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PROCEEDTINGS

CHAIRMAN BAEZ: We'll go on the record. Call this
hearing to order.

Good morning. Counsel, read the notice.

MR. KEATING: Pursuant to notice this time and place
have been set for a hearing in Docket Number 040817-ET,
petition for determination of need for Hines 4 Power Plant in
Polk County by Progress Energy Florida, Inc.

CHAIRMAN BAEZ: Take appearances.

MR. SASSO: Gary Sasso, Carlton Fields, for Progress
Energy.

MR. WALLS: Mike Walls with Carlton Fields for
Progress Energy.

CHAIRMAN BAEZ: Can you spell your name? I
couldn't hear you.

MR. WALLS: Mike Walls, W-A-L-L-S.

CHAIRMAN BAEZ: Thank you.

MR. KEATING: Cochran Keating on behalf of the
Commission.

CHAIRMAN BAEZ: Mr. Keating, do we have some
preliminary matters?

MR. KEATING: Correct. The notice for this hearing
indicates that any persons who wish to testify concerning the
company's need petition should be present at the start of the

hearing. I believe at this point it would be appreopriate to
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take testimony from anyone who may be here to offer it.

CHAIRMAN BAEZ: Very well. Is there anyone in the
audience that is here to offer public comment at this hearing-?

Seeing none, go ahead, Mr. Keating.

MR. KEATING: Staff and the company have agreed to
positions to resolve all of the issues in this docket. These
stipulated issues and positions are set forth in Section XI of
the prehearing order at Page 8. In light of these
stipulations, all the witnesses who prefiled testimony have
been excused today.

As provided in the prehearing order, I believe it
would be appropriate at this time for the prefiled testimony of
each of the witnesses listed in Section VII of the order, that
1s at Page 4, be inserted into the record as though read.

CHAIRMAN BAEZ: Very well. Do we need to have them
presented individually or have Mr. Sasso present them
individually?

MR. KEATING: I think we can do it either way.

CHAIRMAN BAEZ: Mr. Sasso, it's at your -- you can
have wholesale introduction of testimony or --

MR. SASSO: We would move the admission of the
testimony of all of these witnesses into the record as though
read.

CHAIRMAN BAEZ: Without objection, show the testimony

filed on the company's behalf as found on Page 4 of the

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

1.8

19

20

21

22

23

24

25

prehearing order, that will be Witnesses Waters, Roeder,
Murphy, Robinson, Hunter, McNeill, and Beuris entered into the
record as though read.

Mr. Keating.

MR. KEATING: Also in the preheéring order it
indicates that all exhibits submitted with the prefiled
testimony can be identified and admitted into the record.

Staff has prepared and distributed to the
Commissioners and the court reporter and the company a list of
these exhibits plus two additional exhibits that the company
has stipulated to admitting into the record consisting of
responses to staff's discovery in this docket. These
additional exhibits have also been provided to the court
reporter.

In lieu of reading and marking each exhibit for the
record, I would suggest that this exhibit list itself be marked
as the first hearing exhibit, and then have the exhibits
included on the list be marked for identification in sequential
order as set forth on the list.

CHAIRMAN BAEZ: Very well. Without objection, we
will show the comprehensive exhibit list for entry into the
hearing record marked as Exhibit 1. And all other exhibits,
including exhibits attached to the prefiled testimony on behalf

of the petitioner marked as reflected therein and moved into

the record.
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(Exhibits 1 through 28 marked for identification and

admitted into the record.)
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IN RE: PETITION FOR DETERMINATION OF NEED
BY PROGRESS ENERGY FLORIDA
FPSC DOCKET NO.

DIRECT TESTIMONY OF SAMUEL S. WATERS

I. INTRODUCTION AND QUALIFICATION

Please state your name, employer, and business address.
My name is Samuel S. Waters and I am employed by Progress Energy Carolinas
(PEC). My business address is 410 S. Wilmington Street, Raleigh, North

Carolina, 27601.

Please tell us your position with PEC and describe your duties and
responsibilities in that position.

I'am Manager of Resource Planning for Progress Energy Florida (PEF or the
Company) and Progress Energy Carolinas. I am responsible for directing the
resource planning process for both companies. Our resource planning process is
an integrated approach to finding the most cost-effective alternatives to meet each
company’s obligation to serve, in terms of long-term price and reliability. We
examine both supply-side and demand-side resources available and potentially
available to the Company over its planning horizon, relative to the Company’s

load forecasts. In this regard, System Resource Planning prepares and presents
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the Progress Energy Florida Ten-Year Site Plan (TYSP) documents that are filed
with the Florida Public Service Commission (FPSC or Commission), in
accordance with applicable statutory and regulatory requirements. In my capacity
as Manager of Resource Planning, I oversaw the completion of the Company’s

most recent TYSP document filed in April 2004.

Please summarize your educational background and employment experience.
[ graduated from Duke University with a Bachelor of Science degree in
Engineering in 1974. From 1974 to 1985, I was employed by the Advanced
Systems Technology Division of the Westinghouse Electric Corporation as a
consultant in the areas of transmission planning and power system analysis.
While employed by Westinghouse, I earned a Masters Degree in Electrical
Engineering from Carnegie-Mellon University.

I joined the System Planning department of Florida Power & Light
Company (FPL) in 1985, working in the generation planning area. 1 became
Supervisor of Resource Planning in 1986, and subsequently Manager of
Integrated Resource Planning in 1987, a position I held until 1993. In late 1993, 1
assumed the position of Director, Market Planning, where I was responsible for
oversight of the regulatory activities of FPL’s Marketing Department, as well as
tracking of marketing-related trends and developments.

In 1994, I became Director of Regulatory Affairs Coordination, where I

was responsible for management of FPL’s regulatory filings with the FPSC and
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the Federal Energy Regulatory Commission (FERC). In 2000, I returned to

FPL’s Resource Planning Department as Director.

I assumed my current position with Progress Energy in January of this year.
I am a registered Professional Engineer in the states of Pennsylvania and Florida,

and a Senior Member of the Institute of Electrical and Electronics Engineers, Inc.

(IEEE).

Have you previously testified before this Commission?

Yes. I have testified in several dockets related to resource planning and the need
for power, including Docket 870197-EI, Petition for Florida & Light Company
for Non-Firm Load Methodology and Annual Targets; Docket Nos. 890973-EI
and 890974-EI, FPL’s Determination of Need for the Lauderdale and Martin
Projects; Docket Nos. 900709-EQ and 900731-EQ, Joint Petition of Indiantown
Cogeneration Limited (ICL) and FPL to Determine Need for the ICL Facility;
Docket No. 900796-EI, Petition for Approval of the Purchase of Robert W.
Scherer Unit No. 4 from Georgia Power Company; Docket No. 910004-EU,
Annual Hearings on Load Forecasts, Generation Expansion Plans and
Cogeneration Prices; Docket No. 910816-EI, Petition of Nassau Power
Corporation to Determine Need; Docket No. 911103-EI, Complaint of
Consolidated Minerals, Inc. (CMI) Against Florida Power & Light Company for

Failure to Negotiate Cogeneration Contract; Docket Nos. 920520-EQ and
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920648-EQ, Joint Petition to Determine Need for Electrical Power Plant to be
located in Okeechobee County by Florida Power & Light Company and Cypress
Energy Partners, Limited Partnership; and Dockets 900001-EI, 910001-EI,
920001-Ei and 930001-EI concerning FPL’s Oil Backout Cost Recovery Factor
and Capacity Cost Recovery Factor. [ also submitted testimony in FPL’s rate
review-, Docket No. 001148-EI.

In addition to appearing on FPL’s behalf in the above cases, the PSC Staff
submitted my testimony in Docket No. 960409-El, Tampa Electric Company’s

Petition to Determine Need for Polk Power Station.

II. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony in this proceeding?

[ 'am testifying on behalf of Progress Energy Florida in support of its Petition for
Determination of Need for Hines Unit 4. My testimony will introduce all of the
Company’s witnesses in the proceeding. I will provide an overview of the Hines 4
unit that the Company proposes to build. Then I will discuss PEF’s Resource
Planning process and how that led the Company to identify the Hines 4 unit as its
next-planned supply-side alternative. I will also explain the Company’s need for
the Hines 4 combined cycle unit, and describe the steps the Company has taken to
seek out available, superior supply-side alternatives through the Request for
Proposal (RFP) process. Next, I will provide an overview of the Company’s

evaluation of competing proposals. I will conclude my testimony by explaining
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the Company’s decision to proceed with the Hines 4 unit. Detailed information
concerning the Company’s decision to build Hines 4 is contained in the Need
Determination Study for Hines 4, provided as Exhibit___ (SSW-1) of my

testtmony.

Are you sponsoring any sections of Progress Energy Florida’s Need Study
(SSW-1)?

Yes. In general I am the sponsor of the Need Study, and in particular I am
sponsoring Section III, “Resource Need and Identification.” The Need Study was

prepared under my direction, and it is true and accurate.

Are you sponsoring any exhibits to your testimony?

Yes. I am sponsoring the following exhibits to my testimony:

SSW-1 Progress Energy Florida Need Determination Study for Hines Unit 4
SSW-2 Forecast of Winter Demand and Reserves With and Without Hines 4
SSW-3 Levelized Busbar Cost Curves

SSW-4 Progress Energy Florida 2008 System Energy Mix

Each of these exhibits was prepared under my direction, and each is true and

accurate.

Please give an overview of the Company’s presentation.
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In addition to my own testimony, the Company will present the testimony of the
following witnesses:

Mr. John Robinson, who will testify about the site and unit characteristics for the
Hines 4 combined cycle unit, including the size, equipment configuration, fuel
type and supply modes; the estimated costs of Hines 4; and the unit’s projected
in-service date;

Mr. John J. Hunter, who will describe the Hines Energy Complex (HEC) site,
discuss the environmental benefits of the HEC site and Hines Unit 4, and discuss
the environmental approval process associated with the construction and
operation of Hines 4;

Ms. Pamela R. Murphy, who will discuss the Company’s oil and natural gas
forecast and the fuel supply plan for Hines Unit 4;

Mr. Alfred G. McNeill, who will discuss the transmission requirements for Hines
4 and the transmission requirements for the proposals submitted in response to
Progress Energy Florida’s RFP;

Mr. Greg Beuris, who will discuss the financial impacts of power purchases on
Progress Energy and Progress Energy Florida and the treatment of those impacts
in evaluating proposals submitted in response to Progress Energy Florida’s RFP,
and

Mr. Daniel J. Roeder, who will describe Progress Energy Florida’s RFP, the

proposals we received in response to the RFP, the implementation of the REP, and

the results of the evaluation of the proposals.
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Please summarize your testimony.

On an ongoing basis, Progress Energy Florida conducts a robust resource
planning process to project its future resource needs to serve its customers’ future
electricity needs in a reliable and cost-effective manner. Through this process the
Company identified Hines Unit 4 as its next-planned generating addition, offering
economic benefits to customers superior to any other alternative. Our evaluation
of these alternatives included an evaluation of generating projects proposed by
outside parties in response to PEF’s RFP solicitation. Bids were evaluated, and
none compared favorably to the Company’s proposed expansion of the HEC.
Through its planning and RFP processes, Progress Energy Florida has
demonstrated that the Hines 4 unit is the best alternative for maintaining its
electric system reliability and integrity, and providing its customers with adequate

electricity at a reasonable cost.

III. OVERVIEW OF THE HINES 4 PROJECT

Please provide an overview of the Hines 4 unit.

The Hines 4 unit will be a state-of-the-art, gas-fired, combined cycle power unit
with an expected winter rating of 517 megawatts (MW). Progress Energy Florida
will build the unit at its HEC site in Polk County, Florida, with an in-service date
of December 2007. The unit will be highly efficient, with a winter full load heat

rate of approximately 7062 Btu/kWh, and will be fueled with natural gas. We
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currently project the unit to serve as intermediate capacity, although it is projected
to operate in more of a base load mode out in time.

Although the Company has previously obtained Site Certification from the
Florida Siting Board for the HEC in order to build the Hines 1, 2, and 3 units (and
for 3,000 MW of ultimate site capacity), we are seeking at this time Supplemental
Site Certification and related environmental permits for the purpose of building
the Hines 4 generating unit.

The cost for Hines 4, excluding transmission facilities, is estimated to be
$221.5 million plus $27 million for Allowance for Funds Used During
Construction (AFUDC), for a total cost of $248.5 million. This includes the cost
of equipment; the Engineering, Procurement, and Construction (EPC) contractor;
licensing; and internal costs such as construction management and start-up costs.

Construction of a 21-mile, 230 kV line from Hines to West Lake Wales,
expansion of the Hines Energy Substation, and the replacement of sixteen 230 kV
breakers will be necessary to accommodate the connection of Hines 4 at the HEC
to Florida’s interconnected electrical grid. The estimated cost for these
transmission projects is $33.4 million, plus $4.2 million for AFUDC, for a total
cost of $37.6 million.

We believe that the Hines 4 unit will enable the Company to meet the
reliability needs of our customers, and that it will provide a superior source of
efficient, low-cost power to our customers during its life, as well as add to the

balance of energy sources on the Progress Energy Florida system.
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IV. THE COMPANY’S RESOURCE PLANNING PROCESS

Please explain Progress Energy Florida’s Resource Planning Process.

The Resource Planning process is an integrated process in which the Company
seeks to optimize its supply-side options along with its demand-side options into a
final, integrated optimal plan, designed to deliver reliable, cost-effective power to
Progress Energy Florida customers. We evaluate the relationship of demand and
supply against the Company’s reliability criteria to determine if additional
capacity is needed during the planning period. With the inclusion of cost-
effective DSM programs, the generation plan is optimized to establish the most
cost-effective overall plan, which becomes the Company’s Integrated Optimal
Plan. This optimal plan is presented to the FPSC in April of every year in the
Company’s annual TYSP filing. The April 2004 TYSP is included as Appendix F

to the Need Determination Study, Exhibit __ (SSW-1).

What are the reliability standards the Company used to determine the need
for additional resources?

Progress Energy Florida plans its resources in a manner consistent with utility
industry planning practices, and employs both deterministic and probabilistic
reliability criteria in the resource planning process. The Company plans its
resources to satisfy a minimum Reserve Margin criterion and a maximum Loss of

Load Probability (LOLP) criterion. Progress Energy Florida has based its
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planning on the use of dual reliability criteria since the early 1990s, a practice that
has been accepted by the FPSC. By using both the Reserve Margin and LOLP -
planning criteria, PEF’s resource portfolio is designed to have sufficient capacity
available to meet customer peak demand, and to provide reliable generation
service under all expected load conditions.

Why are reserves needed?

Utilities require a margin of generating capacity above the firm demands of their
customers in order to provide reliable service. Periodic scheduled outages are
required to perform maintenance and inspections of generating plant equipment
and to refuel nuclear plants. At any given time during the year, some plants will
be out of service due to unanticipated equipment failures resulting in forced
outages of generation units. Adequate reserves must be available to
accommodate these outages and to compensate for higher than projected peak
demand due to forecast uncertainty and abnormal weather. In addition, some
capacity must be available for operating reserves to maintain the balance between

supply and demand on a moment-to-moment basis.

What is Progress Energy Florida’s Minimum Planning Reserve Margin?
Progress Energy Florida’s current minimum Reserve Margin threshold is 20
percent. The PSC, in Order No. PSC -99-2507-S-EU, approved a joint stipulation
from the investor-owned utilities in peninsular Florida — Progress Energy Florida,

Florida Power & Light Company, and Tampa Electric Company — to increase
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minimum planning Reserve Margin levels to at least 20 percent by the summer of

2004.

What is LOLP and what does it measure?

In contrast to Reserve Margin, which is a deterministic measure of reliability,
LOLP is a probabilistic criterion that measures the probability that a company
will be unable to meet its load throughout the year. Where Reserve Margin
considers only the peak load and amount of installed resources, LOLP also takes
into account a utility’s load shape, generating unit sizes, capacity mix,
maintenance scheduling, unit availabilities, and capacity assistance available from
other utilities. A standard probabilistic reliability threshold commonly used in the
electric utility industry, and the criterion employed by Progress Energy Florida, is

a maximum of one day in ten years loss of load probability.

How does the Progress Energy Florida Resource Planning process begin?
The Resource Planning process begins once a forecast of system load growth has
been developed for the next ten years. This forecast draws on the collection of
certain input data, such as population growth, fuel prices, interest and inflation
rates, and the development of economic and demographic assumptions that

impact future energy sales and customer demand.
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Briefly describe Progress Energy Florida’s System demand and energy
forecasts.

Between the winters of 2003/04 and 2012/13, winter net firm demand is projected
to grow from 8,626 MW to 10,606 MW, which represents approximately a 2.3
percent annual growth rate. The net energy for load is projected to grow from
43,911 GWh in 2003 to 54,608 GWh in 2013, which represents a 2.2 percent
growth rate. The demand and energy forecasts, and the methodology used to
develop them, are discussed in detail in Section III of the Need Determination
Study and in Chapter 2 of the Company’s TYSP, which is Appendix F of the

Need Study.

