatts a year.

      17                 MR. BALLINGER:  Thank you.

      18                 That's all I have, Chairman.

      19                 CHAIRMAN GRAHAM:  Any other staff questions?

      20                 Hearing none.  Steve, I do want to thank you

      21       guys for your presentation today and for all of this

      22       information.

      23                 We are going to take about a five-minute break

      24       so our court reporter can rest her little fingers.

      25       We'll start back up here in five minutes.  Thanks.
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       1                 (Recess.)

       2                 CHAIRMAN GRAHAM:  So next up on the agenda is

       3       Progress.  Sir, welcome.

       4                 MR. BORSCH:  Good morning, Commissioners.  My

       5       name is Ben Borsch, and I work in the Generation

       6       Resource Planning Group at Progress Energy Florida.  We

       7       have been asked to address three topics this morning.

       8       The first is changes from our April Ten-Year Site Plan

       9       to our current thinking, and particularly you had asked

      10       us to address a couple of different items.  We will

      11       address the ongoing outage at Crystal River 3 and the

      12       recent changes to the DSM goals impact.  We will also

      13       address the reserve margin question.  And, finally, you

      14       had some questions specifically about our renewables

      15       planning.

      16                 I am going to address the first two of those

      17       items.  My colleagues, Ms. Tamara Waldmann and Mr. Dave

      18       Gammon, who is somewhere, they will be addressing the

      19       renewables question.  So let me see if I can make the

      20       thing go forward.  Ha, there we go.

      21                 To look specifically at the changes in our

      22       reserve margin, these three columns present an example

      23       of the reserve margins at the time of the summer speak.

      24       The left-most column is as it was presented in our April

      25       Ten-Year Site Plan.  In the center column, what we did
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       1       was to look at the reserve margin with the change to the

       2       DSM impacts only, that is to say, with the projection of

       3       CR-3 still included in the reserve margin.  And the

       4       right hand column presents a cumulative view with both

       5       the DSM and the impacts of the ongoing CR-3 outage.

       6                 So what you see in this is if you compare the

       7       left-most column to the center-most column, what you are

       8       seeing especially in the years, say, 2012 through 2017,

       9       are the increasing impacts of the change in the DSM

      10       scenario from the 2009 goals setting to the extension of

      11       our existing programs as was determined by the

      12       Commission this summer.  And you can see that that

      13       starts out as about a two or three percent impact in the

      14       early years and accelerates forward to about a 6 to

      15       8 percent impact by the mid to late part of the decade.

      16       After 2018, it's not really a fair comparison, because

      17       then you start getting tangled up in projected new units

      18       beyond that point.

      19                 If you look at the comparison between the

      20       center column and the right-hand column, especially in

      21       the years 2011 through 2014, what you see is the impact

      22       of the outage at Crystal River 3.  And you can see that

      23       going through those years Crystal River 3 represents

      24       about 8 or 9 percent of our total generation, and it's

      25       reflected in that reduction in the reserve margin.  I
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       1       think the important point to take away here is that at

       2       no time does the reserve margin drop below the

       3       20 percent criterion in this plan, even with Crystal

       4       River 3 out of service through 2014.

       5                 This next slide shows a comparison of the

       6       impacts of the DSM programs.  These are cumulative

       7       energy impacts due to the energy efficiency programs.

       8       In comparison, the way that the goals were structured in

       9       our 2009 DSM order, we had a much higher emphasis on

      10       energy efficiency than on load control.  So consequently

      11       almost all of the differential here is seen in energy

      12       efficiency programs rather than in load control

      13       programs.  And you can see that there is a very

      14       substantial difference between what we had planned in

      15       our earlier Ten-Year Site Plan and what we are

      16       projecting in the current scenario that was requested

      17       from us by staff.

      18                 This is the same comparison done on summer

      19       peak load.  And you can see the reduction, again, from

      20       the yellow line, which is the numbers that were put in

      21       the 2009 goals versus the brown line, which is the

      22       extension of the existing programs.  I threw the red

      23       line on there just sort of for reference.  You may

      24       recall that in discussions with staff we had developed a

      25       middle ground, what we called the rate mitigation plan,
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       1       that just sort of illustrates where that might have

       2       fallen out.

       3                 Again, most of the differentials in our

       4       programs were shown in energy efficiency.  Much as Mr.

       5       Sim referred to their load control programs, we have a

       6       load control differential that is a little bit less than

       7       20 megawatts a year, so that is not a huge impact on the

       8       overall system compared to the energy efficiency.  And

       9       this is what it looks like when you look at it on our

      10       summer net firm demand at the time of the peak.  So you

      11       can see the cumulative impact, and it gives you sort of

      12       a reflection of what that looks like in percentage of

      13       our overall net demand.

      14                 The change in the two growth periods or growth

      15       projections changes our overall cumulative average

      16       growth rate from about three-quarters of a percentage

      17       over that ten-year period up to about 1.6 percent.  And

      18       then we showed this as a change in our projected

      19       resource plan.  Our Ten-Year Site Plan, as it was filed

      20       in April, showed only a single projected new unit, a gas

      21       turbine peaking unit in 2020.  We would project, if we

      22       were going forward with the existing DSM programs, that

      23       we would bring that unit forward from 2020 to 2018, and

      24       that behind it in 2019 we would see additional demand

      25       for our combined cycle unit.
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       1                 Turning our attention to the question of the

       2       reserve margin, I'd like to thank the work that was done

       3       by FPL.  They had done a much more detailed example than

       4       the one that we have prepared, but I think that our

       5       points and conclusions are much the same.  So we will

       6       work through a slightly simpler example using Progress

       7       Energy's numbers.  And in our example, we picked the

       8       year 2014 just because it happens that with the outage

       9       at CR-3, we're going to be right at our 20 percent

      10       reserve margin in that year.  So it made a handy example

      11       for showing kind of how the components of that

      12       20 percent are put together.  You can see in this that

      13       we had, again, you know, about a 28 percent reserve

      14       margin before the scheduled outage for Crystal River 3.

      15                 I think the thing that, you know, we wanted to

      16       emphasize, and the FRCC talked about this, Mr. Sim

      17       talked about this in terms of their view of things, is

      18       that when you look at the overall reserve margin, you

      19       are talking about a number of different components, both

      20       generating reserve, load control reserve, firm and

      21       nonfirm load.

      22                 So when we look at this, we start out by

      23       looking at the question of we have a -- we calculate a

      24       total demand from our residential, commercial, and

      25       industrial customers, then from that we subtract the
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       1       expected impact of the energy efficiency DSM programs

       2       that are ongoing, which gives us a total number after

       3       conservation, if you will.  And that's sort of the real

       4       demand that we expect to see, given the implementation

       5       of conservation programs like insulation, window

       6       changing, energy efficiency, and other programs both at

       7       the commercial and residential levels that just plain

       8       shave load off completely.