How are demand-side programs quantified and incorporated into the
Company’s planning process?

Through analysis conducted during the last DSM Goals and DSM Plan
proceedings (Docket Nos. 971005-EG and 991789-EG respectively), to assess the
projected cost, performance, viability, and cost-effectiveness of a wide range of
dispatchable and non-dispatchable DSM program options, the Company identified
a set of DSM programs that were cost-effective and met Commission-established
goals. With the approval of its DSM plan by the PSC, Progress Energy Florida
offers five residential programs, eight commercial and industrial programs, and
one research and development program. Progress Energy Florida’s DSM

programs have successfully met the Commission-established DSM goals in the
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past, and the current plan, which includes these programs, anticipates achieving
all of the future year goals.

Progress Energy Florida proposed new conservation goals for the ten-year
period from 2005 through 2014, as well as a new DSM Plan for meeting the
proposed goals, in a filing with the Commission as part of Docket No. PSC-
040031-EG. Over the next five years (2005-2009), the proposed conservation
goals are generally lower than the existing set of goals, reflecting less available
savings from demand-side resources. All other things being equal, this change
causes an increase in PEF’s firm winter and summer peak demand and, therefore,

further establishes the need for Hines 4.

How are off-system supply resources reflected in the Company’s planning
process?

Progress Energy Florida’s plan takes into account its future supply of firm
capacity from purchased power contracts, as well as its own existing and

committed generating units that will be in service during the study period.

How are new supply-side alternatives identified?

If a need for additional capacity during the planning period is identified, Progress
Energy Florida examines alternative generation expansion scenarios. Supply-side
resources are screened to determine those that are the most cost-effective. The

Company begins with a wide range of options, identified from various industry
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sources and Progress Energy Florida’s experience, and pre-screens those that do
not warrant more detailed cost-effectiveness analysis. The screenfng criteria
include costs, fuel sources and availability, technological maturity, and overall
resource feasibility within the Company’s system.

Generation alternatives that pass the initial screening are considered viable
capacity alternatives and are included in the next step of the planning process.
That step involves an economic evaluation of generation alternatives in a
computer model called Strategist. The primary output of Strategist is a
Cumulative Present Worth Revenue Requirements (CPWRR) comparison of all of
the viable resource combinations that will satisfy Progress Energy Florida’s
reliability requirements. The most cost-effective supply-side resource (or
combinations) are evaluated, resulting in a ranking of the various generation plans
by system revenue requirements. Strategist considers many tens or hundreds of
thousands of combinations. Each of these resource combinations is ranked based
on cost performance over both the study period (40 years) and the planning period
(10 years). Generally, the generation plan with the lowest CPWRR over the study

period is chosen as the Base Generation Plan.

V. HINES 4 IS THE NEXT-PLANNED GENERATING UNIT

Please explain how the Company’s Resource Planning efforts identified

Hines 4 as the Company’s next-planned generating unit.
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Through the Resource Planning process I have just described, we developed the
April 2004 TYSP. The plan includes the Hines 3 unit, currently under
construction for commercial operation by December 2005. Following this
addition, the plan calls for the projected combined cycle expansion of the HEC
with Units 4 through 6, which are forecast to be in service by December 2007,
2009, and May 2010, respectively. The new HEC units will be state-of-the-art
combined cycle units similar to HEC Units 1, 2, and 3.

The plan also calls for the addition of three simple-cycle combustion
turbines (CTs) in December, 2006, and two new, unsited combined cycle units in
May of 2012 and December of 2013. The company is currently in negotiations to
purchase power instead of building these combustion turbines.

Progress Energy Florida’s present Determination of Need Petition, its
April 2004 TYSP, and its Commission-approved DSM Plan are all consistent
with the Company’s Resource Planning process as described. Subject to
identifying superior opportunities by issuing an RFP, we concluded that Hines 4

was the next-planned generating unit.

Why does Progress Energy Florida need additional new generation in

December 2007?
Progress Energy Florida maintains its Reserve Margin for both its summer and
winter peak demands to ensure reliable electric service to its customers.

Currently, the Company’s winter peak season triggers the need for additional
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resources. Progress Energy Florida needs additional generation in December
2007 to meet its 20 percent minimum Reserve Margin commitment. Exhibit __
(SSW-2) shows Progress Energy Florida's forecast of winter peak demand and
reserves, with and without the Hines 4 capacity addition. For the period from the
winter of 2004/05 to the winter of 2008/09, Progress Energy Florida projects that
the growth in firm winter peak demand will average approximately 247 MW a
year with a projected peak in 2007/08 of 9,737 MW and in 2008/09 of 9,891 MW.
The exhibit also shows that Progress Energy Florida will have a total generating
capability of approximately 11,561 MW by the winter of 2007/08. This capacity
includes the installation of Hines 3 in December 20035, as previously approved by
this Commission, and purchased power currently in negotiations. As
demonstrated in this exhibit, without the Hines 4 capacity addition, Progress
Energy Florida’s Reserve Margin will decrease to about 19 percent in 2007/08

and 16 percent by 2008/09.

What impact will the addition of the Hines 4 capacity have upon Progress
Energy Florida’s Reserve Margin and ability to provide reliable service to its
customers?

As shown in Exhibit __ (SSW-2), the addition of the Hines 4 capacity will
increase Progress Energy Florida’s winter peak Reserve Margin to about 24

percent in 2007/08 and 21 percent in 2008/09. The Hines 4 addition allows
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Progress Energy Florida to satisfy its commitment to maintain a minimum 20

percent Reserve Margin.

Are there other considerations in balancing demand- and supply-side
resources?

Yes. The Company calculates its Reserve Margin based on the relationship
between firm load and total capacity available to serve that load. Firm load
represents firm customer load after all demand-side management (DSM)
capability has been implemented. Progress Energy Florida believes that its
dispatchable demand-side resources provide important and cost-effective
resources when appropriately utilized. Although DSM is available as a resource to
reduce load if needed, it cannot be used as often or as long as physical generation
without eventually affecting customer participation levels, as was demonstrated
by the customer attrition experience of 1998 and 1999. As the Company has
learned, when interruptions in service increase in frequency, customers are less
willing to accept such service for lower rates. For this reason, Progress Energy
Florida is planning to rely more on additional physical reserves to ensure a
reliable power supply than on the consent of customers to interruptions in service
for reduced tariffs. Based on projected load growth, the addition of Hines 4 will
increase the Company’s share of physical reserves to approximately one half of

total reserve capacity (which includes DSM) in the winter of 2007/08, a level of
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physical reserves sufficient to maintain coverage of an unplanned outage of the

fleet’s largest unit.

Why has Progress Energy Florida chosen the combined cycle generator as
the type of generating capacity to install?

The results of our resource planning analyses show that the economics favor
combined cycle units to serve intermediate to base load need. Progress Energy
Florida has been projecting the need for combined cycle capacity in its TYSP
filings for many years, including its most recent April 2004 filing.

Perhaps this can most easily be explained using a tool known as
“levelized busbar screening curves.” Exhibit ___ (SSW-3) is a graph of levelized
busbar costs for potential new generation resources, including combustion
turbine, combined cycle, and coal technologies. It illustrates a technology’s total
levelized annual cost in $/kW-year as a function of capacity factor. In this
analysis, the costs were levelized and then present valued to 2007. At zero
capacity factor, only a technology’s capital and fixed costs are depicted. The
slope of the line is a function of the variable costs like fuel, variable O&M
(operations and maintenance), and consumables that increase in direct proportion
to the energy produced. As the capacity factor increases, the line reflects
increasing total costs since variable costs such as fuel and variable O&M
increase. The steeper the slope of the line, the higher the variable costs per unit of

energy (e.g., $/MWh). For example, the line corresponding to a CT has a steeper
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slope than the line for a coal unit. This is because the fuel and variable O&M
costs for a CT are higher than those of a coal unit. In this type of analysis, various
technologies can be compared in the range of their expected capacity factors

based on total levelized annual cost.

For any given capacity factor, the lowest line on the chart represents the
lowest cost technology. The graph shows as the capacity factor increases, the
technology identified as lowest cost changes. The busbar screening curves show.
that CT capacity is the most economical new generation alternative at capacity
factors less than about 20 percent. The curves also demonstrate that combined
cycle generation is the most cost-effective new resource when a generator is
needed to run more than approximately 20 percent of the time. The figure also
shows that combined cycle units are less expensive than a new coal (here,
conventional pulverized coal) unit at any capacity factor, due largely to the higher
capital and fixed O&M costs of new coal plants. Thus, combined cycle generation
is the resource of choice for both intermediate and base load operation.

Since combined cycle generation is the most economical resource for
intermediate duty (and could also economically operate as a base load resource,
as shown in the busbar screening diagram), Hines 4 is an ideal resource to satisfy
not only the projected growth in customers’ peak load, but also to serve
customers’ growing energy requirements in the most cost-effective way. Hines 4
is projected to operate in a capacity factor range of 50-70 percent, averaging 67

percent over its expected 25-year life, and will also provide the flexibility to serve
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as economical base load capacity operating at higher capacity factors should
future system conditions require this type of service. This is both an economic

and a strategic benefit of Hines Unit 4.

Q
o

You mentioned earlier that the Hines 4 unit will add to the balance of energy -

sources on the Progress Energy Florida system. Is Progress Energy Florida
becoming too dependent on natural gas?

No. Current economics overwhelmingly favor natural gas units, as shown in the
busbar screening curves. Progress Energy Florida has a good base of coal and
nuclear capacity, and there is a limited outlook for cost-effective renewables. As
shown in Pam Murphy’s testimony, the natural gas supply is abundant over the
study period.

To show the balance of the energy sources that will result after the
addition of Hines 4, Exhibit _ (SSW-4) shows the percentages of total Net
Energy for Load (NEL) expected to be supplied by the various energy sources in
the year 2008. The exhibit demonstrates that the Progress Energy fuel mix is
well balanced, with 14% of NEL supplied by nuclear, 34% by coal (totaling 48%
for base load technologies), 27% from natural gas, and the remainder from oil and
power purchases from both Qualifying Facilities (QFs) and other utilities. In
practical terms, Progress Energy Florida customers will be receiving energy from

the full spectrum of available sources in nearly equal parts. This balance provides
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benefits against price volatility and interruption of supply of any single source, in

addition to the economic benefit of adding Hines 4 to the system.

What are the environmental benefits of Hines Unit 4?

A combined cycle facility fueled by natural gas, such as Hines 4, is the cleanest
and most efficient fossil-fueled generation currently available. There are virtually
no sulfur dioxide (SO,) emissions, and nitrogen oxide (NOy) emissions are
approximately one tenth the level of coal-fired generation utilizing low NOy
burners. Therefore, the proposed combined cycle generation will provide cleaner
air for Florida compared to other alternative feasible generation technologies, and
will help the Company comply with current environmental regulations, as well as
prepare the Company to meet any more stringent regulations that may be enacted

in the future.

V1. PROGRESS ENERGY FLORIDA’S RFP
Please describe Progress Energy Florida’s efforts to solicit proposals from
other supply-side providers.
In accordance with Rule 25-22.082, F.A.C., Progress Energy Florida issued an
RFP on October 7, 2003, soliciting proposals for other generating resources that

might prove superior to Hines 4 as a supply-side alternative. The RFP is included

as Appendix H of Exhibit __ (SSW-1).
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In our RFP, we explained that we had identified Hines 4 as our next-
planned generating unit, and we invited interested parties to make alternative
proposals that offered superior value. We sought proposals that would be in
service by December 1, 2007 and that would be reliable, dispatchable, and
technically sound. We were looking for the proposals to come from experienced,
financially-sound developers that would be able to secure the necessary permits,
and that had planned for an adequate fuel supply. We evaluated all proposals by
systematically following a structured, orderly evaluation process, which we

identified in the RFP, along with the criteria by which we evaluated the proposals.

Briefly, what were the results of the RFP?

We received five proposals from four bidders. In addition, one of the bidders
provided two alternatives to their proposal. One of the proposals from one of the
bidders did not pass the threshold requirements and was eliminated. One
proposal from each of the four bidders was put on the Short List and compared to
our self-build alternative, Hines Unit 4. We performed a significant amount of
analysis, evaluating the price and non-price attributes of the alternatives. The
final evaluation of the non-price attributes showed Hines Unit 4 to be one of the
top two ranked alternatives in nearly all of the categories. The detailed economic
analysis found Hines Unit 4 to be approximately $55 million (2004 dollars) less
expensive than the least-cost third-party proposal. The least-cost New Unit

Proposal (another combined cycle unit) was found to be more than $95 million
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(2004 dollars) more expensive than Hines Unit 4. Finally, we performed
sensitivity analyses, in which we either gave advantages to the third-party
proposals by assuming decreases in their costs or assumed increases in the costs
associated with Hines Unit 4. In all cases, Hines 4 was the least cost alternative,
demonstrating that the selection of Hines 4 is a sound choice. The testimony of
Daniel J. Roeder describes in detail the RFP, the process we followed, the

evaluation of the proposals, and the results of the analysis.

VII. MOST COST-EFFECTIVE ALTERNATIVE

Is the Hines 4 unit the Company’s most cost-effective alternative for meeting
its need?

Yes, itis. As I have described, the Company conducted a careful screening of
various other supply-side alternatives as part of its Resource Planning process
before identifying Hines 4 as its next-planned generating alternative. We were
able to screen out less cost-effective supply-side alternatives, identifying Hines 4
as the most cost-effecti;/e alternative available to us. Further, through our RFP
process, we determined that the Hines 4 unit was also more cost-effective than

any of the proposals made to us.

Why do you think Hines Unit 4 is the most cost-effective alternative?
There are a number of factors, with the significant cost differences being

primarily related to the lower fixed costs of Hines 4. F irst, Progress Energy
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Florida is able to take advantage of its prior investment in infrastructure at the
HEC. Second, by virtue of owning and operating three other power stations on
the same site, Progress Energy Florida will need to add a much smaller number of
new employees to operate the four units at the HEC than bidders would have to
employ to operate a greenfield facility. Finally, Progress Energy Florida has as
good, or better, credit rating than many of the IPPs today. Thus, the Company has

a financing advantage.

VIII. BENEFIT TO THE STATE

Is the Hines 4 unit consistent with the needs of Peninsular Florida?
Yes, the Hines 4 unit will assist Progress Energy Florida in meeting its 20 percent
planned Reserve Margin and will assist Peninsular Florida in attaining the 15

percent minimum level of planning reserves targeted for the FRCC region.

IX. CONSEQUENCES OF DELAY

What will be the impact of delay in implementing the Hines 4 project?

If the Hines 4 unit is delayed, Progress Energy Florida would not be able to
satisfy its minimum 20 percent Reserve Margin planning criterion by the winter
0f 2007/08 in the most reliable and cost-effective manner. This would expose
Progress Energy Florida’s customers to a risk of interruption of service in the
event of unanticipated forced outages or other contingencies for which Progress

Energy Florida maintains reserves. Even without an interruption in service,
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without the efficient Hines 4 unit, Progress Energy Florida’s customers would be

subject to higher fuel costs as less efficient units are used to serve their needs.

X. CONSERVATION MEASURES

Did Progress Energy Florida attempt to mitigate its need for the proposed
unit by pursuing conservation measures reasonably available to it?

Yes, we did. As I discussed previously, the Company identified and has
implemented a set of cost-effective DSM programs that have successfully met
Commission-established goals. We anticipate that we will achieve all of the

future year goals also.

XI. CONCLUSION

Please summarize the benefits of the Hines 4 unit.

Progress Energy Florida needs the Hines 4 unit to maintain its electric system
reliability and integrity and to provide its customers with adequate electricity at a
reasonable cost. By building the unit, the Company will be able to meet its
commitment to maintain a 20 percent Reserve Margin, and it will do so by
improving not just the quantity, but also preserving the quality, of its total
reserves, maintaining an appropriate portion of physical generating assets in the
Company’s overall resource mix. The unit will also add diversity to Progress
Energy Florida’s fleet of generating assets, in terms of fuel, technology, age, and

functionality of the unit. Having exhausted conservation measures reasonably
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available to the Company, Progress Energy Florida selected the Hines 4 unit as its
most cost-effective alternative for meeting its needs. The unit will be a state-of-
the-art, fuel efficient, environmentally preferable installation that will be located
on a site substantially pre-approved for exactly this kind of power resource. We
are pleased to be able to add this unit to the Company’s fleet and to Peninsular

Florida, and we urge the Commission to approve the plan.

Does this conclude your testimony?

Yes, it does.
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IN RE: PETITION FOR DETERMINATION OF NEED

BY PEF CORPORATION

FPSC DOCKET NO.

DIRECT TESTIMONY OF DANIEL J. ROEDER

I. INTRODUCTION AND QUALIFICATIONS

Please state your name, employer, and business address.
My name is Daniel J. Roeder and I am an employee of Progress Energy Carolinas

(PEC), 410 S. Wilmington Street, Raleigh, North Carolina, 27601.

Please tell us your position with PEC and describe your duties and
responsibilities in that position.

I am a Project Leader in the System Resource Planning Section of the System
Planning & Operations Department. The System Resource Planning Section is
responsible for the resource planning for both Progress Energy Florida (PEF or
the Company) and PEC systems. My responsibilities are usually of the nature of
special projects, such as the Request for Proposals (RFP) that is the subject of this
testimony. I served as the Project Leader and “Official Contact” for PEF’s Hines

4 RFP.

Please tell us about your educational background and experience.
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I graduated from the University of Tennessee with a B.S. in Engineering Science
and Mechanics in 1980, and | obtained my M.S. in Mechanical Engineering in
1982. I have been a PEC employee since 1982 and, with the exception of a one-
year rotational field assignment, I have worked the entire time in the System
Planning & Operations Department, performing analyses such as production
costing, generation reliability, integrated resource planning, and Clean Air Act
compliance. During the year prior to the completion of the merger between PEF
and PEC, I was a core member of the Integration Team, working as an integration

analyst. [ am a registered Professional Engineer in the state of North Carolina.

Have you been responsible for leading RFPs before?

Yes, I served as the Project Leader for the Hines 3 RFP. I also participated in two
of PEC’s RFPs. I was the Manager of the Resource Planning Unit and part of the
team that developed PEC’s first RFP, which was issued in 1996, and for which I
led the Economic Evaluation Team. I was involved to a lesser extent in the second

RFP PEC issued in 1997.

II. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to describe PEF’s RFP for 2007 power supply

resources (the Hines 4 RFP), the proposals we received in response to the RFP,

the evaluation performed on the proposals, and the results of the evaluation.
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Are you sponsoring any sections of PEF’s Need Study (SSW-1)?
Yes, I am sponsoring Section IV, “Resource Selection—The 2007 Request for
Proposals (RFP)” of the Need Study. I am also sponsoring the confidential

Appendix J to the Need Study, “Description of Proposals.”

Are you sponsoring any exhibits?

Yes, I am sponsoring the following exhibits:

Exhibit ___ (DJR-1) Results of Detailed Economic Analysis
Exhibit __ (DJR-2) RFP Evaluation Process

Exhibit ___ (DJR-3) Summary of Proposals

Exhibit ___ (DJR-4) Threshold Requirements

Exhibit ___ (DJR-5) Results of Threshold Screening
Exhibit ___ (DJR-6) Results of Economic Screening
Exhibit ____ (DJR-7) Results of Optimization Analysis
Exhibit __ (DJR-8) Minimum Evaluation Requirements
Exhibit___ (DJR-9) Technical Criteria

Exhibit __ (DJR-10) Final Results of Technical Evaluation
Exhibit ___ (DJR-11) Results of Detailed Economic Analysis-Costs by
Component

I prepared each of these exhibits, and each is true and accurate.

Please summarize your testimony.
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Upon determining the need for additional generating capacity as described in the
testimony of Mr. Samuel S. Waters, PEF embarked upon the RFP process. The
Company followed Rule 25-22.082 F.A.C. in the development and
implementation of the RFP. We issued the RFP, providing the notification
required by the Rule and information about the Company’s self-build alternative,
Hines Unit 4. We sought proposals that would be in service by December 1, 2007
and that would be reliable, dispatchable, and technically sound. We were looking
for the proposals to come from experienced, financially-sound developers that
would be able to secure the necessary approvals and permits, and that had planned
for an adequate fuel supply. We fairly evaluated all proposals by systematically
following a structured, orderly evaluation process, which we identified in the

RFP, including the criteria by which we evaluated the proposals.

Briefly, what were the results of your RFP?

We received five proposals and two variations from a total of four bidders. One
proposal from a bidder did not pass the Threshold Screening. The remaining four
proposals and two variations from the four bidders were narrowed down to one
proposal from each bidder and were compared to our self-build alternative, Hines
Unit 4. We performed a significant amount of analysis, evaluating the price and
non-price attributes of the alternatives. The final evaluation of the non-price
attributes showed Hines Unit 4 to be one of the top two ranked alternatives in
most of the categories. The detailed economic analysis found Hines Unit 4 to be

over $55 million (2004 dollars) less expensive than the least cost alternative
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proposal. The least cost New Unit Proposal (another combined cycle plant) was
found to be more than $95 million (2004 dollars) more expensive than Hines Unit
4. Exhibit ___ (DJR-1) shows the results of the analysis. Finally, we performed

sensitivity analyses, in which we either gave advantages to one of the third-party

proposals by assuming decreases in its costs or assumed increases in the costs

associated with Hines Unit 4. In all cases, Hines 4 was the least cost alternative,
demonstrating that the selection of Hines 4 is a sound choice. Based on the
analyses, the Company concluded that Hines Unit 4 is the most cost-effective
alternative for meeting the need for additional generating capacity beginning in
2007 to serve PEF’s customers. My testimony will discuss all of the analyses we

performed, in detail.

III. THE RFP PACKAGE

How did Progress Energy Florida construct the RFP?

The RFP Package consisted of three key components. The first part was the
Solicitation Document, which outlined PEF’s need for generating capacity, the
objectives of the RFP, the Company’s next-planned generating unit, PEF’s system
specific conditions, and a schedule of key dates in the RFP process, and it
identified myself as the RFP contact. The document also discussed PEF’s
requirements for submission of bids, and it described the criteria that we would

use to compare and evaluate the price and non-price attributes of the proposals.
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The second component was the Response Package, which contained a
description of the information bidders were to provide in their proposals. It
defined the required organizational structure and contents of any submitted
proposal and it contained instructions on how to complete the schedules (or
forms) provided to the bidders.

The third component consisted of the Schedules (Microsoft Excel
worksheets) that bidders were required to use to provide data, including pricing,
to PEF. Included in the RFP package were two attachments to the Solicitation
Document. The first was a version of the proposed Key Terms and Conditions of
a purchased power agreement and the second was PEF’s April 2003 Ten-Year

Site Plan (TYSP).

How does the RFP you issued for Hines 4 differ from the RFP for Hines 3?
There were a number of differences between the two RFPs. Some were as a result
of the changes to the Bid Rule, and some were changes we made with the idea of

opening up the RFP to get more participants and give more flexibility to potential

bidders.

What kind of changes did you make as a result of changes to the Bid Rule?
One of the changes was to hold a Pre-Issuance meeting to discuss the
requirements of the RFP prior to actually issuing the RFP. In the spirit of
discussing the RFP prior to issuing it, we also issued a draft of the RFP, which

was not required by the Bid Rule. We included a copy of our latest Ten-Year Site
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Plan and we included a section discussing system-specific conditions, both as
required by the revised Rule 25-22.082 F.A.C. While we described our evaluation
process quite thoroughly in the Hines 3 RFP, we provided even more explanation
in the Hines 4 RFP. Finally, we added a discussion about the calculation of the
equity adjustment in the Hines 4 RFP because imputed debt is a cost of purchased
power and, therefore, we must calculate it, when necessary. In the Hines 3 RFP,
we did not apply an equity adju_stment in our evaluation because Hines 3 was
significantly more cost effective than any other proposal without the adjustment.
In this RFP evaluation, as I’ll explain later, we did apply the equity adjustment
because we said we would in the RFP, even though Hines 4 can be shown to be

more cost effective without it.

What kind of changes did you make to open up the RFP and give potential
participants more flexibility?

First, to open up the RFP to more participants, we eliminated the minimum
capacity requirement of a proposal (in the Hines 3 RFP, there was a 100 MW
minimum). Second, to provide bidders more flexibility, we allowed proposals to
have a start date as early as December 1, 2006, a year before Hines 4 is to be
placed in service. Third, we allowed bidders to increase the capacity of their
proposal after the first year. This change was the direct result of a request from a
potential bidder at the Pre-Issuance meeting. Fourth, we shortened the minimum
term of the proposal from five years to one year for proposals that did not require

a need determination hearing. Finally, we told the bidders we would allow them
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to propose a fuel tolling arrangement whereby PEF would be responsible for

acquiring fuel for the project.

IV. THE EVALUATION METHODOLOGY

Did PEF provide a detailed description of the evaluation process it was going
to use?
Yes, we did. The Solicitation Document described in detail the seven-step

evaluation process we planned to use in the evaluation of the proposals.

Please briefly describe the evaluation process.

The process, described in detail in the Solicitation Document itself, is shown in

flowchart form in Exhibit __ (DJR-2). This is the same flowchart that was

included in the Solicitation Documeﬁt. Briefly, the seven steps of the process
were:

1) Screening for Threshold Requirements. In this step, the proposals would be
reviewed to ensure they met the informational requirements of the RFP. The
Threshold Requirements were provided in a table in the Solicitation
Document such that the bidders could check to ensure their proposals fulfilled
the requirements. Proposals not meeting the Threshold Requirements would
be eliminated from further evaluation.

2) Segregation of Bids. In this step, proposals that passed the Threshold

Requirements were to be separated into categories distinguished by the type of
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3)

4)

5)

6)

bid and term. The purpose of this step was to ensure a consistent and fair
evaluation by categorizing “like type” proposals and allowing PEF to identify
the best proposals in each category.

Economic Evaluation. In this step, the proposals would be screened based on
the fixed, variable, and start payments and optimization analyses would be
performed. Proposals that were significantly higher in cost compared to other
proposals could be eliminated from further evaluation.

Technical Evaluation. In this step, proposals that passed the economic
screening would be evaluated on a technical basis to assess their feasibility
and viability. Proposals were to be reviewed to ensure they conformed to the
Minimum Evaluation Requirements (which were different from the Threshold
Requirements) and would be evaluated based on established Technical
Criteria. Tables in the RFP provided both the Minimum Evaluation
Requirements and the Technical Criteria. PEF included a description of each
of these non-price attributes, as well as the Company’s preferences with
regard to the attributes.

Selection of Short List. In this step, those bids that were found to be inferior to
other bids, based on the Economic and Technical Evaluations, would be
eliminated from further consideration.

Detailed Evaluation. In this step, proposals that were included on the Short
List would be compared to PEF’s self-build alternative, Hines Unit 4.
Proposals would be subjected to a more detailed assessment, and transmission

cost impacts would be incorporated into the analysis. Scenario and sensitivity
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analyses would also be conducted, if deemed appropriate based on the
proposals submitted.

7) Selection of Final List. In this step, PEF would identify those bidders with
which it would begin contract negotiation. In the event that Hines Unit 4 was
found to be clearly superior to the short-listed proposals, a final list would not
be selected. We also anticipated contract negotiations and an announcement of
an Award List, but that was dependent on the results of the evaluation and
would not take place if Hines Unit 4 was found to be better than the other

proposals.

V. THE RFP PROCESS: PRE-SUBMISSION

Let’s go through the RFP process. What was the first step?

The RFP process started with our announcement that we were going to be issuing
an RFP for generating alternatives. We announced this using several methods,
beginning with a notice of the RFP on September 10, 2003. The public notice was
published in newspapers of state and national circulation. A press release was also
published and referred to in articles by a number of news services, both in print
and on-line, including the Electric Power Daily, Energy Info Source, and

Morningstar.com.

Did you publish public notices as required by Rule 25-22.082?
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Yes, we did. We published public notices in newspapers of state and national
circulation such as the Lakeland Ledger, Tallahassee Democrat, Miami Herald,
Tampa Tribune, St. Petersburg Times, Orlando Sentinel, the (Jacksonville)
Florida Times-Union, and the Wall Street Journal on various dates between
September 10 and October 1, 2003. The notice provided a general description of
the Company’s next-planned generating unit, the name and address of the contact
person from whom to request an RFP package, the Company’s RFP web site
address where the RFP package could be obtained, and the schedule of critical
dates for the RFP process. Twenty-seven parties that had previously expressed an
interest in other RFPs in the State of Florida were sent an electronic copy of the
public notice, via e-mail, including the Florida Office of Public Counsel and the

staff of the Florida Public Service Commission.

You mentioned the RFP package was available on the RFP web site. When
was it first available?

Draft versions of the Solicitation Document and the Response Package were
available on September 10, 2003. We decided to make drafts of the documents
available to potential applicants so a more informed discussion about the RFP

could take place at the Pre-Issuance meeting.

What was the Pre-Issuance meeting and when was it held?

The Pre-Issuance meeting was held on September 23, 2003 at the Tampa Airport

Marriott. Potential participants could also participate in the meeting via
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conference call. The purpose of the Pre-Issuance meeting was to discuss the
requirements of the RFP. The meeting consisted of a presentation covering the
objective of the RFP, the types of proposals allowed, the RFP package, the RFP
process, and our requirements of bidders. Throughout the presentation, questions
were asked, and answers were provided. All questions and answers were later

posted on the RFP web site.

Did you make any changes to the RFP based on the Pre-Issuance meeting?
Yes, we did. The RFP documents were revised, taking into account questions that
were asked and comments that were expressed by the participants at the Pre-

Issuance meeting. Clarifications were also made to some of the wording.

When did PEF actually issue the RFP?
The RFP package was issued on October 7, 2003 and it was available for
downloading from the RFP web site. By December 16, 2003, more than 80 copies

of the RFP package had been downloaded.

When did the potential participants get involved in the RFP process?

The first major activity for bidders was to submit a Notice of Intent (NOI) to bid.
Bidders were asked, but not required, to submit this form by October 14, 2003.
Submission of this form would ensure that bidders received all information

pertaining to the RFP. NOI forms were received from nine bidders.
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Did Progress Energy Florida hold a Bidders’ Conference?

Yes, we held a Bidders’ Conference on October 21, 2003 at the Tampa Airport
Marriott. The purpose of the Bidders’ Conference was to provide interested
parties the opportunity to ask questions and seek additional information or
clarification about the solicitation process. I made a brief presentation similar to
the one I made at the Pre-Issuance meeting, summarizing the RFP process and the
requirements of the RFP. Bidders were encouraged to submit questions ahead of
time, and one bidder provided written questions. Those questions were answered
first, and then I opened the floor for questions. All questions and the
corresponding answers were posted on the RFP web site shortly after the Bidders’
Conference. The Q&A section of the web site was updated as additional questions

were posed.

When did PEF receive proposals?

We received five proposals from four bidders on December 16, 2003. In addition,
one bidder provided two variations to its proposal. To simplify the discussion, the
variations will be referred to as proposals also; thus, we had a total of seven
proposals from four bidders. The Hines 4 self-build team provided details of the
Hines 4 project on the same date. The proposals were identified by bidder as
Proposal A through Proposal D. Numbers were appended to the letter designation
for bidders that provided more than one proposal or variation. Therefore, we had

Proposal A, Proposal B, Proposals C1, C2, and C3, and Proposals D1 and D2.
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What kinds of proposals did you receive?

Four of the seven proposals were New Unit Proposals and two were Existing Unit
Proposals. One proposal is best described as a combination Existing/New Unit
proposal. The New Unit Proposals involved building new combined cycle units.
Two of these proposals involved selling only a portion of the output to Progress
Energy Florida. The proposals varied in length from five to 25 years, and all but
one would be fueled primarily with natural gas. The start date for all the proposals
was December 1, 2007 with the exception of one proposal, which could start as
early as December |, 2006. A summary table of the proposals is provided in
Exhibit __ _(DJR-3). Also provided in the exhibit is a list of the names of the
bidders, listed in alphabetical order. A more detailed description of the proposals,
based on summaries provided by the bidders, can be found in confidential

Appendix J of the Need Study.

VI. THE RFP PROCESS: EVALUATION - THRESHOLD SCREENING

What happened next?

We began our bid evaluation process. The first step in the process was threshold
screening. We evaluated all of the proposals with respect to the Threshold
Requirements identified in Table iV-l of the Solicitation Document and shown in
Exhibit ___(DJR-4). Threshold Requirements represent the minimum
requirements that all proposals are required to meet to be evaluated, and with

which a Bidder’s compliance can be easily assessed. Some examples of Threshold
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Requirements are general requirements, such as the proposal being received on
time, the submittal fee being included, and the power being available for delivery
by December 1, 2007. Others include operating thresholds, such as operating the
project to conform to voltage and frequency control requirements and agreement
by the bidder to coordinate maintenance scheduling, and having control of the
site. Another requirement was that the proposal had to have complete and credible
answers provided to all questions.

The threshold screening provided a “sanity check” of the proposals by
asking, “Is everything here that we asked for? Do we have everything we need to
perform our analyses?” If they didn’t pass the threshold screening based on our
initial review, we went back to the bidders with questions in an effort to help them
resolve the deficiencies in their proposals and to make sure we had everything we

needed to conduct a thorough evaluation of the bids.

What were the results of the threshold screening?
A summary of the Threshold Requirements and the results of the threshold
screening are shown in Exhibit ___ (DJR-5). None of the proposals initially
passed the Threshold Requirements screening process without any deficiencies;
all of the proposals required at least some clarification.

Proposal D1 was for the capacity of an existing unit that is currently under
contract to Progress Energy Florida, which expires at the end of 2008. This
proposal provides no new capacity to the Progress Energy Florida system by

December 1, 2007 and, thus, does not pass the Threshold Requirement that power

Page 15 of 46



10

11

12

13

14

15

16

17

18

19

20

21

22

23

must be available for delivery by December 1, 2007. Proposal D1 was therefore

eliminated from the RFP process and the submittal fee was returned to Bidder D.