       9                 Then after that, we calculate the

      10       interruptible loads.  The interruptible loads,
      11       especially also our residential and commercial load

      12       management programs, which get us down to the number

      13       that we show as firm demand.  But much as has been

      14       discussed here earlier, it is our intention most of the

      15       time to serve that number, which is the after

      16       conservation number but before load control, because we

      17       also want to limit our usage of the load control to

      18       situations where it's really necessary because of

      19       adverse weather, because of unit failure, and other

      20       conditions and not to rely on that as a regular daily

      21       resource.  Because, first of all, it limits our
      22       flexibility.  It will raise customer costs in the

      23       variable arena.  And, finally, we have the personal

      24       experience of having a substantial number of customers

      25       drop off our system after extended use of the load
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       1       control program.

       2                 So if you look at the previous example, and

       3       this is kind of amalgamating things that were on the

       4       previous two slides, we have a total capacity net after

       5       the outage at CR-3 of about 11,000 megawatts, and a

       6       total load after conservation of just over 10,000

       7       megawatts, which leaves us roughly 1,000 megawatts of

       8       reserve before we start tapping into the load control.

       9       And this is about, you know, two-thirds of our reserve

      10       margin.  So in round terms, we are very much on the same

      11       plain as the numbers that were presented by Florida

      12       Power and Light.  That 1,000 megawatts would represent,

      13       you know, 12 or 13 percent of the reserve margin by

      14       itself.

      15                 Out of that 20 percent, or out of that 1,000

      16       megawatts, if you will, we have to reserve power for a

      17       number of uses.  First of all, we reserve power for our

      18       contribution to the regional reserve supporting our

      19       fellow utilities in the event of a unit outage.  We also

      20       recognize that all of these calculations are done on the

      21       basis of an integrated hour.  The actual instantaneous

      22       amount of power that we would have to supply may be

      23       somewhat higher or lower than the amount that we have

      24       calculated on the integrated hour.  So we have a reserve

      25       that we maintain for instantaneous load following, and
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       1       that leaves us with roughly 500 megawatts for unit

       2       reliability and for reaction to adverse weather.

       3                 And in that area, we have ten units, and not

       4       counting Crystal River 3, I should say, ten units that

       5       are greater than 450 megawatts of capacity.  So, again,

       6       much as in the example presented by Florida Power and

       7       Light, they chose to look at one unit, one major unit

       8       out and half of a second unit.  We would be much in the

       9       same circumstances where that would use up our unit

      10       reliability reserve.

      11                 Also, we have calculated that on our system in

      12       the summertime, the temperature sensitivity is roughly

      13       300 megawatts per degree.  So above the peak temperature

      14       for our system-wide average across the 29 counties that

      15       we serve, as that system-wide temperature starts to

      16       rise, we expect to see an additional demand of around

      17       300 megawatts per each degree that the temperature

      18       rises.  So, significantly hot weather, or a lack of

      19       summertime rain, or those two factors combined can cause

      20       us to, you know, pull into our reserves quite quickly.

      21                 Then we do have our load control reserve,

      22       which is about 700 megawatts.  And as I mentioned, you

      23       know, it's our goal to use that load control as a final

      24       resource in the event of these other resources being

      25       exhausted of outages and/or adverse weather affecting
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       1       us.  In addition, we may use that load control to manage

       2       local issues which may occur either on the transmission

       3       or distribution systems.  We can use load control to

       4       alleviate local constraints, as well.

       5                 So, finally, I think, you know, we have not,

       6       perhaps, done the exhaustive numerical analysis that you

       7       had seen earlier, but in a qualitative sense we would

       8       expect that a change to a lower reserve margin would

       9       indeed lead to higher load control utilization.  It

      10       would have an impact on our costs and our existing load

      11       control programs.

      12                 One of the things that we do, one of the ways

      13       we utilize our load control programs in an effort to

      14       control customer cost is that in periods of less than an

      15       hour, we'll use load control, especially on water

      16       heaters and pool pumps to respond to disturbances in the

      17       system.  If a unit trips off-line and the system begins

      18       to lag, we are required to respond in less than 15

      19       minutes to make up that lag.  And, you know, so

      20       typically we have two alternative ways of doing that.

      21       One is to start our fast start peakers that we hold in

      22       reserve, and the other is to fire load control.  And

      23       then what that does is that bridges the gap while our

      24       larger units are able to ramp up and cover whatever that

      25       loss of load may be.  Because we are able to use load
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       1       control in these less than one-hour bursts, it reduces

       2       the number of starts we have on our fast-start peakers,

       3       which is then reflected in a reduced fuel usage over

       4       time.

       5                 So, that is -- you know, and if we were to

       6       reduce the reserve margin and, therefore, be using our

       7       load control much more, it would take that flexibility

       8       to utilize load control as a cost response measure away

       9       from us and would result in higher fuel costs.

      10                 And finally, you know, simply the thinner the

      11       margins are the higher the risk to reliability would be.

      12       And as I think has already been discussed extensively,

      13       there would be a substantial trade-off between any

      14       potential cost savings and the risk of reliability in

      15       the long-term.

      16                 And that concludes my prepared remarks.  I'll

      17       be happy to take questions, and then turn it over to

      18       Tamara to talk about the renewables question.

      19                 CHAIRMAN GRAHAM:  Ben, I want to thank you for

      20       your presentation.  Any questions of Ben before we move

      21       on to Tamara?

      22                 Commissioner Balbis.

      23                 COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

      24                 I have one question on Slide 3 of your

      25       presentation.  Have you looked at or can you provide
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       1       information if CR-3 does not come back on-line at the

       2       2014-2015 time frame, what would the reserve margin be

       3       in the outlying years?

       4                 MR. BORSCH:  Well -- yes, what we have looked

       5       at is if it doesn't come back in 2014, you know, you

       6       can -- I mean, you can sort of see on this that if you

       7       imagine in your mind's eye that CR-3 represents about 8

       8       or 9 percent of our reserves at this time, you know,

       9       that things would be a little tight in 2015, and we

      10       would have a substantial deficit going on into some of

      11       those later years which would have to be addressed by

      12       some kind of a resource increase, either a new unit in

      13       2016 or some kind of a capacity purchase.

      14                 COMMISSIONER BALBIS:  Okay.  Thank you.

      15                 CHAIRMAN GRAHAM:  Any other Commissioners?

      16                 Staff.  Yes, sir.

      17                 MR. ELLIS:  Good morning.  I only have one

      18       question on Page 7.  You showed two changes on this

      19       slide, the unknown sited combustion turbine is moved up

      20       by two years, and a new combined cycle unit has been

      21       added in 2019.  Is Progress planning on filing new

      22       standard offer contracts to reflect these changes?