Did PEF contact the bidders and inform them of deficiencies in their
proposals?

Yes. On January 13, 2004, PEF informed each of the bidders of the various
deficiencies in their proposals with respect to the Threshold Requirements. The
Company also requested additional clarification from the bidders on portions of
their proposal. All of the bidders submitted clarifications and additional

information to pass the Threshold Requirement screening.

Did you tell the bidders anything else?

Yes, we provided them the cost and operating characteristics of Hines 4.

Why did you do this?

Up until this point in time, we had provided cost and operating characteristics
associated with our next planned generating unit, which were planning estimates.
The information provided about Hines 4 was information provided by the Hines 4
self-build team to the RFP Evaluation Team on December 16, 2003, when all
bidders submitted their proposals. We provided this information to the bidders
and we provided them the opportunity to revise their bids in accordance with Rule

25-22.082(14) F.A.C. We gave the bidders 10 days to revise their bids.
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Did any of the bidders revise their bids?

Bidder B was the only bidder to provide revised prices. In addition to providing
revised prices, Bidder B also provided PEF the option to increase the proposal
term to as many as 10 years (through the end of 2016). We used the new prices in

our economic evaluation and we examined the impact of the optional longer term.

VII. THE RFP PROCESS: EVALUATION - ECONOMIC EVALUATION

Please explain the economic evaluation process.

There were two parts to the initial economic evaluation process: a screening
analysis and an optimization analysis. The screening analysis compared the six
remaining proposals to each other in terms of $/kW-year, based on the total prices
proposed by the bidders and an assumed capacity factor. The purpose of the initial
economic screening was to get a simple perspective of the economics of the

proposals compared to each other.

What capacity factor did you assume for your screening analysis?

We assumed a capacity factor of 50 percent. This capacity factor was assumed
because this was the expected capacity factor for Hines 4 as indicated in the 2003

Ten-Year Site Plan.

What was the result of your analysis?
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The evaluated costs of all but one of the proposals were within a reasonable range
of each other. Exhibit ___ (DJR-6) shows the results. The evaluated costs of
Proposal D2 are higher compared to the other proposals. Option C2 looks to be

economically superior to the other options proposed by Bidder C.

What was the purpose of the optimization analysis?

The purpose of the optimization analysis was to develop an optimal resource plan
for each bidder’s proposal assuming the proposal as a given. These resource plans
would later be used in the detailed economic analysis. The optimization analyses
were performed for a period of 30 years to capture all of the costs associated with
each alternative, and, in particular, to determine the type of units that make up the
optimal resource plan including a bidder’s proposal. The supply alternatives that
could be selected were generic combustion turbine, combined cycle, and coal

units.

Please explain the optimization analysis you performed.

The optimization analysis was performed using the PROVIEW optimization
model. While the screening analysis compared the proposals to each other based
simply on the cost of the proposals in isolation, the optimization analyses assessed
the impact of each proposal on total system costs and compared those costs to the
costs of a Base Case optimal plan. The impact on total system costs is important
because it shows the net impact on the customer of choosing an alternative,

including both the project cost and the impact the alternative would have on
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system operating costs. Such an analysis explicitly examines the relative impacts
on system costs for fuel and variable O&M of the other units on PEF’s system,

and any impact the alternative would have on PEF’s purchased power costs.

What was in the Base Case, and why did you compare the alternatives to it?
The Base Case was an optimal resource plan assuming only generic combustion
turbine, combined cycle and coal units; in other words, Hines 4 was not included
in the resource plan. This ensures that all alternatives, including Hines 4, would

be treated in the same manner and compared to a common reference point.

Where do you get the assumptions for generic unit costs and operating
characteristics?

We develop our generic cost and operating characteristics using the Electric
Power Research Institute (EPRI) Technical Assessment Guide (TAG) software.
EPRI gathers information about generating technologies, such as construction
cost, O&M costs, and heat rates, and the software allows us to take the data and
apply adjustments to adapt the information such that it is appropriate for the
Southeastern United States. While the data is appropriate for a region, they are not
site-specific. Therefore, they do not take into consideration costs or conditions

that might be particular to a given site.

Why do you use EPRI data?
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We use the EPRI TAG data because it ensures the information is unbiased and

developed for different technologies using a consistent methodology.

How does the generic EPRI data compare to Hines 4?

The generic data are very good estimates of the cost and performance
characteristics of the technologies. They are planning estimates, however, and are
not meant to be “budget quality” estimates. In general, they are conservative
estimates. In other words, the costs are higher, and the performance is less
efficient. For example, the construction cost of Hines 4 is estimated to be $221.5
million; the generic combined cycle cost estimate for a 2007 in-service date is
$233.7 million. The fixed O&M costs for Hines 4 are estimated to be $1.29/kW-
year and $2.64/kW-year for the generic combined cycle. The reason for the big
difference in fixed O&M is Hines 4 is being built at an existing site; whereas, the
generic combined cycle is assumed to be at a new site. Hines 4 will be able to take
advantage of the existing operating personnel, allowing us to add fewer new

workers than what would be required at a new plant.

Please explain what the PROVIEW model is and what it does.

As I mentioned before, PROVIEW is an optimization model, which we use to
develop optimal resource plans, where the objective function is to minimize the
cumulative present worth of revenue requirements for the PEF generation system,

subject to the 20 percent Reserve Margin constraint. Thus for each bidder’s
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proposal, PROVIEW provides us the optimal generation expansion plan for the
30-year study period, if we selected the bidder’s proposed resource.

Inputs to the model include the load and energy forecast and the costs and
characteristics (such as heat rates, outage rates, and maintenance requirements) of
the existing generating units and purchase power agreements. A user also
provides costs and operating characteristics of potential future supply-side
resources, which could be generating units or purchases.

With these descriptions of the demand and existing and future resources,
PROVIEW develops alternative resource plans to meet the projected future
customer requirements using all possible combinations of resources, and it
calculates the cumulative present worth of revenue requirements for each
combination. The model then sorts each alternative plan from lowest to highest
cost. From an economics-only perspective, the lowest cost plan is the optimal

plan.

What were the results of the optimization analyses?

Exhibit __ (DJR-7) shows the economic results of these optimization analyses.
The exhibit shows the difference in total system cumulative present worth of
revenue requirements associated with each alternative compared to the Base Case.
The analysis shows that a resource plan built around Proposal C2 would have the
lowest future cost for the PEF customers of any of the responses we received from

bidders to the RFP.
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We examined two alternative proposals from Bidder B: an alternative
ending at the end of 2011 and an alternative ending at the end of 2016. The
optimization analysis shows the five-year alternative to have lower costs than the
10-year alternative. Therefore, the detailed evaluation considered only the five-
year proposal from Bidder B.

The analysis also shows option C2 to be the lowest cost alternative from
Bidder C. Thus, the detailed evaluation considered only option C2 from the three
options proposed by Bidder C.

Because Proposals A and D2 were both less than the approximate 500
MW supply being requested in the RFP, we looked at the impact of combining the
two proposals. The analysis shows that the combination of Proposals A and D2
would be more expensive than either proposal on its own, but slightly less than
the cost of the two proposals summed together.

For comparison purposes, the figure also shows the costs associated with
an optimal resource plan based on the addition of Hines 4. This analysis shows
Hines 4 to be approximately $48 million less expensive than the least-cost

proposal from Bidder C.

VIII. RFP PROCESS: EVALUATION — TECHNICAL EVALUATION

Methodology

What was the purpose of the Technical Evaluation?
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The purpose of the Technical Evaluation was to assess the non-price attributes of
the proposals by evaluating the quality of the proposals from a technical
perspective. There were two parts to the Technical Evaluation—one, the
Minimum Evaluation Requirements and two, the Technical Criteria. (Note that
these are different than the Threshold Requirements, discussed earlier in my
testimony, which were designed to ensure that proposals contained all the
information we needed to evaluate the proposals and that the proposals addressed
the basic requirements of the RFP.) We used the Technical Evaluation to help us
get to the Short List by ensuring that all the proposals that went to the Short List

were technically viable.

Briefly, what were the Minimum Evaluation Requirements?

The Minimum Evaluation Requirements (MERs), which were provided in the
RFP and are shown in Exhibit ____ (DJR-8), were the technical “must have”
elements of a proposal. They were the components, or characteristics, the
proposals had to have to move forward in the process. If a proposal did not meet

one of the MERs, it would not make the Short List.

How were proposals evaluated on the MERs?

Each proposal was evaluated on each requirement on a “Go” / “No Go” basis.

Briefly, what were the Technical Criteria?
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The Technical Criteria were characteristics (non-price attributes) we wanted
proposals to have, and that would make a proposal more attractive to us. The
criteria fell into three categories: operational quality, development feasibility, and
project value, as summarized in Exhibit ___ (DJR-9). While the Minimum
Evaluation Requirements are the “musts,” the Technical Criteria are the “wants.”
We didn’t necessarily envision that the Technical Criteria would eliminate anyone
unless, of course, a proposal consistently ranked at the bottom of the pack. If a
proposal didn’t have something we wanted or, perhaps, it had what we wanted but
not to the quality we desired, we would ask the bidder about it, to see if they

would be willing to improve their proposal in that respect.

How were proposals evaluated on the Technical Criteria?

Each proposal was assessed on each criterion, and the proposals were ranked
relative to the other proposals. In this ranking system, “one” is considered the
best. This method of ranking the alternatives allowed us to see if any of the
proposals were significantly better or worse than any of the rest, based on the

Technical Criteria.

Who evaluated the proposals in the Technical Evaluation?

We established separate teams staffed with personnel with expertise in the areas
of development and construction, engineering (operations), environmental,
financial viability, fuel, key terms and conditions, and transmission to review the

proposals. Each of the teams received the executive summaries of the proposals
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and only those portions of the proposals that dealt with its area of expertise. The
technical experts were instructed, to the greatest extent possible, to disregard
anything they knew about the Hines Energy Complex. Only the economic
evaluation team had access to the pricing proposals, since the other technical
evaluators did not need to know the pricing proposals to perform the evaluation of
the proposals on their technical merits. Thus, the technical evaluations were
performed blind to the economics of the proposals. This was done to make the

Technical Evaluation as impartial as possible.

Minimum Evaluation Requirements

Q.

Please explain the Minimum Evaluation Requirements iﬁ more detail. What
were they, and why were they important?

There were eight MERs in five different categories: Environmental, Engineering
and Design, Fuel Supply and Transportation Plan, Project Financial Viability, and
Project Management Plan, as shown in Exhibit ___ (DJR-8). The MERs are what
PEF feels are the most important non-price attributes of supply alternatives.

The two requirements in the environmental category, that a preliminary
environmental analysis had been performed and that a reasonable schedule for
securing permits be presented to PEF, applied only to New Unit Proposals. The
purpose of these requirements was to ensure, to the greatest extent possible, the
proposed project could obtain the necessary environmental permits.

There were also two requirements in the engineering and design category.

The purpose of the requirements in this category was to determine if the proposed
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technology was viable from an engineering and operations perspective. To pass
the requirements in this category, bidders had to provide an operation and
maintenance plan indicating the project would be operated and maintained in a
manner to allow the project to satisfy its contractual commitments, and bidders
had to demonstrate the project technology would be able to achieve its operating
targets.

For the fuel supply and transportation plan category, bidders of New Unit
Proposals had to provide a preliminary fuel supply plan that described the
bidder’s plan for securing fuel supply and transportation for delivery to the
project. Alternatively, as a feature in our RFP, bidders had the option to propose a
fuel tolling arrangement whereby PEF would be responsible for acquiring fuel for
the proposed project. All of the bidders proposed tolling arrangements. Since PEF
has experience acquiring the types of fuels required by the projects, all of the
proposals passed this requirement.

The purpose of the project financial viability MER was to ensure the
bidder had the financial backing to construct and operate the project through the
term of the proposal. For New Unit Proposals, evidence had to be provided that
demonstrated the project would be financially viable. All proposals had to
demonstrate that the bidder would have sufficient credit standing and financial
resources to satisfy its contractual commitments.

The final component for the Minimum Evaluation Requirements applied

to New Unit Proposals only. Bidders of that type had to submit a construction
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management plan to show that the project could be built in time to serve PEF’s

need.

How were the proposals evaluated with respect to the Minimum Evaluation
Criteria?

As I mentioned before, the proposals were judged on a “Go”-“No Go” (or Pass-
Fail) basis. As discussed in the RFP Solicitation Document, failure to demonstrate
conformance with the MERs would be grounds for elimination from the process.
Failing to meet a minimum requirement should result in the elimination of a
proposal because it doesn’t meet a minimum standard for a good project—one
that PEF feels has a high probability of being able to get the necessary permits,
approvals, financing, etc. to enable the project to be built in time to serve the
needs of the PEF customers and one that will continue to be able to serve the
customers over the term of the proposed contract.

For most of the requirements, the proposals were reviewed to see if they
had the documents, schedules, or plans as I discussed above. For example, the
project management plan required the bidders to provide a critical path diagram
and schedule for the project that specified the items on the critical path and
demonstrated that the project would achieve commercial operation by December
1, 2007. For requirements such as this, they either provided the information (and
it was judged as acceptable), in which case they would pass; or they didn’t

provide the information (or it was deemed unacceptable), in which case they
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would fail. The evaluation teams used their years of knowledge and technical

expertise to determine if the information provided was valid.

Did all of the six remaining proposals pass the Minimum Evaluation
Requirements?

Yes, they did.

Evaluation of Technical Criteria

Q.

Please explain the results of the second part of the Technical Evaluation, the
evaluation of the proposals with respect to the Technical Criteria, in more
detail.

With respect to the Technical Criteria, the proposals were ranked relative to each
other for each of the criterion. The proposals were evaluated in terms of 15
technical criteria in three major areas: (1) development feasibility, (2) project
value, and (3) operational quality. The evaluation criteria contained within these
areas were identified in the Solicitation Document, and are included here as
Exhibit ____ (DJR-9). The Solicitation Document also discussed the purpose of

each criterion and PEF’s preferences.

Please explain the factors you considered in development feasibility.

This area of evaluation was our judgment of the bidder’s ability to bring the

proposed unit on-line on time. We assessed the developer’s plan to obtain the
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necessary land use and environmental permits, including a water supply, for the
proposed project.

Another aspect of project feasibility is the developer’s financial viability.
We focused on the developer’s financial capability and credit. If the bidder was
proposing to obtain project financing for its proposal, we would focus on the
financial viability of the proposal. If the bidder indicated it would be providing
equity to the project or would be self-financing the project, we would also assess
the bidder’s ability to provide the required equity or financing.

We also evaluated the likelihood of the project coming on line on time by
evaluating the developer’s planned permitting, licensing, and construction
milestone schedules.

Finally we considered the bidder’s experience in successfully developing

and operating a project of the magnitude proposed.

Please explain the factors you considered in project value.
We examined four factors that fall within this category:
e Acceptance of key terms and conditions;
e Fuel supply and transportation reliability;
e Reliability assessment;
e Flexibility provisions.
These are all factors that will ultimately affect the cost and flexibility of the
project that we wanted to consider to see if one project provided a clearly better

deal.
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What key terms and conditions are you referring to in the project value
category?

The Solicitation Document included a set of terms and conditions of a power
purchase agreement that would be critical to PEF. Bidders were instructed to
mark the terms and conditions for any changes that they would like to make. We
then evaluated the proposals on the extent to which the proposed deal was
contingent on changing the key terms and conditions. The terms and conditions
are too numerous to detail in my testimony but they cover subjects one would
customarily expect to see addressed in a power purchase agreement, and, as [

mentioned, they were provided to the bidders as an integral part of the RFP.

Didn’t you evaluate fuel supply and transportation as part of the Minimum
Evaluation Requirements?

Yes, we did. As I mentioned before, the MER was that the bidders were to
provide us a preliminary fuel supply plan; instead, all the bidde_:rs proposed fuel
tolling arrangements. Here, we ranked the proposals based on the location of the
plant and whether it was in the Southwest Fuel Group; whether the plant was
connected through a local distribution company (LDC); whether a béckup fuel

was available; and how much backup fuel storage was available.

How did you evaluate the contractual flexibility of each proposal?
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In the RFP Solicitation Document, PEF reserved the right to consider any unique
flexibility provisions offered by a bidder that were not going to be considered
elsewhere, such as in the economic evaluation. Examples typically include
contract options such as buyout provisions, or options to extend the contract,
among others. However, none of the bidders offered any unique contract
flexibility provisions. Bidder B offered options regarding contract term and
Bidder C offered pricing and plant configuration options; however, these
alternatives were captured in the economic evaluation process. Thus, the

proposals were not ranked for the contractual flexibility criterion.

What did you examine in your reliability assessment?

Here we considered the guarantee the bidder offered for the availability of the
unit; that is, what percentage of time the bidder would guarantee that the unit

would be available if we called on it. Specifically we did this by ranking the

bidders based on the equivalent forced outage rate (EFOR) they offered to

guarantee.

Please explain the operational quality factors you considered as part of the
Technical Evaluation.