      23                 MR. BORSCH:  We are not at this time.  It is

      24       our understanding for the time being that this is a

      25       scenario response to the data request from staff, and
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       1       that this does not represent the filing of a new

       2       Ten-Year Site Plan.  I know that that subject is still

       3       under discussion, but until that discussion is resolved

       4       we are not planning to at this time.

       5                 MR. ELLIS:  Thank you.

       6                 CHAIRMAN GRAHAM:  Any other staff?  Ben, we do

       7       thank you very much.

       8                 MR. BORSCH:  Thank you.

       9                 MS. WALDMANN:  Good morning, Commissioners,

      10       staff.  My name is Tamara Waldmann, and I manage the

      11       renewables and cogeneration section of Progress Energy

      12       Florida.  These are our purchased power agreements that

      13       falls under the Commission's rules for qualifying

      14       facilities.

      15                 And with me is Mr. Gammon, who is a lead power

      16       account manager, and one of his responsibilities

      17       includes reaching out to renewable developers in the

      18       state and negotiating our contracts with them.  We are

      19       always pleased to provide an update on our renewable

      20       work because Progress remains committed to seeking out

      21       cost-effective renewables as part of our balanced

      22       solution to serving our customers in the future.  And I

      23       think our commitment is evident by our current QF

      24       portfolio in Florida.

      25                 Following along on your handout, I'm on Slide
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       1       3.  Progress Energy Florida currently has over 1,500

       2       megawatts under contract from qualifying facilities.

       3       682 megawatts come from firm QF facilities that are

       4       built and in operation today.  That's made up of 509

       5       megawatts from cogeneration facilities, which is a

       6       conservation measure, and 173 megawatts from renewable

       7       facilities.

       8                 Our renewable generators operate at about an

       9       80 to 90 percent capacity factor, which allowed Progress

      10       to purchase over 1.1 million-megawatt hours of firm

      11       renewable energy last year.  So our firm renewable

      12       capacity under contract is up to 378 megawatts.  This

      13       portfolio has more than doubled since 2009.

      14                 MR. GAMMON:  How did we get here?  I always

      15       like taking the opportunity to reiterate our open

      16       request for renewables, and this is an initiative that

      17       has been open for over three years now.  And the

      18       philosophy is simple, we speak to any interested party

      19       wishing to sell renewable energy in the state.  And as

      20       you would imagine, that keeps Mr. Gammon and I very

      21       busy, but the information exchange is invaluable.  We

      22       get to learn first hand from renewable developers what

      23       they need to make their projects work.  We have seen a

      24       variety of technologies, and we understand the

      25       application and the scalability of these technologies.
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       1       In return, we get to discuss with renewable developers

       2       what we need, what our customers need, and what these

       3       contracts need to look like under current regulation.

       4                 I think the main takeaway from this

       5       information exchange is that developers in the state are

       6       keenly aware of our natural resources that occur in

       7       Florida, and they are going to target these renewable

       8       resources to develop cost-effective projects.  So our

       9       experience tells us that large utility scale renewable

      10       projects stand the best chance of success if they have

      11       straightforward technology and, therefore, can perform

      12       under contract, and if they have experts or consultants

      13       they can reach out to that will address their financing,

      14       siting for interconnection on the transmission system,

      15       all their facets of permitting and zoning balanced with

      16       real good public relations.

      17                 As we prepared for this workshop today, we

      18       solicited project updates from all of our renewable

      19       suppliers, and most of them already provide monthly, if

      20       not quarterly, updates to us.  But independent of their
      21       contractual requirements, what we wanted to put forth as

      22       a measurement of their project's progress is very

      23       simple.  Have you bought land; have you applied for

      24       interconnection; have you applied for any permits; and

      25       what kind of money have you put forth into the project.
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       1                 So I'm going to start addressing our solar

       2       contracts, and then Mr. Gammon will continue with our

       3       biomass portfolio.  We have two suppliers that we have

       4       executed as-available solar contracts with.

       5       As-available.  The supplier will be paid our hourly

       6       avoided cost, and these are nonfirm contracts, so it

       7       does not obligate the supplier in any way.  There is no

       8       requirements around the reliability, the quantity, or

       9       the timing of their solar energy deliveries to the grid.

      10                 The first supplier I will go to is National

      11       Solar on Page 9.  National Solar has a large scale

      12       approach to their business model.  As they broadly

      13       search for facility sites, they executed as-available

      14       contracts with us on a county-by-county basis.  So we

      15       currently have nine contracts in force with them today.

      16                 Since then, they have narrowed their focus on

      17       four counties here in Florida they feel best fits their

      18       business needs, and these include Gadsden, Hardee,
      19       Osceola, and Suwannee.  A week and a half ago, they

      20       issued a media release that they have acquired land in

      21       Hardee County, and it is about, I think a little over

      22       1,300 acres, which would more than accommodate a

      23       400-megawatt solar farm.  They have contracted with

      24       Hansel Phelps Construction Company for the design,

      25       construction, and O&M of their facilities.  And they are
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       1       still working on their financing with various U.S.

       2       commercial banks.

       3                 I am going move on to Blue Chip Energy.  Blue

       4       Chip Energy is an integrated solar PV company where they

       5       also manufacture solar panels right here in Florida.  So

       6       we have two solar as-available contracts with Blue Chip.

       7       Their first facility is called the Rinehart Facility,

       8       and it's located in Seminole County.  And if you look on

       9       Page 10, there is a picture of what 1.2 megawatts of

      10       solar panels on the top of their manufacturing plant

      11       looks like.

      12                 Now, they found it's in the best interest of

      13       their project right now to utilize our net metering

      14       tariff, so they are doing that up to the two megawatt

      15       threshold that's part of that tariff, and then they plan

      16       to continue to build-out on the roof and the surrounding

      17       ground, which will require some zoning changes that they

      18       are aware of, and then the balance they will sell back

      19       to us at our as-available rate.

      20                 Their next facility is their Sorrento

      21       Facility, which is located in Lake County.  And actually

      22       if you turn to Page 12, that is an aerial rendering of

      23       what 40 megawatts of solar panels will look like once

      24       installed in Lake County, Florida.  So they have

      25       purchased land, they have all their zoning complete,
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       1       they have applied for interconnection, their system

       2       impact study is underway, and they plan on breaking

       3       ground later this month.

       4                 Blue Chip Energy will do their own

       5       engineering, procurement, and construction, and they are

       6       self-funded, although they are anticipating qualifying

       7       for the DOE's Section 1603 tax credit.

       8                 Now I will turn things over to Mr. Gammon to

       9       continue on with our biomass updates.