The criteria that were evaluated in this area included:
e Minimum load;
e Start time;

e Ramp rate;
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e Maximum starts per year;

e Minimum run-time constraint;

e Minimum down-time constraint;

e Annual operating hours limit.
In general, these attributes measure the flexibility of the proposed unit to operate
in ways that respond to changes in demand. Thus, we evaluated the proposals
with respect to how long it would take to get the proposed unit started, how long
it would take to get the unit up to the desired output level, the number of times in
a year the unit could be started and stopped, the minimum amount of time the unit
would have to run once it was started, the amount of time the unit had to be off-
line once it was shut down, and the number of hours in a year the unit could

operate.

What were the results of your Technical Evaluation?

The Technical Evaluation of the proposals uncovered some minor issues that
needed further clarification from all of the bidders, and which they provided.
Overall, the Technical Evaluation results were mixed—no proposal was clearly
the best proposal for all of the criteria, although the quality of each of the

proposals was acceptable.

IX. THE RFP PROCESS: SELECTION OF SHORT LIST
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So far, you have explained the Threshold Screening analysis, the initial
economic analysis, and the Technical Evaluation. Were you then ready to
announce your Short List?

Yes, we were. From the technical perspective, the six remaining proposals met the
minimum evaluation criteria, and none of the six proposals appeared to be
technically deficient to the extent they should be eliminated from the RFP. Based
on the results of the economic screening and optimization analyses, however, it
may have been possible to eliminate one or more of the proposals. Because of the
limited number of bidders remaining after the threshold screening, the Company
decided not to eliminate any bidder at this point in the evaluation process. We did,
however, reduce the number of proposals to one from each bidder, keeping the 5-
year proposal from Bidder B and Proposal C2 from Bidder C, as well as Proposal

A and Proposal D2.

When did you notify the short-listed bidders of this decision?
All of the bidders were notified on. March 5, 2004 that they would be placed on

the Short List.

Did you tell the short-listed bidders anything else?

The bidders were also provided with a list of questions for clarification or
additional information derived from the technical evaluation of their proposals.
The bidders were given 10 days to provide answers to the questions. At the same

time, we informed the bidders that PEF was revising the cost and operating

Page 33 of 46

~J



10

11

12

13

14

15

16

17

18

19

20

21

22

23

68
characteristics for Hines Unit 4 and that each of them could submit a revised bid.

Thus, each bidder on the Short List had an opportunity to beat the final cost

estimate of PEF’s self-build option, as required in Rule 25-22.082 (14) F.A.C. In

fact, this was the second opportunity we provided the bidders to enhance their

proposals.

Why did you revise the cost and operating characteristics of Hines 4 a second
time?

In analyses performed for the April 2004 Ten-Year Site Plan, Hines 4 was
projected to run more than the 50% indicated in the RFP (which was based on the
2003 TYSP). The current analysis projected an annual average capacity factor of
67% over the life of the unit. This revision to the estimated capacity factor
reduced the major maintenance costs from $2.71/MWh to $2.02/MWh (the major
maintenance costs in dollars remained the same but the amount of energy in the
denominator increased). The estimated cost of natural gas for Hines 4 in 2007 was
reduced from $4.69/mmBtu to $4.64/mmBtu, and the estimated pipeline
reservation cost was reduced from $0.76/mmBtu to $0.66/mmBtu, both reflecting
the difference in cost of using a different pipeline to deliver the gas for Hines 4

(from FGT to Gulfstream).

Did any of the bidders revise their prices?

Yes, Bidder B lowered its prices. We used the new prices in our detailed analyses.
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X. THE RFP PROCESS: EVALUATION — DETAILED EVALUATION

Methodology

Q.

Please describe the Detailed Evaluation analysis performed and the results of
the analysis.

The purpose of the detailed evaluation was to subject the proposals on the Short
List to a more detailed assessment and compare them to PEF’s self-build
alternative, Hines 4, incorporating transmission cost impacts based on system
impact studies. The detailed evaluation was performed using the most up-to-date

information supplied by the bidders on the Short List.

What were the tasks involved in the detailed evaluation?

There were three main tasks: finalizing the Technical Evaluation, evaluating the
transmission impacts of the proposed plants, and conducting the detailed
economic analysis, which included detailed production costing and financial

analyses.

Finalized Technical Evaluation

What did you do to finalize the Technical Evaluation?
The Technical Evaluation of the proposals was updated based on the responses
from the short-listed bidders to the requests for clarification and additional

information. The Technical Evaluation of the short-listed proposals revealed no
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“show-stoppers.” However, the ranking of the proposals on some of the criteria
did change.

We also performed a self-assessment of Hines 4, and ranked it among the
proposals. As can be seen in the final results, shown in Exhibit ___ (DJR-10),
Hines 4 ranked either first or second among the alternatives for many of the
criteria. An evaluation of Hines 4 determined that it, like the short-listed
proposals, would provide satisfactory operational quality. Because the Hines site
was originally approved for 3,000 MW of generation and because environmental
issues pertaining to development beyond Unit 1 were considered during the
original certification, many environmental initiatives are underway or already
completed. Thus, from an environmental perspective, the Hines site ranks highest
among the New Unit alternatives. Compared to the other bidders on financial
viability, PEF was ranked first. Relative to all of the alternatives, Hines 4
compares favorably on fuel supply and transportation reliability because of
existing connections with two major pipelines. The Hines 4 unit is considered to
haVe “good” reliability, similar to that of Proposal C and better than Proposals A

and B.

Transmission Analysis

Q.
A.

Please describe the evaluation of the transmission impacts.
Bidders of New Unit Proposals were required to provide as part of their RFP
Response Package detailed information regarding their proposed power plants to

enable Progress Energy Florida to perform transmission system impact studies.
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The same type of studies were performed on the proposals as are performed when
an independent power plant developer submits a generation interconnection
service request to Progress Energy Florida through FLOASIS. These studies
included load flow, stability, and short circuit analyses and are necessary to
determine the impacts on the transmission system of building the proposed power
plants at the proposed sites or of transferring power into the PEF System. These
analyses and their findings are discussed in detail in the testimony of Mr. Alfred

G. McNeill.

Would any of the proposals require changes to the transmission system?
Yes. Proposals A, B (5-yr), and C2 all required changes to the transmission
system. The total construction cost of the transmission modifications for Proposal
A was estimated to be $51 million (2004 dollars) and would take 84 months to
complete. The total construction cost of the transmission modifications on the
PEF transmission system required for Proposal B (5-yr) was estimated to be $68
million (2004 dollars) and would also take 84 months to complete. As mentioned
in Mr. McNeill’s testimony, no cost or time estimates were developed to address
the potential problems caused by Proposal B (5-yr) on other systems.

For both Proposals A and B (5 yr), an 84-month construction time would
mean the transmission work would not be completed before the beginning of the
proposed purchases. In the case of Proposal B (5 yr), the transmission work would

not be completed until near the end, or perhaps even after, the term of the
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proposal. While this puts the feasibility of the purchases in question, the proposals
were not eliminated at this point.

The construction cost for the transmission system modifications for
Proposal C2 was estimated to be $11 million (2004 dollars) and would take 43
months to complete. Due to the small capacity increase and the nature of the
facilities in Proposal D2, PEF determined that a detailed study was not required.
For Hines 4, the total construction cost was estimated to be $33.4 million
(nominal dollars), with the construction work being completed prior to the in-

service date of the unit. All of the cost estimates mentioned exclude AFUDC.

Detailed Economic Analysis

Q. Please describe the detailed economic analysis of the proposals you
performed.
A. Detailed economic analyses were performed on all of the short-listed proposals

and Hines 4. In the detailed economic analysis, we calculated the incremental
system revenue requirements associated with each alternative.

The first step in the detailed economic analysis was to perform detailed
production costing analyses of the alternatives. Progress Energy Florida used the
PROSYM production costing model to perform the analyses. PROSYM is a
detailed, chronological production costing model that simulates each generating
resource on the Progress Energy Florida system, both existing and future, and
how it is used to serve the forecasted peak demand and energy requirements of

Progress Energy Florida’s customers.
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Each alternative (i.e., the proposals and Hines 4) was modeled as a
separate “case,” which included the alternative and the future units as determined
during the optimization analysis. Just as in the initial economic analysis, we also
modeled a “Base Case.” In order to treat all alternatives the same in the economic
analysis, all cases were compared to the Base Case. The cases were run through
the end of 2032, capturing the entire 25-year book life of a combined-cycle unit

placed in service by December 1, 2007.

How were the results of the production costing analysis used?

The results of the production costing analyses were incorporated into the financial
analysis of each alternative. In addition to the production costs associated with
each alternative (that is, the energy charges of each proposal and the operating
costs of Hines 4), the change in system production costs as a result of each
alternative, relative to the base case, was also a part of the financial analysis. The
analysis must capture these costs because each alternative, due to its size, heat
rate, proposed pricing, etc., causes the other resources of the PEF generation
system to operate in a different manner, resulting in different total system

production costs.

Were any other cost impacts included in the analysis?
Yes. The fixed costs of the alternatives (that is, the fixed charges of the proposals
and the construction costs and fixed O&M costs of Hines 4) were captured in the

financial analysis. As mentioned before, each alternative was compared to a Base
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Case that consisted only of generic future additions; thus, the fixed cost impact of
changes to the base case resource plan had to be reflected in the analysis of the
alternatives.

The cost impacts of the changes in the resource plan were reflected in the
financial analysis by way of an economic carrying charge, which is the same
concept as the Value of Deferral used to determine standard offer rates. Because
the proposals had different contract lengths, using an economic carrying charge
allows each of the alternatives to be evaluated consistently and eliminates
problems associated with “end effects.” Each alternative received a credit for
fixed cost savings equal to the economic carrying charge of a planned unit being
deferred in the Base Case. In cases where a planned unit was advanced in the
resource plan, the alternative received a cost equal to the economic carrying
charge of the unit being advanced. The economic carrying charge captured both
the construction costs and fixed O&M costs of the generic units.

The transmission construction costs to integrate each of the proposals and
Hines 4 into the transmission system were included in the detailed economic
analysis. The annual cash flow pattern of the construction costs was based on
expenditure patterns typically experienced for transmission lines and
transformers, with one exception. For both Proposal A and Proposal B (5-yr),
even though the estimated time to construct the required facilities is 84 months
and, therefore, beyond the start of the proposed purchases, the projects were
assumed to be completed prior to the beginning of the terms of the purchases and,

therefore, the cash flow patterns were compressed to fit the available time.
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Finally, we also included the cost of imputed debt by determining the

additional equity cost related to the purchased power proposal.

Why did you include the cost of imputed debt in your analysis?

The cost of imputed debt was applied to proposals to assure that the total costs of
proposals include the marginal impact of the fixed future commitment on PEF’s
capital structure. This additional cost is the direct result of incurring fixed future
payment obligations. Rating agencies make these adjustments to a utility’s
balance sheet to reflect the existence of debt-like commitments. Also, Rule 25-
22.081(7) F.A.C. requires a utility to include a discussion of the potential for
increases or decreases in its cost of capital should a purchase power agreement
with a nonutility generator be made. The cost of imputed debt quantifies that
potential. Mr. Greg Beuris discusses the need for this adjustment more fully in his

testimony.

What were the results of the detailed economic analysis?

In terms of cumulative present value of revenue requirements (CPVRR), Hines 4
was found to be approximately $55 million less expensive than the least cost
alternative (Proposal D2). Hines 4 was found to be more than $95 million less
expensive than the least cost New Unit Proposal (Proposal C2). The charts in
Exhibit __ (DJR-1) show the results of the analysis. The top chart shows the
difference in the total CPVRR associated with each alternative compared to the

base case. The bottom chart shows the results on an annual basis. The results of
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the detailed financial analysis of the proposals and Hines 4 demonstrate that Hines
4 is clearly the most cost-effective alternative for supplying generation to meet the

needs of the Progress Energy Florida customer.

What caused Hines 4 to be less expensive than the other alternatives?

One reason is the generation costs of Hines 4 are less than the proposals. Exhibit
___ (DJR-11) shows Hines 4 to be $35 million less expensive than the Base
Case’s generation costs, while all the other proposals are more expensive than the
Base Case when looking at only the generation costs. When looking at only the
generation portion of the total costs, Hines 4 is approximately $53 million less
than any other alternative. Compared to Proposal C2, the closest proposal in terms
of generation-only costs, Hines 4 has higher net energy costs (the energy costs of
the plant less the avoided energy costs resulting from adding the plant) than
Proposal C2. Proposal C2 has lower net energy costs primarily because it is a
larger unit and, when power is generated from the duct burners and power
augmentation portions of the plant, it displaces less efficient generating units on
the PEF system. However, Hines 4 has even lower net fixed costs (fixed costs of
the plant less the avoided capacity costs resulting from adding the plant). Relative
to Proposal C2, Hines 4’s lower fixed costs are due largely to its lower O&M
costs (due to having to hire only six additional people rather than having to hire
staff for an entire plant) and because of the common site facilities at the Hines

Energy Complex that Proposal C2 would have to build (such as roads, a cooling
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pond or cooling towers, buildings, etc.). Finally, PEF has a better credit rating that
the other bidders, giving Hines 4 a financial advantage.

Hines 4 also has an advantage over the other proposals because of the
additional equity costs associated with purchased power agreements. The costs
associated with imputed debt are small for three out of the four proposals. The
additional equity costs for Proposal C2 are larger than the other proposals because
the term of the proposal was longer than the other proposals and the capacity of
the project was greater than that of the other proposals.

With respect to transmission costs, Hines 4 is more costly than Proposals
C2 and D2, but less expensive than Proposals A and B (5-yr). Keep in mind that
even though we show costs for Proposals A and B (5-yr), it is highly unlikely the
transmission work would be able to be completed prior to the start of the proposed

purchases.

Sensitivity Analyses

Q.

A.

Did you perform any sensitivity analyses?
Yes, we performed three sensitivity analyses in an effort to make the third-party
proposals appear more economically beneficial. One of the analyses was

performed on Proposal B (5-yr) and the others were performed on the costs of

Hines 4.

Please explain the analysis performed on Bidder B’s proposal.

Page 43 of 46



10

11

12

13

14

15

16

17

18

i,

20

21

22

All of the bidders desired to have Progress Energy Florida provide fuel tolling
services for the project. All of the proposals except Proposal B (5-yr) are natural
gas fired combined-cycle units; Proposal B (5-yr) burns No. 6 oil. While fuel
prices typically move in parallel, there have been periods in time when this has
not been the case, and one fuel becomes relatively cheaper than another. The
sensitivity analysis performed on Proposal B (5-yr) was to determine the impact
of a lower fuel price for No. 6 oil. The prices used in the sensitivity analysis were
between 25 cents/mmBtu and 40 cents/mmBtu lower during the term of Proposal
B (5-yr) than the original price forecast. In this sensitivity analysis, the value of
Proposal B (5-yr) improved by approximately $20 million. While this reduced the
generation component of costs by around 35%, Proposal B (5-yr) is still more

expensive than all other proposals.

Did you perform any sensitivity analyses on Hines 4?
Yes, we did. We performed sensitivity analyses on both the construction costs and

the O&M costs of Hines 4.

Please explain the analyses and the results.

Two sensitivity analyses were performed on the costs of Hines 4. Both analyses
used the goal seek function of Excel to determine how much higher the
construction costs and the O&M costs of Hines 4 would have to be such that it

had the same revenue requirements as the next best alternative; in other words, to

Page 44 of 46



10

11

12

13

14

15

16

17

18

19

20

21

22

increase the cost of the self-build alternative by $55 million in cumulative present
value of revenue requirements.

To eliminate the $55 million cost advantage that Hines 4 has over the next
best alternative, the total installed costs of Hines 4 (including AFUDC) would
have to increase more than $47 million, or approximately 19 percent. The O&M
costs would have to increase by over $6.5 million per year over the 25-year life of
the unit to equate to a $55 million CPVRR cost increase. This compares to Hines
4’s expected annual average O&M cost of less than $11 million, and would

represent a 59% increase in annual average O&M costs.

Did this complete your economic analysis of the proposals?

Yes, it did.

XI. THE RFP PROCESS: SELECTION OF FINAL LIST

What was the final step in the PEF RFP process?

The seventh and final step in the process was to select the Final List. However, as
discussed previously and as stated in the RFP, in the event Hines 4 was found to
be clearly superior to the other alternatives, a Final List would not be selected.
Based on the results of the detailed analysis, Hines 4 was found to be clearly
superior to the other alternatives. Thus, Progress Energy Florida announced on

April 27, 2004 that Hines 4 was the most cost-effective alternative for adding
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Q.

A.

electric generation to serve its customers’ needs. This announcement concluded

the RFP process.

Does this conclude your testimony?

Yes, it does.
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IN RE: PETITION FOR DETERMINATION OF NEED
BY PROGRESS ENERGY FLORIDA

FPSC DOCKET NO.

DIRECT TESTIMONY OF PAMELA R. MURPHY

I. INTRODUCTION AND QUALIFICATIONS

Please state your name, your employer, and business address.

My name is Pamela R. Murphy and I am employed by Progress Energy Carolinas
(PEC). My business address is 411 South Wilmington Street, Raleigh, North
Carolina, 27602.