      10                 MR. GAMMON:  Thank you, Tamara.

      11                 Good morning.  So I want to talk about our

      12       Progress Energy biomass contracts, and you really can't

      13       start that discussion unless you talk about, first, the

      14       units that are on-line and have been on-line for

      15       sometime now, and we have five of those units and they

      16       are listed here.

      17                 You can see that they are -- four of those are

      18       municipal solid waste plants.  The fifth one is Ridge

      19       Generating Station, which mostly burns waste wood.  They

      20       also utilize landfill gas and tires.  Under contract

      21       we've got six total contracts right now that are active.

      22       Four of them are firm, two of them are as-available.

      23       And I'm going to update the four firm -- or three of the

      24       four firm, and the two as-available.  The fourth firm is

      25       U.S. EcoGen, which is an open docketed item, so you
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       1       should have up-to-date information on that.

       2                 So, let's start with Biomass Gas & Electric.

       3       This project has been purchased by Rentech, and they

       4       have changed the name of it to the Northwest Florida

       5       Renewable Energy Center.  It's going to be located in

       6       Port St. Joe.  They have purchased their property, they

       7       have gotten their air permits, and they are working on

       8       their fuel supply, and their EPC contracts.  And for

       9       interconnection the system impact study is nearly

      10       complete.

      11                 The issue that they have right now is

      12       financing.  They had originally expected to get loan

      13       guarantees under the Section 17.05 program from the DOE,

      14       and that looked really good right up to the last minute,

      15       and then the DOE suggested they move over to the 17.03

      16       program, which they did, but they haven't received any

      17       word from the DOE since May.  So it has forced them to

      18       look for alternative financing, and they are actively

      19       doing that right now.

      20                 The next project I want to talk about is FB

      21       Energy, and there has been a new development actually

      22       that is not on this slide, and that is they struck a

      23       deal with Central Power and Lime, which is a

      24       130-megawatt coal plant, and they are going to

      25       convert -- with this contract they are going to convert
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       1       that coal plant into a biomass plant that will generate

       2       the 60 megawatts required under this contract.  So that

       3       deal is just being finalized right now.  So I don't have

       4       a lot of details on that yet, but that's the big news on

       5       FB Energy.  So if they are going into an existing plant,

       6       then that obviously simplifies interconnection, and they

       7       will have to modify their permits.  But it should

       8       actually simplify the project.

       9                 All right.  TransWorld.  TransWorld was

      10       approved earlier this year by the Commission.  So since

      11       then they have identified their site and they are

      12       finalizing the purchase of that property.  They have

      13       received positive response on both their fuel contracts

      14       and from the financing community and things seems to be

      15       proceeding well with them.

      16                 The two as-available biomass contracts we have

      17       are with Eliho Energy, which is an MSW, and E2E2, which

      18       is more of a biomass -- more traditional kind of

      19       biomass.  Sweet sorghum, I believe, is what fuel they

      20       are looking at.  Both of those are -- as Tamara talked

      21       about, they are as-available contracts, so there aren't

      22       a lot of milestones that they have to meet, but they are

      23       still moving forward.  Both are kind of in similar

      24       positions.  They think they expect to close on their

      25       financing soon.
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       1                 So with all that, you can see that we are

       2       carefully monitoring all of our renewable contracts not

       3       only against their contractual requirements, but the

       4       real progress associated with their construction.  We

       5       are encouraged and cautiously optimistic about the

       6       success of all of the projects we have discussed here

       7       today.  And, finally, you can see our commitment to the

       8       balanced solution for the future where renewable and

       9       alternative energy play a key role.

      10                 And with that, Tamara and I will be glad to

      11       answer any questions that you have.

      12                 CHAIRMAN GRAHAM:  Number one, I want to thank

      13       Mr. Gammon and Ms. Waldmann for your presentations and

      14       for the information put before us.

      15                 Commissioners, any questions?  Let's start

      16       with Commissioner Brown.

      17                 COMMISSIONER BROWN:  Thank you.

      18                 And I wanted to commend Progress for actively

      19       pursuing solar energy through its solar power projects

      20       as well as biomass.  You all are stellar performers.  So

      21       thank you very much for that.

      22                 The solar farm in Hardee County is very

      23       exciting to the renewable energy proponent world.  I'm

      24       assuming that if financing goes through and is

      25       successful, does Progress intend to pursue solar energy
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       1       through solar contracts with the supplier, the solar

       2       farm?

       3                 MS. WALDMANN:  You're referring to National

       4       Solar that is building out in Hardee County?

       5                 COMMISSIONER BROWN:  That's right.

       6                 MS. WALDMANN:  Absolutely.  As they continue

       7       to take this large scale approach in their business

       8       model, like I said, we already have nine contracts with

       9       them, so we will continue to work with them under these

      10       as-available contracts in other counties as they choose

      11       to build-out.

      12                 COMMISSIONER BROWN:  And will that affect

      13       your, I guess, next Ten-Year Site Plan?

      14                 MS. WALDMANN:  Well, these as-available

      15       contracts are nonfirm contracts, so they will be in

      16       there in that context, assuming that they are built and

      17       they are operational and they are performing.  So

      18       because under this contract structure there is no

      19       requirement, again, to the quantity or the timing of

      20       their solar deliveries, we will just have to put them in

      21       the model as a general displacement.

      22                 COMMISSIONER BROWN:  And not a firm

      23       commitment?

      24                 MS. WALDMANN:  Right, and not a firm

      25       commitment.  That's exactly right.
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       1                 COMMISSIONER BROWN:  Okay.  Thank you.  And

       2       just one more question.  Regarding the Biomass Gas &

       3       Electric project, you indicated that Progress is

       4       actively looking for securing alternative financing as a

       5       result of the DOE's delay or complete silence since May.

       6       How does DOE's delay or silence on the financing portion

       7       affect the milestones in the contract for that project?

       8                 MS. WALDMANN:  This is BG&E that is actively

       9       looking for other alternative financing since their

      10       support from the DOE failed.  So I think they mentioned

      11       to us that they are working with a Korean investor right

      12       now.  A lot of developers are looking toward private

      13       equity versus traditional financing as a result of the

      14       economy, but they have not given up.  They are

      15       continuing to be diligent and look for alternatives.

      16                 COMMISSIONER BROWN:  Is that 45 megawatts,

      17       though, in the Ten-Year Site Plan as firm -- as

      18       committed capacity?

      19                 MS. WALDMANN:  No, it is not.

      20                 COMMISSIONER BROWN:  Okay.

      21                 MS. WALDMANN:  So simply as I reviewed those,

      22       not contractual requirements, but elements of the

      23       project that really speak to its progression, until any

      24       of these projects get further along and have

      25       interconnection, they have permitting, they have a site,
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       1       Ben and I actually work very close together to put them

       2       in our plan.

       3                 COMMISSIONER BROWN:  Okay.  Thank you.

       4                 MS. WALDMANN:  Sure.

       5                 CHAIRMAN GRAHAM:  Commissioner Balbis.

       6                 COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

       7                 And, again, I want to congratulate Progress

       8       Energy, and I think that it's great that you are

       9       pursuing renewable energy projects.  And of the 378

      10       megawatts that are under contract, I assume those are

      11       either contracted with the standard offer contract or a

      12       similar contract, is that correct?

      13                 MS. WALDMANN:  Sure.  The 378 covers the 173

      14       that is currently on-line and operating and then another

      15       205 megawatts that's under development.  And those all

      16       started from our original standard offer contracts, yes.

      17       But those are all then negotiated off of the framework

      18       of the standard offer.

      19                 COMMISSIONER BALBIS:  Okay, thank you.  And I

      20       assume, or I hope that the key provision of the standard

      21       offer contract where the -- and it's just avoided cost

      22       is what the payment is for that.  And, again, so there

      23       will be no additional cost to the ratepayers.  And since

      24       you are actively pursuing renewable energy providers,

      25       what are some other terms and conditions of the standard
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       1       offer contract that would either encourage additional

       2       projects to move forward, or maybe encourage the private

       3       equity now that alternative financing is being pursued?

       4       I mean, what can we do as a Commission to encourage

       5       these projects to move forward?

       6                 MS. WALDMANN:  Well, under our standard offer,

       7       because it's preapproved, anybody who walks through our

       8       door can execute that contract and then we are obligated

       9       under that, those terms and conditions.  But I think we

      10       want to be very careful as to what we put in there

      11       because, you know, the terms are what we have to live by

      12       for the next 20 years.

      13                 With that said, I think we can take probably a

      14       good review as we draft our next standard offer, as we

      15       heard from some of the developers, to see what we can do

      16       with timelines.  Timing is critical.  For instance, one

      17       example is some of their contractual requirements today

      18       are very close to their commercial operation date, and

      19       that was deliberate to give them some flexibility in

      20       this world that they are trying to pave the way that

      21       hasn't been done before.  Maybe there's something there

      22       that we can include.  I would have to think about it

      23       more.

      24                 MR. GAMMON:  I agree.  I think timing --

      25       timing is probably the number two issue behind price.
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       1                 COMMISSIONER BALBIS:  And, Mr. Chairman, if I

       2       can continue.

       3                 CHAIRMAN GRAHAM:  Yes.

       4                 COMMISSIONER BALBIS:  You know, I hope that

       5       you followed the Commission's direction when we approved

       6       the standard offer contract that to let these renewable

       7       energy and other power producers know that it's a

       8       starting point and that we can negotiate the terms.

       9       Obviously not the price, but it would have to come to

      10       the Commission for approval, and not telling them, okay,

      11       we have to wait until the next time we approve the

      12       standard offer contract.

      13                 MS. WALDMANN:  Absolutely.

      14                 MR. GAMMON:  And I think we have been very

      15       creative.  I think if you talk to some of the

      16       counter-parties, we have been very creative on how we

      17       can negotiate those contracts and meet their needs.

      18                 COMMISSIONER BALBIS:  Okay.  Thank you.

      19                 CHAIRMAN GRAHAM:  Any other Commissioners?

      20       Staff.  I do want to thank you guys very much for your

      21       presentation.

      22                 MS. WALDMANN:  Thank you.

      23                 CHAIRMAN GRAHAM:  For last, but not least, we

      24       have TECO.

      25                 MR. HORNICK:  Good morning, Commissioners.  My

                          FLORIDA PUBLIC SERVICE COMMISSION

                                                                        87

       1       name is Mark Hornick.  I'm the Director of Planning,

       2       Engineering, and Construction for Tampa Electric.  And

       3       I've got my colleague, Dave Knapp, who is Manager of

       4       Generation Planning over here to assist me, if

       5       necessary.

       6                 Today we have been asked to address two issues

       7       a little bit different than -- one of them is at least a

       8       little bit different than the discussion we have had

       9       earlier today, that's to give an update on the status of

      10       the USDOE grant for carbon capture and sequestration

      11       pilot project at our Polk Power Station, and any impact

      12       on generation reserves.  So I will cover that first, and

      13       then we have got some comments.  We were requested to

      14       discuss studies for possible modification of 20 percent

      15       reserve margin criterion, which has been covered

      16       previously by our colleagues.

      17                 So, first of all, a little bit of the

      18       background on that project.  The CCS project out of

      19       Polk.  Polk Power Station, particularly Unit 1, was a

      20       clean coal technology demonstration project partially

      21       funded by the Department of Energy.  It went in service

      22       in 1996.  It uses integrated gasification combined cycle

      23       technology, and it has performed well for us.  The DOE

      24       continues to view clean coal technology and now

      25       including carbon capture and sequestration as important
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       1       to the nation's long-term energy future.  They think

       2       it's going to take a number of technologies to be able

       3       to use various fuels and use them in an environmentally

       4       beneficial way in the future.

       5                 The third slide is actually an excerpt from a

       6       brochure from the Department of Energy.  I just thought

       7       that we could highlight that the DOE does continue to

       8       view coal from the IGCC plant.  I have described it as a

       9       super clean coal-based IGCC demonstration plant, and

      10       also a plan up in Wabash River, Terre Haute, Indiana, as

      11       kind of key notes of that technology.  And if you look

      12       in the lower right in the bubbled area, you can see that

      13       the DOE has a continued concentration on lowering the

      14       cost of pre and post-combustion capture CO2, and also a

      15       continued concentration on identifying, validating, and

      16       testing suitable sites for safe long-term storage for

      17       carbon dioxide.

      18                 The next slide is a little busy, but we took

      19       that from the DOE's Southeastern Regional Carbon

      20       Sequestration Partnership, or SECARB.  Tampa Electric is

      21       a member of SECARB, but this project is not funded by

      22       that agency.  But I thought it might be helpful just to

      23       give you an understanding of the level of knowledge and

      24       research that has gone into this whole area of science.

      25       In the SECARB region, the yellow dots there are point
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       1       sources of carbon dioxide.  They include all stationary

       2       sources, power plants, cement plants, and other large

       3       emitters.  The arrow there just gives you an idea of the

       4       approximate location of Polk and where that project will

       5       take place.

       6                 The other thing that I did want to point out

       7       to you there in the next slide is the region of Florida

       8       roughly south of the I-4 corridor that's in blue depicts

       9       an area of kind of special geology that has saline

      10       formations, deep saline formations a mile to a mile and

      11       a half deep that are capable of storing carbon dioxide.

      12       As you can see, Florida does have the capability to do

      13       this from a geologic perspective.