Please state your position with Progress Energy and describe your duties and
responsibilities in that position.

[ am currently the Director of the Gas & Oil Trading Section in the Regulated

Commercial Operations Department. [ have held that position since December 2000.

As the Director of Gas & Oil Trading, part of my responsibilities include the
procuremént of residual fuel oil, distillate oil, and natural gas for PEC’s and Progress
Energy Florida’s (PEF) electrical power generation facilities, and the administration
of PEC’s and PEF’s (hereinafter collectively referred to as Progress Energy or the

Company), gas and oil contracts with various suppliers.

Please summarize your educational background and work experience.
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I graduated in 1984 from West Virginian State College with a Bachelor’s Degree in
Accounting. I have been in the natural gas industry for approximately 29 years. My
previous positions have been with several subsidiaries of the Columbia Energy Group
(now known as Nisource, Inc.). Part of my experience was with the energy marketing
and trading organization, Columbia Energy Services, where I was Vice President of
Operations. Prior to this position, I was Director of Marketing for Columbia Natural
Resources, the exploration and production company of the Columbia Energy Group.
In March 1999, I accepted a position in the Gas Supply & Transportation

Department of CP&L (now known as PEC) as Manager, Gas Supply Procurement &

Logistics. In December 2000, I was promoted to Director, Gas & Oil Trading.

11. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony in this proceeding?

I am testifying on behalf of PEF in support of its Petition for Determination of Need
by (1) generally describing and explaining the reasonableness of the fuel forecast
developed by Enterprise Risk Management Risk Analytics, (2) identifying the types
and amounts of fuel that PEF plans to use at Hines Unit 4, including the expected
availability of those fuels for that facility, and (3) generally describing the options
available to transport the types and amounts of fuel the Company plans to use at the

Hines Energy Complex (HEC) where Hines 4 will be located.

Are you sponsoring any sections of PEF’s Need Study?
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Yes, I am sponsoring “Fuel Supply and Transportation” in Section II, Description of
Hines 4, and “Fuel Price Forecasts” under Other Planning Assumptions in Section III,

Resource Need and Identification, of the Need Study.

Are you sponsoring any exhibits to your testimony?

Yes, I am sponsoring the following exhibits to my testimony:

PRM-1 Natural Gas Forecast Compared to Other Industry Forecasts
PRM-2 Base, High and Low Case Natural Gas Forecasts
PRM-3 Fuel Price Forecast for Hines

Each of these exhibits was prepared under my direction, and each is true and accurate.

Please summarize your testimony.
The fuel forecast was prepared by Enterprise Risk Management Risk Analytics,
reviewed by me, and relied upon by the Company. Fuel forecasts and relevant fuel
prices and their differentials are important economic factors in determining the kinds
of new generation to be added to Progress Energy’s system. The fuel forecast projects
both short- and long-range prices for the various types and gradés of fuel available to
and used by the Company on its electrical generation system. The fuel forecast is
based on an extensive review and a rigorous analysis of available and relevant
information on fuel prices. The fuel forecast for Progress Energy is reasonable and in
line with the forecasts of other recognized industry sources.

Natural gas is the primary fuel planned for Hines 4. It is a readily available

fuel source, given current and projected levels of long-term supply of natural gas in
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the United States; and, as a result, is an economical fuel source for Hines 4. Backup
fuel for Hines 4 will be distillate fuel oil, which is also readily available as a fuel
source now and in the future.

Compared to coal and oil, natural gas is a clean burning fuel. As such, natural
gas results in favorable construction capital costs and minimal air compliance issues
relative to current and future environmental regulations.

PEF is confident that it will be able to arrange for all of the firm gas
transportation service it will require for Hines 4 in time to meet the expected in-

service date for that unit.

Do you have an opinion about natural gas as a fuel source for Hines 4?

Yes. Natural gas is and will be a competitively-priced fuel source for Hines 4
compared to other types of fuel and generation technologies, based on the forecast of
natural gas price trends compared to oil and coal price trends. It is also an attractive
fuel source because, compared to coal and oil, it is a clean burning fuel. This has a
favorable impact on the capital cost of constructing generating facilities capable of
complying with current and possibly future environmental regulations.

Exhibit __ (PRM-1) shows PEF’s natural gas forecast along with the natural
gas forecasts of other widely recognized and generally accepted third-party sources.
As demonstrated by this exhibit, the Company’s natural gas forecast is in line with
the natural gas forecasts of the third-party sources reported there.

Furthermore, the final forecast for gas reflects PEF’s best professional

. judgment of future costs, at the time the forecast was prepared.
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III. PROGRESS ENERGY FLORIDA’S FUEL FORECAST

Why does PEF develop a fuel forecast?

Fuel forecasts are an integral part of our planning and operations. Relevant fuel
prices and their differentials are important economic factors in determining the kinds
of new generation to be added to Progress Energy’s system. Additionally, fuel prices
are relevant to the determination of the most efficient method of operating existing
and proposed generating units on the Company’s system in compliance with

environmental and system requirements.

Please describe the methodology behind PEF’s gas and oil fuel forecasts.
Progress Energy depends on observable market data for near-term price forecasts.
For long-term prices, the Company uses PIRA Energy Group (PIRA) as a forecasting
consultant service for both gas and oil. PIRA provides the Company, on a monthly
basis, a forecast of prices for the various fuels that potentially could be used at PEF’s
existing and future generating plants. Those fuels are natural gas, No. 6 oil (1 percent
and 3 percent sulfur), and No. 2 fuel oil (0.5 percent and 0.05 percent sulfur).
Long-term forécasts use the PIRA forecast as a starting point. Progress
Energy reviews and compares other widely recognized and generally accepted third-
party sources of information relevant to the projected supply and price of each fuel,
combined with the Company’s historical experience with fuel prices, to arrive at a

final forecast. For both gas and oil, some examples of other sources that might be
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used for validation include the Energy Information Administration (EIA) forecasts,
Energy Ventures Analysis (EVA) forecasts, Cambridge Energy Research Associates
(CERA) forecasts, New York Mercantile Exchange (NYMEX) futures market prices,
current contracts and current market data. The final forecast includes a base case,
which is considered the most likely scenario, as well as a high and low forecast for
each fuel.

Once a fuel forecast is prepared, it is periodically reevaluated against various
standard third-party fuel price forecasts, developments, and trends with respect to
cach fuel type, to verify that Progress Energy was and is reasonable in developing its
fuel forecasts. When and if necessary, the Company will adjust its fuel forecast to
take into account changes in the fuels markets. A chart of Progress Energy’s base,
low, and high natural gas price forecast is shown in Exhibit ___ (PRM-2). This
forecast was developed in December 2003 and is the forecast upon which the April
2004 Ten-Year Site Plan (TYSP) is based, and which was used in the RFP analysis.

Oil transportation costs are estimated based on existing contracts and expected
escalation. Exhibit __ (PRM-3) presents the base oil and gas forecast, including
variable transportation, applicable to Hines 4. For the natural gas forecast, a fixed
transportation cost is also applicable for Hines 4. The fixed natural gas transportation

cost used in the TYSP and RFP analysis was $0.6639/MMBtu.
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IV. FUELS FOR THE HINES 4 UNIT

Please describe the types and amounts of fuels PEF expects to use for the Hines 4
unit.

The Hines 4 unit will be a state-of-the-art, combined cycle unit similar to the Hines 1,
2, and 3 units. Hines 4, like Hines 1, 2, and 3, will operate primarily on natural gas.
At peak operation, Hines 4 would require approximately 88,000 million British
thermal units (MMBtu) of gas a day, and its average use will be around 61,000
MMBtu per day. The Hines 4 combustion turbine will be designed with the
capability to burn distillate fuel oil as a backup fuel. Progress Energy Florida intends
to construct an additional one (1) million gallon tank for Hines 4 at the Hines Energy

Complex.

Will PEF be able to obtain sufficient natural gas supplies for Hines 4 at a
reasonable cost?

A. Yes. The natural gas exploration and production industry, in this
country and in Canada, is engaged in aggressive efforts to maintain and expand the
North American natural gas reserve base, spurred by both greater demand for gas and
higher gas prices. Florida is situated close to significant existing and potential gas
reserves. There is a substantial amount of exploration and development activity
going forward in the deeper waters of the Gulf of Mexico, where large new gas
reserves have been and are expected to be discovered and developed. In addition,

several new liquefied natural gas terminals are being proposed in the Gulf of Mexico
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as well as The Bahamas. This new source of supply has been proposed to directly
connect with FGT and/or GNGS to serve the Florida market. The relatively short
transportation distances for natural gas into Florida should result in lower
transportation costs for gas sold for consumption in the state, making it inevitable that

natural gas will be aggressively and competitively marketed here.

Has PEF signed any contracts or letters of intent for its gas supply to Hines 4?
No. Progress Energy Florida anticipates no difficulty in obtaining contracts for gas
supply adequate for Hines 4 on competitive terms and conditions at market-based
prices. Progress Energy Florida has developed and will maintain gas supply
relationships with a number of gas producers and gas marketers in preparation for

securing a contract at the appropriate time.

V. FUEL TRANSPORTATION FOR HINES 4

Will PEF be able to obtain sufficient and reliable transportation service for the
Hines 4 gas supplies?

Yes. In addition to existing FGT and GNGS pipeline resources, Southern Natural
Gas Company (Southern) has proposed an expansion of its existing natural gas
pipeline system (Cypress Project) to transport gasified liquefied natural gas (LNG)
from its Elba Island LNG terminal located in Savannah, Georgia, to an

interconnection with FGT in north Florida.
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Additionally, PEF has been approached by three (3) independent companies to
bring LNG into south Florida from terminals located in The Bahamas. They are:
Tractebel Calypso LNG Marketing LLC, Sailfish Natural Gas, Ltd., and Repsol
Commercializadora de Gas S.A. One of The Bahamas companies has proposed a
“bundled” arrangement where gas transportation and supply are contracted together
and delivered to Hines 4 using the FGT pipeline system.

Progress Energy Florida has discussions ongoing with all these companies
concerning its requirements for firm gas transportation capacity for Hines 4.

Progress Energy Florida is confident that it will be able to obtain a contract(s)
for all of its gas transportation service requirements for Hines 4. Progress Energy
Florida expects to be able to arrange for all of the firm gas transportation service it
will require for Hines 4 at attractive rates in time to meet the gas requirements for

Hines 4.

Does this conclude your direct testimony?

Yes.
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IN RE: PETITION FOR DETERMINATION OF NEED
BY PROGRESS ENERGY FLORIDA

FPSC DOCKET NO.

DIRECT TESTIMONY OF JOHN M. ROBINSON

L. INTRODUCTION AND QUALIFICATIONS

Please state your name, your employer, and business address.
My name is John M. Robinson and I am employed by Progress Energy Carolinas
(PEC). My business address is 410 S. Wilmington Street, Raleigh, North Carolina,

27601.

Please state your position with PEC and describe your duties and
responsibilities in that position.

I am employed by PEC as Manager, Engineering & Commercial Support. In this
position, I am responsible for the overall management of licensing, engineering,
equipment procurement, and construction contracting activities associated with new
supply-side, generation projects at the Hines Energy Complex (HEC). This includes

the Hines Unit 4 combined cycle generation unit.

Please summarize your educational background and work experience.
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I received a Bachelor of Science Degree in Electrical Engineering from North
Carolina State University in 1970. 1 am a Registered Professional Engineer in the
State of North Carolina. Ijoined PEC in 1970. I have served in numerous
management positions responsible for engineering, construction, operations and
maintenance of transmission lines, and the engineering, modification and

construction of fossil fuel and gas-fired power plants.

II. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony in this proceeding?

I am testifying on behalf of Progress Energy Florida (PEF or the Company), in
support of its Petition for Determination of Need for the Hines 4 unit, by describing
(1) the site and unit characteristics for the Hines 4 combined cycle unit, including its
size, equipment configuration, fuel type, and supply modes, (2) the estimated costs

of Hines 4, and (3) the unit’s projected in-service date.

Are you sponsoring any sections of PEF’s Need Study?
Yes, in Section 11 of the Need Study, I am sponsoring the “Projected Costs” and

“Projected Performance™ sections under the Hines Unit 4 heading.

Are you sponsoring any exhibits to your testimony?

Yes. [ am sponsoring the following exhibits to my testimony:

JMR-1 Hines Energy Complex Map.

Page 2 of 11



10

11

12

13

14

15

16

17

18

19

20

2]

22

JMR-2

JMR-3

JMR-4

JMR-5

JMR-6

Site Arrangement — Overall Plan.

Site Arrangement — Power Block Area.
Typical Combined Cycle Schematic.
Projected Cost Estimate for Hines Unit 4.

Project Schedule for Hines 4.

Each of these exhibits was prepared under my direction, and each is true and

accurate.

Please summarize your testimony.

The Company plans to build Hines 4 at the HEC, its existing generation site in

Polk County, Florida. That site contains the Hines 1 and 2 combined cycle

generation units and their associated facilities. Hines Unit 3 is currently under

construction with an expected commercial operation date in December 2005. In

1994, the Governor and Cabinet, sitting as the Siting Board, certified the HEC for

construction and operation of the Hines Unit 1 and for 3,000 megawatts (MW) of

ultimate generation capacity at the site. In 2001, the Governor and Cabinet

certified the addition of Hines 2. In 2003, the Governor and Cabinet certified the

addition of Hines 3.

Hines 4 will provide for an expected 517 MW (winter rating) of capacity

at the site, and it will share many of the existing facilities at the site with Hines 1,

2, and 3. The ability to share facilities at the site adds to the cost-effectiveness of

Hines 4. The Company and its customers will reap the benefit of the cost savings
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associated with the economies of scale achieved from using the existing facilities
for the operation of the combined Hines units 1, 2, 3, and 4.

Hines 4 is a sister unit to Hines 1, 2, and 3. It is a state-of-the art, highly
efficient combined cycle unit that will operate on natural gas, with the capability
to operate on distillate fuel oil. The unit’s beneficial heat rate, availability, and
responsiveness, among other attributes, provide the Company with a low-cost,
highly flexible source of power. Hines 4, therefore, enhances the overall
operation and efficiency of the Company’s system to the direct economic benefit
of the Company and its customers. Hines 4 is scheduled to come on line in
December 2007..

Apart from the cost savings achieved by placing in operation a state-of-
the-art, highly efficient generation unit, the Company and its customers will
further benefit from a competitive initial cost for the unit. The total projected cost
for Hines 4 is estimated to be $221.5 million excluding transmission costs and
AFUDC. AFUDC is estimated to be approximately $27 million, giving a total
installed cost of $248.5 million, excluding transmission.

There are a number of factors why Hines 4 is the most cost-effective
alternative. First, Progress Energy Florida is able to take advantage of its prior
investment in infrastructure at the HEC. Second, by virtue of owning and
operating three other power stations on the same site, PEF will need to add a
much smaller number of new employees to operate the four units at the HEC than
bidders would have to employ to operate a greenfield facility. Third, a significant

advantage is due in part to the Company negotiating favorable equipment terms
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for the major equipment during a time when the power plant equipment market
was depressed. Finally, Progress Energy Florida has as good, or better, credit
rating than many of the IPPs today. Thus, the Company has a financing
advantage.

In summary, Hines 4 allows the Company to meet its reliability needs with
the most efficient technology on the market at a below market cost, giving the
Company and its customers substantial economic benefits in terms of technology,

efficiency, and flexibility in operation, and cost of generating power.

III. DESCRIPTION OF THE HINES 4 SITE

Please describe the location of the HEC.

The HEC is an 8200 acre site located in southwest Polk County, Florida,
approximately 40 miles east of Tampa, 7 miles south of Bartow, and
approximately 3.5 miles northwest of Ft. Meade. County Road 640 is on the
northern boundary of the HEC, and County Road 555 runs through the site north

to south. The location of the HEC is shown in Exhibit (JMR-1).

Please describe the location of Hines 4 at the HEC.

Exhibit __ (JMR-2) is the HEC site plan and shows the development of the site.
It depicts the relationship of the current power blocks to the existing cooling
ponds and water treatment and wastewater disposal areas for the units. It also

shows the existing rail lines, state roads, and access roads that will serve all units,
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and the existing dikes and former phosphate mining areas on the HEC site.
Exhibit ___ (JMR-3) is the power block layout for Hines 4 in relation to the

existing power blocks.

What are the benefits to Progress Energy Florida and its customers from
locating the Hines 4 unit at the HEC?

The location of the Hines 4 unit at the HEC offers the Company and its customers
the ability to achieve economies of scale by using existing infrastructure at the
site for operation of the Hines 4 unit. By building Hines 4 at the HEC, the
Company will be able to use the existing access road, cooling pond, reclaimed
water supply pipeline, water treatment and wastewater disposal facilities, gas
laterals, and transmission facilities, among other site facilities, for the Hines 1, 2,
and 3 units and the proposed Hines 4 unit. Because the Company can use the
existing site facilities for the four units, the Company will only have to design and
construct enhancements to these facilities for the Hines 4 unit. The location of the
Hines 4 unit at the HEC will save site development costs the Company otherwise
would have incurred. As a result, the Company and its customers will save

additional engineering and construction costs by locating Hines 4 at the HEC.