      14                 In the lower right table, we have also

      15       highlighted a row there that talks about Florida's

      16       capability, geologic capability for storing CO2.  And in

      17       the third column from the right you can see that saline

      18       formations primarily in the southern half of the state

      19       have about 16.8 billion metric ton capability for CO2

      20       storage, and if you took all the CO2 generation from

      21       point sources and stored that in that formation it would

      22       be capable of storing 127 years of emissions.

      23                 So I guess the point in including that is

      24       there is a fair amount of research and really a fair

      25       amount of capability for the potential storage of CO2.
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       1       Obviously we have got to prove that technology, and

       2       that's what this project, in part, will accomplish.

       3                 So a little bit more then about the project

       4       itself.  Back in September of 2010, the DOE announced

       5       the funding of this project.  There are really two parts

       6       to it.  One, to demonstrate a warm gas cleanup system

       7       which will remove sulfur at elevated temperature along

       8       with the integration of carbon capture and

       9       sequestration.  The funding level for this was

      10       significant.  It was $168.8 million.  It comes from the

      11       DOE, and it's ARRA, or stimulus funding is the source of

      12       those funds.

      13                 The project is designed to treat a portion of

      14       the syngas, or the fuel gas that's created by the

      15       gasifier out at Polk, about 25 percent, taking it into a

      16       slipstream, treating it to remove the sulfur and CO2,

      17       and then returning that treated gas back to the process

      18       for use in power production.  There is activity taking

      19       place on the project right now, but the operation phase

      20       is currently expected to be in 2014 and the first half

      21       of 2015.

      22                 This one is a little complicated, and I won't

      23       take you through the whole process flow diagram for that

      24       technology out there, but the box on the upper right

      25       really depicts the scope of the project.  And just
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       1       moving from left to right real briefly you can see a

       2       vertical line that goes up to a box that is called HTDP,

       3       that is the high temperature desulfurization process,

       4       and that is that slipstream that comes out of the Polk

       5       Primary Process Unit.

       6                 So that HTDP takes out the sulfur.  There is

       7       another process unit called a water gas shift reactor,

       8       and chemically what that does is it takes carbon

       9       monoxide and water and shifts it to carbon dioxide and

      10       pure hydrogen, and that's important for the operation of

      11       this process.  We then cool it in that syngas cooling

      12       unit.  The fourth box from the left that's labeled

      13       aMDEA, is an amine solvent, and that basically separates

      14       then the CO2 from the hydrogen in that stream.  The

      15       hydrogen would then go vertically downward and be added

      16       back to our process.  And then the CO2 is compressed and

      17       will be injected in the ground for long-term storage.

      18                 So you get the idea that it is a slipstream,

      19       about 25 percent of the syngas, and I will talk about it

      20       later, but that whole process unit is able to be

      21       isolated from our process so that we can shut the valves

      22       and kind of let that be a stand alone and hopefully not

      23       impact reliability or the operation of the unit.

      24                 Okay.  Quickly, then, discussing the key

      25       project participants and the goals that each project
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       1       participant has.  The DOE, like I said, they are funding

       2       the project substantially out of ARRA funds.  Their

       3       objective is to demonstrate this technology at an

       4       operating IGCC.  That is a high priority for the DOE.

       5       There is a lot of these projects that are going on in

       6       our country and around the world, but they really want

       7       to see one in operation and prove the viability.  It

       8       would be the first one in Florida, and this is a high

       9       visibility project for the DOE folks in Washington.

      10                 RTI International's Research Triangle

      11       Institute, they are actually the primary owner of the

      12       WGC technology and the prime contractor, so Tampa

      13       Electric is essentially a subcontractor to RTI for this.

      14       Tampa Electric will provide the host site and we will be

      15       responsible for the sequestration permitting and

      16       operation.  Our benefits, Tampa Electric benefits is to

      17       be able to evaluate the technology that demonstrates CCS

      18       at our site and the experience with that, and we would

      19       have the option to retain that equipment for use in the

      20       future.  Should it, number one, be proven viable,

      21       because it is a demonstration project, and economically

      22       feasible, it would be an option for us to comply with

      23       future CO2 regulation.

      24                 Another item that I'm going to talk on just a

      25       little bit because there is a synergy with a regional
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       1       reclaimed water project, so we will use one injection

       2       well from that project.  A few other entities.  Shaw

       3       Group, BASF, and then the University of South Florida

       4       has actually done quite a bit of work to help us

       5       research and model the geology under the site.

       6                 Okay.  A synergistic project that we have

       7       already in place is on the next slide, and that is the

       8       Regional Reclaimed Water Project.  What we will do there

       9       is take wastewater from the City of Lakeland, pipe it

      10       about 15 miles south along State Road 60 and then State

      11       Road 37 to Polk Power Station.  We will then treat that

      12       water, and we will use the treated beneficiated water to

      13       our reservoir, and then the effluent from that treatment

      14       will be injected into two deep wells directly below the

      15       site.  That project is underway and it is partially

      16       funded by the Southwest Florida Water Management

      17       District, and we expect that project to go in-service in

      18       2013.  So that is kind of a stand-alone, but it does

      19       have a significant synergy to this project, to the CCS

      20       project.

      21                 On the next slide, Slide 10, that water

      22       project technology really requires two underground

      23       injection wells.  Those injection wells -- we have

      24       already completed the first well -- really help provide

      25       a good geologic evaluation for water injection, but also

                          FLORIDA PUBLIC SERVICE COMMISSION

                                                                        94

       1       the potential for CO2 injection.  So there was

       2       intellectual knowledge that was gained from that,

       3       geologic knowledge.

       4                 During the CCA demonstration period, we can

       5       use one of these wells for the CO2 injection, and it can

       6       still serve as the backup to the primarily injection

       7       well.  And the key for this really is that we can use

       8       this, one of the injection wells as an in-kind, quote,

       9       unquote, contribution towards DOE for the cost sharing

      10       requirement.  What we would actually do is the economic

      11       benefit of that well, which we are doing anyway with the

      12       water project, will be allocated to the Department of

      13       Energy and they will count that as our cost sharing

      14       towards the project.  So essentially no incremental

      15       expense out of Tampa Electric or its customers towards

      16       the CCS project.  So that was one of our goals and

      17       objectives in order to move forward with this.

      18                 A couple other things that have come out so

      19       far, and it is encouraging.  The Polk Power Station site

      20       does appear to be quite suitable for carbon capture and

      21       sequestration.  There is an injection zone between 4,000

      22       and 8,000 feet deep, and excellent confining unit at

      23       around 4,000 feet.  It's about 1,000 feet thick.  It's

      24       essentially nonporous, and any material that is injected

      25       below that should not find any way to come to the
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       1       surface.  It will stay down there.

       2                 Some of these projects that are going around

       3       in the country.  You have to worry about seismic issues.

       4       We really don't have that.  We have got stability in

       5       Florida.  In our area of the state there are very few

       6       penetrations through that confining layer, so that's

       7       another benefit that is positive to this project.

       8                 If you have been out to Polk you know that the

       9       surrounding area is largely rural and there's phosphate

      10       mining in the adjacent area.  So that is really a good

      11       benefit, as well.  And then we are sited along with USF

      12       that the modeling that we have done for the geology down

      13       there really indicates that if you put CO2 in that area

      14       it will very rapidly be trapped and mineralized on the

      15       order of years rather than decades or potentially even

      16       centuries that some other geology you would expect.  So

      17       we are excited, and the DOE is excited about the

      18       suitability for doing this at the site.

      19                 In terms of project status and schedule, we

      20       are almost complete with the front end engineering

      21       design, or FEED work.  There are definitive agreements

      22       that are being negotiated right now for the detailed

      23       engineering, construction, and operation, primarily

      24       between Tampa Electric and RTI.  We would expect

      25       construction to take place in 2013.  And as I said
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       1       before, the operation to take place in 2014 and the

       2       first half of 2015.

       3                 A couple more on this, then.  I mentioned

       4       before that it would use about 25 percent of the

       5       slipstream of the syngas.  Important to us is that we

       6       can isolate this equipment at our sole discretion at any

       7       time.  So in terms of impact or reliability of the unit,

       8       by the operation of this pilot we are trying to minimize

       9       that such that we can essentially close that system off

      10       if there is any kind of upsets, and hopefully not have

      11       any adverse effect on the operation of the plant.  That

      12       being said, when the project is in operation, we do

      13       expect a reduction in net plant output to still be

      14       determined, but on the order of ten megawatts, maybe a

      15       little bit more.

      16                 However, and I will talk about this a little

      17       bit more, that will not result in an increase in cost.

      18       The project will bear the cost of any fuel and purchased

      19       power incremental cost there, and the DOE would

      20       reimburse Tampa Electric and its customers for any

      21       impact due to the operation of the project.

      22                 In terms of reserve margin and the primary

      23       issue that we have discussed today, the project can be

      24       isolated, so if we need it on peak, if we need the

      25       complete capacity of the unit, we can isolate the
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       1       project and operate as normal.  And also because of the

       2       way we can isolate it, any maintenance that is required

       3       on the demo unit shouldn't affect the operation of Polk

       4       Unit 1.  So good stuff there.

       5                 Lastly, on the cost and funding, I probably

       6       have covered these.  The DOE cofunding will cover the

       7       direct costs of this project for Tampa Electric and its

       8       customers.  We are negotiating agreements to provide for

       9       that reimbursement of direct labor expense, you know,

      10       items that we would do in support of this project that

      11       we wouldn't normally do, otherwise do, will be

      12       reimbursed.  Fuel costs and purchased power, as I

      13       mentioned, would also be reimbursed.  So that is one of

      14       our standards and objectives for moving forward with

      15       this project.  And, again, on the capital side, the only

      16       thing that we are required would be that in-kind

      17       contribution for the second well.

      18                 So hopefully that covered some of the

      19       questions that were out there in the Ten-Year Site Plan

      20       supplemental data request.  I certainly can answer any

      21       more questions on that topic.  But moving along, I'm

      22       trying to wrap up here, recognizing the time.  What has

      23       Tampa Electric looked at with respect to possible

      24       modification of 20 percent reserve margin.  Just some

      25       broad considerations.  I think some of these have been
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       1       mentioned before.  You know, we are in peninsular

       2       Florida.  There are limited interconnections.  The

       3       investor-owned utilities, they do provide a large amount

       4       of the supply-side support for the state.  As we

       5       experience and other utilities, forced outages occur

       6       randomly, and the planning criteria can sometimes differ

       7       from the actual situations that we experience.

       8       Instantaneous peaks can and do exceed planning peaks.

       9                 I'll talk a little bit more about size of

      10       units and how that impacts reliability versus system

      11       size, and then a little bit of historical.  You know,

      12       what have we experienced in the recent past.  Here's a

      13       summary of Tampa Electric's generating units from our

      14       2011 Ten Year Site Plan Schedule 1.  These are net

      15       summer ratings for the units, and I guess the point that

      16       I wanted to make with this slide is if you look at it as

      17       a percent of our system, you can see that the Big Bend

      18       units, which are coal fired, are about 9 to 10 percent

      19       of our total capacity.  If you get down to the Bayside

      20       units, which are combined cycle, each unit represents --

      21       Bayside 1 is 16 percent of the total, Bayside 2 is

      22       22 percent of the total of our capacity.  While I'm on

      23       that, let me just point out, because it was discussed

      24       before, I think staff asked a question on it, that those

      25       units are -- Bayside 1 is a three-on-one combined cycle,
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       1       Bayside 2 is a four-on-one.  So that represents, you

       2       know, the total capacity of the unit.  If you lost one

       3       CT, one combustion turbine, it would be a lesser amount

       4       reduction than that, say, for Bayside 2 than 929.  But

       5       if you did lost a steam turbine, there are contingencies

       6       where you could potentially lose that whole unit.

       7                 Our peaking fleet then is represented below

       8       that.  But you can see that in the case of Tampa

       9       Electric, if we lose one or potentially two units it can

      10       amount to a significant proportion of our reserve margin

      11       pretty quickly.

      12                 The next slide is kind of a brief summary of

      13       information that we supplied as part of the supplemental

      14       data request.  And just looking back historically at our

      15       actual, our peak demand versus our available capacity.

      16       And let me clarify, this is retail peak.  This is total

      17       retail peak.  So it does not have load management and

      18       interruptibles removed from it.  But if you look back,

      19       in 2007 we had two months in actual where our capacity

      20       was lower than our actual monthly retail peak.  2008 was

      21       two months that were short, so to speak; 2009, one

      22       month; and 2010 another month.  So what we do and did in

      23       those cases is we were able to rely on the market to

      24       purchase additional power so that we didn't have to

      25       interrupt our interruptibles or exercise load
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       1       management.  I'm not 100 percent sure that in each one

       2       of those months that was the case, but that is our goal,

       3       and generally we have been available and successful in

       4       finding power to make up that shortfall from the market.

       5                 On an annual basis, then, really the last

       6       three out of four years we were short on the annual

       7       peak, and we did look -- just kind of roughly, if we

       8       went to a 15 percent reserve margin that would have

       9       taken it to four out of four years being below the

      10       retail load in terms of our available capacity on the

      11       annual peak.

      12                 So the last slide, summary.  You know, Tampa

      13       Electric feels that decreasing the current 20 percent

      14       reserve margin criteria to 15 percent, you know, it

      15       would increase the risk of interruption to customers,

      16       including firm customers, during peak demand.  I would

      17       point out that the relative size of generating units to

      18       the total system really makes adequate reserve margin

      19       more critical.  We are subject to a higher percentage

      20       loss of generation for each of our units.  And based on

      21       our recent history, it kind of indicates that the 20

      22       percent reserve margin is appropriate for our system.