IV.  DESCRIPTION OF THE HINES 4 UNIT

Please describe the proposed design of the Hines 4 unit.
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Hines 4 is a state-of-the-art combined cycle unit similar to the Hines 1, Hines 2,
and Hines 3 units. It consists of two combustion turbines, two unfired heat
recovery steam generators, one steam turbine, and a recirculating water cooling
system. The unit is a dual-fuel generation system, meaning that the combustion
turbines can be operated on natural gas or distillate fuel oil. For Hines 4, natural
gas is the primary fuel, and low sulfur (0.05 percent) distillate fuel oil is the
alternative fuel.

The combustion turbines and steam turbine for the Hines 4 unit are
configured in sequential stages, as shown in the typical schematic for a combined
cycle unit in Exhibit ___ (JMR-4). The first stage includes the combustion
turbines, much like utility peaking units, which generate electricity. In the second
stage of the process, hot gas from the combustion turbines is passed through the
heat recovery steam generator, where steam is produced and fed into the steam
turbine to generate additional electricity -- hence, the term “combined cycle”

generation technology.

What are the advantages of combined cycle technology for PEF?

Combined cycle generation technology is very efficient because it generates
electricity from the input fuel both directly, with the combustion turbines turning
a generator, and indirectly, by using the waste heat from the combustion turbines
to produce steam, which powers a steam turbine that turns another generator.
Combined cycle technology makes the most of the input fuel, achieving increased

efficiency in the generation of electricity from the available fuel source. For these
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reasons, the modern combined cycle power facility is one of the most efficient
power technologies available today.

Another advantage of the combined cycle design is that it allows for
greater flexibility in matching system operating characteristics over time.
Because of its technological efficiency, it can readily be called on to meet varying
operational load requirements in an economical manner. Thus, the Hines 4
combined cycle unit can function as a baseload or intermediate unit, as required
by the Company’s system.

In addition to its high efficiency, Hines 4 will have a low environmental
impact. Combined cycle units operating on natural gas, like Hines 4, are one of
the cleanest sources of fossil generation. Whether the unit is burning natural gas
or distillate fuel oil, flue gas is the only byproduct of the combustion process that
would leave the HEC. Both are low sulfur, low ash fuels. Thus, sulfur and
particulate emissions are virtually nonexistent. Nitrogen oxides will be controlled
by selective catalytic reduction and water injection. Airborne emissions,
therefore, will be minimized by the use of a relatively clean fuel and the

appropriate application of control technologies.

How will fuel be provided and handled for the Hines 4 unit?

Natural gas is currently delivered by pipeline to the HEC by Florida Gas
Transmission (FGT) and Gulfstream Natural Gas System (GNGS). In addition,
there are other proposals to transport gas to the HEC for Hines 4. These

additional options are discussed by Pamela R. Murphy in her testimony. No
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additional gas lateral is necessary at the HEC. Enhancements will be required to
the metering and regulation stations for the addition of Hines 4.

An additional storage tank and fuel oil unloading facility for the backup
fuel are necessary for the Hines 4 unit. The distillate fuel oil for the HEC units is

delivered to the HEC by tanker trucks.

How does the Company plan to construct Hines 4?

PEF will maintain direct overall management of the project, including
participation in construction management functions, by having a substantial
presence onsite during the construction and startup phase. PEF may elect to
competitively select equipment suppliers, the architect/engineering (A/E) firm,
and the constructors, or the Company may opt to contract for a design-build, turn-
key approach. The exact method will be evaluated considering the competitive

market while minimizing the Company’s risk.

What will it cost the Company to build Hines 4?
The total projected cost for the Hines 4 unit is approximately $221.5 million
(excluding AFUDC and transmission costs) in nominal dollars. This cost was
developed on the basis of replicating the design and layout of our Hines 1, 2, and
3 units. A breakdown of the major cost items for the Hines 4 unit is included in
Exhibit _ (JMR-5).

The project cost for Hines 4 reflects competitive equipment pricing

because the Company was able (1) to benefit from a depressed power equipment
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market at the time the equipment negotiations occurred, and (2) to share common
site utilities and facilities with the Hines 1, 2, and 3 units, thus reducing or
eliminating site development and construction costs and associated facilities costs

the Company would have otherwise incurred.

What will it cost the Company to operate the Hines 4 unit?

The estimated .incremental annual fixed operation and maintenance (O&M) cost
for Hines 4 is $1.29/kW-YT (based on winter capacity of the unit and expressed in
2007 dollars). The largest fixed costs are wages and wage-related overheads for
the permanent plant staff, as well as expenses for unplanned equipment
maintenance. Six employees are expected to be added to the staft at the HEC
upon the addition of Hines 4 (five Operations and Control Personnel and one
Planner).

Variable O&M costs, which vary as a function of unit generation, include
consumables, chemicals, lubricants, water, and major maintenance costs such as
planned equipment inspections and overhauls. The estimated non-maintenance
variable O&M cost is $0.30/MWh and the estimated major maintenance variable
O&M costs is $2.14/MWh (both based on the 489 MW average capacity of the

unit, operating at 67 percent capacity factor, and expressed in 2007 dollars).

When Hines 4 is constructed and in operation, what operational

characteristics will it have?
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As noted above, Hines 4 will have state-of-the-art, combined cycle technology.
As a result, it will be a highly efficient unit with an excellent heat rate, operating
with an average summer full load heat rate of approximately 7079 BTU/kWh and
an expected average winter full load heat rate of approximately 7062 BTU/kWh
(HHV). The Hines 4 unit will have an expected equivalent forced outage rate of
approximately three percent. Hines 4 is expected to operate in a capacity factor
range of 50 percent to 70 percent, averaging 67 percent over its expected 25-year
life. When placed in operation, Hines 4 will be one of the most efficient units on

the Company’s system.

V. PROPOSED SCHEDULE

What is the in-service date for the Hines 4 unit?

Hines 4 is scheduled to come on line in December 2007.

Will the Company meet that in-service date?

Yes, barring any unforeseen and significant delays. The proposed schedule for
the permitting and construction of the Hines 4 unit is contained in Exhibit ___
(JMR-6). In my opinion, this schedule is reasonable and can be met by the

Company.

Does this conclude your direct testimony?

Yes.
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IN RE: PETITION FOR DETERMINATION OF NEED

BY PROGRESS ENERGY FLORIDA
FPSC DOCKET NO.

DIRECT TESTIMONY OF JOHN J. HUNTER

L. INTRODUCTION AND QUALIFICATIONS

Please state your name, employer, and business address.
My name is John J. Hunter and I am employed by Progress Energy Florida (PEF
or the Company). My business address is 100 Central Avenue, St. Petersburg,

Florida, 33701.

Please state your position with the Company and describe your duties and
responsibilities in that position.

A. [ am employed by the Company as a Lead Environmental Specialist in the
Environmental Services Section of the Technical Services Department. My
primary responsibilities currently include project management of environmental
activities related to siting, licensing, and permitting of new electric power
generating facilities in the State of Florida. This includes activities related to
obtaining the necessary certification under Florida’s Electrical Power Plant Siting
Act for new facilities, as well as any additional Federal environmental permits
required to construct new generating facilities. In addition to the above, I also

coordinate activities related to the management of water resources required to
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support the existing and proposed water supply demands associated with the

Hines Energy Complex (HEC).

Please summarize your educational background and work experience.

I earned a Bachelor of Science degree in Chemical Engineering from the
University of South Florida. Prior to coming to PEF in 2001, I was employed for
14 years by Tampa Electric Company (TECO) where I held various engineering
and supervisory positions within TECO’s Environmental Affairs Department,
including Administrator of Water Programs (1995-1998) and Administrator of Air
Programs (1998-2000). In these various positions, I was responsible for ongoing
environmental permitting and compliance activities for existing generating
facilities, and I was involved in studies for the siting of new generation.

In 2001, I joined PEF where my responsibilities largely consist of those
previously outlined. More specifically, as it relates to this testimony, I am
responsible for obtaining the supplemental site certification for Hines Unit 4 at the
HEC. This includes overall management of the project, providing technical
resources, overseeing all aspects of the application preparation, handling
responses to comments, meeting with regulatory agency managers, and ensuring

that the certification of the project is completed on schedule.

II. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony in this proceeding?
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I am testifying on behalf of PEF in support of its Petition for a Determination of
Need for Hines Unit 4 to (1) describe the HEC site, (2) discuss the environmental
benefits of the HEC site and the Hines 4 unit that Progress Energy Florida
proposes to build, and (3) discuss the environmental approval process associated
with the construction and operation of Hines 4.

I am responsible for preparation and submittal of the Supplemental Site
Certification Application (SSCA) for the proposed Hines 4 unit, which includes
the application for the Prevention of Significant Deterioration (PSD)/Air
Construction Permit approval, obtaining the Florida Department of Environmental
Protection (DEP) approval of the PSD application, negotiating appropriate
Conditions of Certification with the participating regulatory agencies for the
addition of the Hines 4 unit to the existing site, and obtaining final certification
approval from the Governor and Cabinet sitting as the Florida Power Plant Siting

Board.

Are you sponsoring any sections of Progress Energy Florida ’s Need Study?
Yes, [ am sponsoring “Environmental Considerations” in Section II of the Need

Study.

Please summarize your testimony.
I am responsible for preparation and submittal of the SSCA for the proposed
Hines 4 unit. The Hines 4 unit will be a state-of-the-art gas-fired, combined cycle

power unit that will be located at the HEC.
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The HEC continues to represent a beneficial reuse of an environmentally
impacted, mined-out phosphate area that was specifically selected as a power
plant site because of its minimal environmental impact. Site certification
evaluations included assessments of air quality impacts, water quality and wildlife
impacts, water use and noise impacts, socioeconomic impacts and benefits, traffic
impacts from construction and operation, and other impacts of the entire planned
site capacity of 3,000 megawatts (MW).

Hines 4 requires only a supplemental application and review that will
require less time, and, as an additional benefit, it will cost less to obtain the
necessary environmental approvals. In the original Hines | proceeding, the Siting
Board specifically made a determination that the HEC had the ultimate site
capacity to support 3,000 MW of electrical generating facilities fired by either
natural gas or coal gasification.

Based on my review and analysis, it is my professional opinion that
certification of the Hines 4 unit should be approved by the Governor and Cabinet
and the PSD permit issued by DEP in a timely fashion and in accordance with all
applicable environmental laws and regulations to allow for its commercial

operation by December 2007.

III.  DESCRIPTION OF THE SITE AND THE PROPOSED UNIT

Is the HEC permitted for electric power plant usage?
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Yes. In 1994, the Governor and Cabinet, sitting as the Siting Board pursuant to
the Florida Electrical Power Plant Siting Act, granted certification to Florida
Power to construct and operate Hines Unit 1 and for 3,000 MWs of ultimate site
capacity. In 2001and 2003, the Siting Board approved the separate SSCA’s
allowing for the construction and operation of Hines Units 2 and 3, respectively.

In the original proceeding, the Siting Board specifically made a
determination that the HEC had the ultimate site capacity to support 3,000 MWs
of electrical generating facilities fired by either natural gas or coal gasification.
The original proceeding that culminated in that 1994 Certification included
extensive evaluations of the worst case capacity constraints and maximum
potential environmental effects of the operation of the expected 3,000s MW of
capacity. These evaluations included assessments of air quality impacts, water
quality and wildlife impacts, water use and noise impacts, socioeconomic impacts
and benefits, traffic impacts from construction and operation, and other impacts of
the entire planned capacity of 3,000 MWs. This evaluation was undertaken, in
large measure, to provide assurances that the HEC has adequate air, water, and
land resources to accommodate additional electrical generating units like those
proposed in the current SSCA. Confirming the Polk County Board of County
Commissioners' finding, the Siting Board also concluded that the HEC was
consistent, and in compliance, with the land use plans and zoning requirements of
Polk County.

After receiving the initial Certification, the Company constructed the

Hines 1 unit, which began commercial operation in April 1999. Under previous
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SSCA processes, the Hines 2 and Hines 3 units were approved. The Hines 2 unit
has been constructed and began commercial operation in December 2003. The
Hines 3 unit is currently under construction and is expected to begin commercial
operation in December 2005. The combined total power rating for these three

units is approximately 1500 MWs, half of the certified site capability.

Please briefly describe the proposed unit.

The Hines 4 unit will be a natural gas-fired, combined cycle power block
consisting of two combustion turbines, two heat recovery steam generators and
one steam turbine generator. The Hines 4 unit will add approximately 500 MWs
of additional generation capacity to the HEC site. The Company proposes to place
the unit into commercial operation in December 2007. The Hines 4 unit will also
be capable of firing a low sulfur (0.05 percent) distillate fuel oil as a backup to

natural gas.

What environmental permits are necessary for the construction and
operation of the proposed Hines 4 unit?

Siting Board approval of the Conditions of Certification developed through the
SSCA process and the PSD/Air Construction permit are necessary to begin
construction and operation of Hines 4. Although the Company has previously
obtained Site Certification from the Florida Siting Board for an ultimate capacity
of 3,000 MWs at the HEC, and for the construction and operation of the Hines 1,

2 and 3 units, the proposed addition of Hines 4 requires that a SSCA process
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specific to the issues related to Hines 4 be performed and approved. Pursuant to
the requirements of the Electrical Power Plant Siting Act and Chapter 62-17,
F.A.C., Progress Energy Florida has submitted a SSCA for the purpose of adding
the Hines 4 unit to the HEC. This SSCA will be reviewed by various state and
local agencies, including the DEP, the Southwest Florida Water Management
District, local government, and others. After extensive review, a Department of
Administrative Hearings (DOAH) administrative law judge will issue an order
recommending approval or denial to the Governor and Cabinet, sitting as the
Siting Board. If approval is recommended, the Florida DEP Siting Office will
also recommend Conditions of Certification as part of the Siting Board’s
approval. Ultimately the Governor and Cabinet will issue or deny Site
Certification for the addition of the Hines 4 unit to the HEC site, considering the

need for power balanced with the expected environmental impacts.

What information does Progress Energy Florida's SSCA include?

The SSCA addresses the environmental and socioeconomic aspects of the
additional generating unit at the HEC by presenting information on the existing
natural and human environments, the additional generating facilities proposed to
be constructed and operated, and the impacts of those additional facilities on those
environments. Much of the information contained in this SSCA is updated
information from the SCA filed in 1992 for Hines 1 and ultimate site certification
for the HEC, as well as the SSCA’s for Hines 2 and 3, with a focus on the

environmental impacts of the construction and operation of Hines 4. Similar to
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Hines 1, 2 and 3, Hines 4 will consist of two combustion turbines, each equipped
with one heat recovery steam generator, and a single steam turbine electrical

generator.

ENVIRONMENTAL BENEFITS OF THE SITE AND THE PROPOSED

UNIT

What environmental benefits do the HEC and the proposed unit offer?
Hines 4 will be located adjacent to Hines 3 at the HEC, an existing power plant
site in Polk County, Florida, that the Florida Siting Board approved on January
25, 1994 for up to 3,000 MW of generating capacity. The addition of Hines 4 to
the site is well within the confines of the site’s ultimate generating capacity. The
HEC is an 8,200-acre site located on land used formerly for a phosphate mining
operation. Progress Energy Florida specifically selected the HEC as a power
plant site because of its minimal environmental impact. As such, there are no
major environmental limitations that will be associated with the addition of the
Hines 4 unit to the site. Most, if not all, of the environmental issues associated
with the site were resolved during the initial certification of the site, along with
the first Hines 1 unit. Accordingly, Hines 4 requires only a supplemental
application and review that will require less time, and, as an additional benefit, it
will cost less to obtain the necessary environmental approvals.

With regard to air emissions, Hines 4 will be considered a major stationary

emission source and will be subject to Prevention of Significant Deterioration
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(PSD) permitting requirements. Air emissions will be minimal because the Hines
4 unit will burn a relatively clean fuel with good combustion practices to ensure
complete combustion and will use appropriate emission control technologies.
Combined cycle units operating on natural gas, like the Hines 4 unit, are one of
the cleanest sources of fossil generation.

Both natural gas and distillate fuel oil are low sulfur, low ash fuels. Flue
gas is the only byproduct of the combustion process at the HEC, whether burning
natural gas or distillate fuel oil. Full load nitrogen oxide (NOx) emission levels of

2.5 ppm or less are expected for Hines 4 while burning natural gas. This will
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require the installation of selective catalytic reduction (SCR) technology to
control NOx emission levels. While firing distillate fuel oil as a backup fuel,
water injection along with SCR will be used to limit NOx levels.

The HEC is a zero surface water discharge facility with respect to the
National Pollution Discharge Elimination System (NPDES) program for industrial
wastewater, and therefore does not require a NPDES water discharge permit.
Process wastewater streams are treated and retained on-site or are returned to the

cooling pond as a source of make-up water. An on-site groundwater monitoring

system is in place to monitor groundwater discharges.