      23                 So that concludes my prepared remarks.  I

      24       would be glad to answer questions.

      25                 CHAIRMAN GRAHAM:  Mark, I want to thank you
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       1       and TECO for your presentation and the information you

       2       got before us.  And, Commissioners, any questions of

       3       Mark or Dave?  Commissioner Balbis.

       4                 COMMISSIONER BALBIS:  Thank you.  I just have

       5       one quick question concerning the carbon sequestration

       6       pilot project.  You mention in here, and you don't have

       7       numbers on your slide, but I'm sure you are familiar

       8       with the slide, that agreements are being developed to

       9       provide for reimbursement for the labor costs,

      10       et cetera.  I assume those agreements are with the DOE?

      11                 MR. HORNICK:  The agreements actually would be

      12       with RTI with funding from the DOE.  RTI is the prime

      13       contractor, but the DOE has been involved in the

      14       discussions.  They are aware of the term sheets and, you

      15       know, the issues.  We don't expect a problem there, but

      16       those agreements are being negotiated currently.

      17                 COMMISSIONER BALBIS:  And my other question is

      18       if those agreements fall through, or if the DOE backs

      19       away from funding the project, what will TECO do in that

      20       case?

      21                 MR. HORNICK:  Hopefully that won't occur, but

      22       we are not obligated to move forward, so our stand has

      23       been that we would not have an incremental expense to

      24       the company or our customers, and that's the basis of

      25       our negotiations moving forward.
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       1                 COMMISSIONER BALBIS:  Okay.  Thank you.

       2                 CHAIRMAN GRAHAM:  Any other Commissioners?

       3                 Staff?

       4                 Mark, thank you very much.  I appreciate it.

       5                 Staff, other related issues, what's that?

       6                 MR. BALLINGER:  No, sir.  I don't think we

       7       have any at this time, and I think we could go to the

       8       public comment, if there is any.

       9                 CHAIRMAN GRAHAM:  All right.  Public input.

      10                 Do we have anybody from the public?  Come on

      11       up.

      12                 MS. KAUFMAN:  Thank you, Chairman and

      13       Commissioners.  I just have a brief comment.

      14                 I'm Vicki Kaufman.  I'm here on behalf of the

      15       Florida Industrial Power Users Group.  And we have had a

      16       lot of discussion today about you all looking at the 15

      17       versus 20 percent reserve margin, and we will look

      18       forward to participating in those discussions with you.

      19                 But as I have listened to some of the

      20       comments, I have heard a lot of discussion about DSM and

      21       the interruptible customers, and it seemed to me that

      22       the interruptible customers were just sort of being

      23       lumped in, perhaps, with residential DSM.  And I just

      24       wanted to make it clear that the interruptible rate is

      25       very different than the residential DSM programs.  And

                          FLORIDA PUBLIC SERVICE COMMISSION

                                                                       103

       1       we have had discussions in the past as to whether the

       2       interruptible rate should even be part of the DSM

       3       program.  That's a discussion we have had and we may

       4       have it another day.  But I wanted to let you know that,

       5       number one, the interruptible rate requires

       6       interruptible customers to give notice, and it is a

       7       significant period of notice if they were to leave the
       8       rate.  So they are not like someone with a residential

       9       pool pump, or whatever, who can simply say, hey, I don't

      10       want to be on this rate any longer.

      11                 Secondly, the utilities do not plan in their

      12       planning for the demand of the interruptible customers.

      13       So, again, they are different than the residential DSM

      14       programs.  I'm not aware of interruptible customers

      15       leaving the rate, though we have had some discussions

      16       with you and with the utilities in regard to our concern

      17       about the low credit that is given for the interruptible

      18       rate, but I just wanted to tell you at kind of a high

      19       level that there are a lot of differences between large

      20       industrial customers on the interruptible rate and their

      21       ability to come and go as opposed to, as I said, the

      22       residential DSM programs that I'm not intimately

      23       familiar with, but I understand require a very slight

      24       amount of notice for a customer to leave the program.

      25       We will be looking, as you all have, at the issue of the
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       1       15 versus 20 percent.  And as I said, we look forward to

       2       that discussion.  Thank you.

       3                 CHAIRMAN GRAHAM:  Ms. Kaufman, we probably

       4       need quite a bit of input from you guys, specifically

       5       the interruptible customers.  Because my understanding,

       6       there were some problems in the past, not being fully

       7       educated on what the problems were, and I'm sure you can

       8       tell me first-hand what they were and how they were

       9       addressed.  And I'm sure you have plenty of people that

      10       were there back when it was 15 percent, and now that it

      11       is currently 20 percent.  I don't think we are going

      12       into this workshop with any agenda.  It's just a matter

      13       of looking at the numbers and seeing what makes sense.

      14       You know, we may decide that where we are currently is

      15       the best place to be, and that's quite possible.

      16                 MS. KAUFMAN:  I appreciate it, Mr. Chairman

      17       and Commissioners.  And, as I said, we will certainly

      18       plan to give you our input, and any information that you

      19       might need from us, we'll be happy to provide it.

      20                 CHAIRMAN GRAHAM:  Thank you.  Any other input

      21       from the public?

      22                 Commissioner Edgar.

      23                 COMMISSIONER EDGAR:  Thank you, Mr. Chairman.

      24       Just kind of a wrap-up comment before we close for the

      25       morning, mid-morning.  These workshops always provide a
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       1       lot of really good information.  It's difficult to

       2       absorb it all, but really good information from all of

       3       presenters and from all of the slides that they use to

       4       share with us.

       5                 I have two take-aways, and the first, and I

       6       think it is a very important point, and there are many

       7       who deserve credit, but that the state of electric

       8       reliability in the State of Florida is strong, and I

       9       think that's an important message to remember and to get

      10       that word out.  And also obviously from the

      11       presentations and from the questions that we have had,

      12       the interest that we all have in furthering renewable

      13       development and fuel diversity in keeping with our

      14       statutory authority, and as it was in the past, is in

      15       the present, and may be in the future is something that

      16       is very exciting, and I know that we are going to

      17       continue to work on.

      18                 And I would just like to add my thanks to

      19       Sarah Rogers and the FRCC, an organization that is very

      20       quiet and not very well known, but does really vital

      21       work for the State of Florida.  Thank you.

      22                 CHAIRMAN GRAHAM:  I do want to thank all the

      23       presenters today and for the information that is in

      24       front of us.  This is always very good reading and very

      25       good reference material.  And that all being said, we
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       1       are adjourned.

       2                 (The workshop concluded at 12:20 p.m.)
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