Water consumption at the site occurs primarily through evaporation from
the cooling pond. Accordingly, a key feature of the HEC design is the existing
cooling pond, which serves as the heat dissipation device and the source of most

process water at the site. Additional cooling pond modifications will be required

for the Hines 4 addition.
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Reclaimed water from the City of Bartow, direct rainfall, on-site storm
water runoff, and water cropping (use of on-site rainfall collection basins), limited
groundwater, and re-use of process water provide the makeup cooling water
required to maintain the cooling pond level within acceptable operating limits.
The incremental water supply necessary to support the addition of Hines 4 to the
site will come from additional groundwater. Alternative water supply sources
will be utilized to offset the incremental groundwater if they become available.

Because the Florida Siting Board approved the HEC for up to 3,000 MWs,
and given that the Company developed the property to support the construction
and operation of the Hines 1, 2 and 3 units, little additional development is
necessary for Hines 4. In fact, the principal infrastructure is already in place,
including extensive site development (excavation, fill, access roads, sewer
systems), a cooling pond, and two fully-sized natural gas lateral pipelines. Many
other common facilities will require only minor modifications to support the
addition of Hines 4.

The HEC’s large size also provides a substantial buffering of the proposed
unit, which minimizes environmental and socioeconomic impacts. The HEC is
located in a low population density area, not close to any residential areas, and is
zoned to accommodate electrical power facilities.

County Road 555 provides vehicular access, with rail access provided by
existing CSX rail lines, including an on-site rail spur. Progress Energy Florida
completed a traffic impact analysis to assess traffic impacts for the construction and

operation of the full build-out of the HEC (3,000 MWs) on Polk County roadways.
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Conditions of Certification addressing those impacts were included in the original
1994 Certification. Area roadways have capacity to accommodate traffic from
construction and operation of Hines 4 as previously demonstrated.

Finally, noise impacts from the full 3,000 MW site were assessed for
several residential receptors around the HEC as part of the 1994 Certification.
Fractional noise increases observed at any nearby re;idential receptor will not be

noticeable or significant. The isolated location and buffer area around the HEC

results in the lack of a significant noise impact.

What is the licensing schedule for the Hines 4 unit?

Progress Energy Florida filed the SSCA and the PSD/Air Construction Permit
Application with the Florida DEP in August 2004 for the Hines unit 4. The final
approvals are expected prior to the end of 2007. This schedule will allow for the

commencement of commercial operations of Hines 4 by December 2007.
V. CONCLUSION

What is your opinion regarding the Company’s ability to obtain all necessary
licenses to allow for commercial operation by December 20072

Based on my review and analysis, it is my professional opinion that certification
of the Hines 4 unit should be approved by the Governor and Cabinet and the PSD
permit issued by Florida DEP in a timely fashion and in accordance with all

applicable environmental laws and regulations.
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Are you aware of any reason why the Hines 4 unit would not be successfully
approved?

No.

Does this conclude your direct testimony?

Yes.
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IN RE: PETITION FOR DETERMINATION OF NEED
BY PROGRESS ENERGY FLORIDA

FPSC DOCKET NO.

DIRECT TESTIMONY OF ALFRED G. MCNEILL

L INTRODUCTION AND QUALIFICATIONS

Please state your name, employer, and business address.
My name is Alfred G. McNeill and I am employed by Progress Energy Florida
(PEF or the Company). My business address is 6565 38" Ave. North, St.

Petersburg, Florida, 33710.

Please state your position with the Company and describe your duties and
responsibilities in that position.
[ am a Senior Engineer in the Company’s Transmission Planning Unit. One of
my responsibilities includes evaluating transmission capability for Generator
Interconnection Service (GIS) requests. I also perform generator siting studies,
including analyzing transmission additions needed to accommodate future
generation additions or asset procurement.

I'am also the Florida Reliability Coordinating Council (FRCC) Loadflow
Databank Coordinator and a member of the FRCC Transmission Working Group

(TWG). I represent the FRCC on the NERC Multiregional Modeling Working
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Group (MMWG). Additionally, I am a member of the Southern/Florida

Reliability Coordination Agreement Working Group.

Please summarize your educational background and work experience.

I joined Florida Power Corporation (later Progress Energy Florida) in August
1973. 1 was originally employed in the Company’s Relay Design Department and
worked there until 1978. From 1978 to the present I have been employed in the
Transmission Planning Department. In Transmission Planning I am currently
responsible for performing various power flow and stability studies to determine
the future needs of the Company’s Transmission System with regard to additional
generation facilities and the constantly growing customer load. In December of
1984, I received my Bachelor of Science degree in Electrical Engineering from

the University of South Florida.

1I. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your testimony in this proceeding?

I'am testifying on behalf of Progress Energy Florida in support of its Petition for
Determination of Need by explaining the transmission analyses performed on
proposals submitted in response to the RFP for Hines 4 and the need for
transmission facility modifications required by the additioﬁ of Hines 4 at the

Hines Energy Complex (HEC) in December 2007.
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Are you sponsoring any sections of Progress Energy Florida’s Need Study
(SSW-1)?

Yes. I am sponsoring “Transmission and Distribution Facilities” in Section I and
“Transmission Requirements” in Section II, which describe the transmission
system and facility modifications and costs associated with the addition of Hines

4 at the HEC, respectively.

Please summarize your testimony.

Progress Energy Florida regularly performs transmission planning analyses
consistent with FRCC and NERC guidelines and processes and in compliance
with sound transmission engineering practices in the utility industry. I will
describe our processes and the sources of the data used in our analyses.

Using these standard processes, we evaluated the impact bidders’
proposals would have on the PEF transmission system to determine what
modifications would be necessary to incorporate the proposed generation into the
PEF system. I will discuss the transmission analysis performed on the RFP
proposals and the results of the analyses. Briefly, all but one of the proposals
evaluated would have a substantial impact on PEE’s transmission system,
requiring extensive transmission modifications at suBstantial costs.

The addition of Hines 4 was also analyzed using the same standard
processes. I will describe the transmission system and facility modifications
required for the addition of Hines 4. In summary, the existing HEC substation

must be expanded by adding one 230 kilovolt (kV) substation bay to
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accommodate the interconnection of Hines 4 and a 230kV transmission line from
the HEC substation to the West Lake Wales substation. Also, a total of 16 circuit
breakers must be replaced due to increased fault current. I will describe those

modifications and explain the need for them.

III. TRANSMISSION ANALYSIS PROCESS

Please generally explain the process by which PEF determines that
transmission facility upgrades or modifications might be required with the
addition of generation to Progress Energy Florida’s system?

On a yearly basis, Progress Energy Florida’s Transmission Planning Department
reviews the transmission facility additions or upgrades required on the Company’s
transmission system based on the latest FRCC load flow cases. These load flow
cases reflect the planned generation additions as proposed in each utility’s Ten-
Year Site Plan (TYSP) as filed in April of each year, including PEF’s TYSP
showing its proposed generation additions. Since 1997, the Company has included
Hines 4 in its TYSP, and the FRCC load flow cases have included a Hines 4 unit
as a result.

Based on the FRCC load flow cases, the Company’s Transmission
Planning Department performs load flow, stabitity, and short-circuit analyses and
determines the need for transmission facility additions or upgrades based on
meeting PEF’s “Transmission Planning Reliability Criteria,” Section 4, as filed on

FERC Form No. 715 “Annual Transmission Planning and Evaluation Report.”
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The purpose of a load flow analysis is to determine the impact of a
generating unit on the PEF system by running a computer simulation model to
compare the performance of the system with and without the unit. Load flow
studies analyze the effects of common single contingency events on the
transmission system. The typical events that are simulated include loss of a single
line or transformer. If overload situations are encountered in the simulations,
determinations are made as to what corrective actions would be required to
integrate the proposed unit into the PEF transmission system.

Stability studies analyze the effects of major events on the transmission
system. The typical events that are simulated are the loss of one or more major
transmission lines (e.g., 230 kV lines).

The purpose of the short circuit analysis is to determine if the addition of a
generating unit causes the fault current in the immediate area to exceed the rating

of the affected circuit breakers.

What models do you use to perform these analyses?

For the load flow and short circuit analysis the cases from the current FRCC load
flow database are used for analysis. The cases are developed on an annual basis
using Power Technologies Incorporated’s (PTI) load flow simulation program, a
simulation package widely used in the industry. For the stability analysis, the
most current version of the stability base cases was used. The cases are developed
on an as needed basis by the FRCC stability working group using PTI’s dynamics

simulation program, a simulation package widely used in the industry.
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What databases do you use to perform these analyses?

The load flow analysis was performed using modified versions of the FRCC 2003
cases for 2007 & 2008 winter and 2008 & 2009 summer. FRCC 2003 cases are
the most current cases available. The modifications to the published standard
FRCC cases were to correct known database errors identified by PEF after final
publication of the database and contained in the FRCC database correction files.

For the stability portion of my analysis, a 2005 winter peak case was used.
This was the most current FRCC Stability work group base case available.
Modifications to the base case were made to reflect transmission and generation
additions from 2005 winter up to 2007 winter, the planned in-service date for
Hines 4.

For the short-circuit analysis portion of this study, the FRCC 2003 cases

for 2007 and 2008 winter and 2008 and 2009 summer were used. The FRCC

2003 cases are the most current cases available for short-circuit analyses.

IV.  TRANSMISSION ANALYSIS OF RFP PROPOSALS

Please describe the analyses performed in the evaluation of the RFP
proposals.

The analyses of the RFP proposals were either performed by me or under my
direction. The analyses consisted of load flow, stability, and short-circuit analyses
to determine the need for transmission facility additions or upgrades, and

followed our standard evaluation process. To evaluate the proposals, we first had
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to remove Hines 4 and its associated transmission facilities out of the FRCC
cases. The bidder-proposed facilities were then added to the cases and their
impacts analyzed. If overload situations were encountered in the simulations,
determinations were made as to what corrective actions would be required to

integrate the proposed unit into the PEF transmission system.

What were the results of your analyses?

The load flow study for Bidder A’s proposal resulted in an overload of the
Higgins-to-Griffin 115 kV line and two transformers. The Higgins-Griffin line is
a 44-mile line that would need to be upgraded to a 230 kV line. The time to
design, permit, and construct this line is estimated to be 84 months. The total
construction cost of the transmission modifications was estimated to be $51
million (2004 dollars). Since Bidder A’s proposal was an off-system project, no
stability or short circuit analyses were performed, as this analysis would be
performed by the host utility, and the costs of transmission modifications, if any,
should have been reflected in the proposal.

Due to its close proximity to critical interfaces between utilities, the load
flow study for Bidder B’s proposal was performed as an inter-utility power
transfer, consistent with FRCC/NERC transfer analyses. The analysis found a
number of overloads, including the Econ-Rio Pinar, Barwick Tap to Turner, Rio
Pinar-Stanton East, Higgins-Griffin, Econ-Winter Park, and Curry Ford-Stanton
West lines, in addition to potential problems on other utility systems. As with

Bidder A’s proposal, the longest lead-time project is the upgrading of the
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Higgins-Griffin line. The time to design, permit, and construct this line is
estimated to be 84 months. The total construction cost of the transmission
modifications on the PEF transmission system was estimated to be $68 million.
Since Bidder B’s proposal was an Existing Unit Proposal, stability and short
circuit analyses were not required, as they would have been performed when the
units were initially installed. As mentioned above, potential problems were
indicated on other utility systems. No cost or time estimates were developed to
address these potential problems. |

Bidder C’s project would require the construction of a two-mile line to
connect the project to the PEF transmission system. The load flow analysis of
Proposal C2 resulted in the overload of the Barwick Tap-Turner line and three
transformers. The construction cost for these modifications and the two-mile line
was estimated to be $11 million and would take 43 months to complete. The
stability analysis showed no stability issues with the projects and the short circuit
analysis did not show a need to replace any equipment due to increases in fault
current.

Bidder D is an existing facility of the Progress Energy Florida system. A
brief inspection of the facilities surrounding this existing plant did not indicate
any problems with increaéing the output of the plant as proposed. Due to the small
increase and the nature of the facilities around the plant and their existing load
levels, PEF determined that a detailed study was not required. Since Bidder D is
an existing facility, stability and short circuit analyses were not required, as they

would have been performed when the unit was initially installed.
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What are the construction cost and construction time estimates based on?
Transmission line project costs were estimated on a per mile basis. PEF uses the
same cost estimate(s) every day for screening site studies, Generator
Interconnection Service (GIS) requests, and initial-phase planning projects. The
cost estimates have been developed based on years of actual experience on the
PEF system.

For 230 kV transmission line projects, the cost estimate is $1 million per
mile. For 115 kV and 69 kV transmission line projects, the cost estimate is
$300,000 per mile. The estimate of the construction duration is based on the
following: transmission line projects that are from one to three miles in length are
estimated to take 36 months; transmission line projects greater than three miles
are estimated to take 42 months, plus one month for every mile over the three
miles. These project duration estimates, again, have been developed through years

of actual experience on the PEF system.

V. TRANSMISSION ANALYSIS OF HINES 4

What kind of transmission analysis was performed on Hines 4?
The analysis consisted of load flow, stability, and short-circuit analyses to
determine the need for transmission facility additions or upgrades using the same

processes, models, and data used in the analyses on the bidders’ proposals.
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What were the results of the analyses?
The load flow analysis found that, with the addition of Hines 4, the loss of the
Barcola to Pebble Dale 230 kV line results in overloading of the Ft Meade to
Tiger Bay 230 kV line and the Ft Meade to West Lake Wales line. In PEF’s initial
petition for the Hines Energy Complex, the Hines to West Lake Wales 230 kV
line was identified as a needed transmission facility. Recent load flow analysis
confirmed the need for the Hines to West Lake Wales 230 kV line with the
addition of Hines 4. The stability analysis did not find any problems with the
addition of Hines 4. In the short circuit analysis, with Hines 4 dispatched, sixteen
230 kV breakers were found to be over-dutied. Replacement of these breakers is
required prior to the in-service operation of Hines 4.

In summary, the results of all evaluated criteria indicate the need to
expand the Hines substation, construct the Hines to West Lake Wales 230 kV

line, and replace 16 circuit breakers.

Why does the HEC 230 kV Substation need to be expanded for Hines 4?
To accommodate the Hines 4 power block connection to the Progress Energy

Florida transmission grid.
How much will the 230 kV substation expansion for the Hines 4 unit cost?

The transmission facility expansion is currently estimated to cost $4.0 million,

which includes the cost to tie the generator into the substation. This is the amount
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presently estimated by Progress Energy Florida’s Substation and Relay

Engineering Departments.

How much will the 230 kV line from Hines to West Lake Wales cost?
The engineering estimate for the 230 kV line from Hines to West Lake Wales is
$26.5 million. This is the amount presently estimated by Progress Energy

Florida’s Substation and Transmission Departments.

How much will it cost to replace the sixteen 230 kV breakers?
The engineering estimate is $2.9 million. This is the amount presently estimated

by Progress Energy Florida’s Substation and Transmission Departments.

What is the total cost of the transmission modifications required for Hines 4?
The total cost of the transmission work associated with the addition of Hines 4 is
estimated to be $33.4 million in nominal dollars, excluding AFUDC. The total

installed cost including AFUDC is $37.6 million.
V. CONCLUSION
In your opinion, are the results of the analyses that you have performed for

the addition of the Bidders’ proposed projects and the Hines 4 unit to

Progress Energy Florida’s system reasonable and accurate?
g gy Y
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Yes. In my professional opinion, and based on my experience and evaluation of
the impact of adding the Bidders’ proposed projects and the Hines 4 unit to
Progress Energy Florida’s systems, respectively, these results are accurate and
reasonable. The costs and duration of the transmission and substation facility
modifications discussed in my testimony are also what will be reasonably
required to add the Bidders’ proposed projects and the Hines 4 unit, respectively,

to the Progress Energy Florida transmission system.

Does this conclude your testimony?

Yes, it does.
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IN RE: PETITION FOR DETERMINATION OF NEED
BY PROGRESS ENERGY FLORIDA

FPSC DOCKET NO.

DIRECT TESTIMONY OF CHARLES G. BEURIS

I. INTRODUCTION AND QUALIFICATIONS
Please state your name, your employer, and business address.
My name is Charles G. Beuris and I am employed by Progress Energy Service
Company. My business address is 410 S. Wilmington Street, Raleigh, North

Carolina, 27601.

What is your position with Progress Energy?

I hold the position of Director of Financial Operations for Progress Energy.

Would you please briefly outline your qualifications and professional
experience?

I came to Progress Energy as Director — Financial Operations in November 2000
immediately following the acquisition of Florida Progress. I report directly to the
Treasurer and am responsible for all capital raising activities for Progress Energy
and its subsidiaries. My responsibilities include short-term and long-term

financing, bank credit facilities and cash management.
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II1.

Prior to joining Progress Energy, I was employed by Florida Progress for
17 years. My experience with Florida Progress included various financial
positions in accounting, budgeting, treasury, and investor relations.

I have a bachelor’s degree from the University of Florida and a master’s
degree in business administration from the Florida Institute of Technology. I
have the following professional certifications: Certified Public Accountant,

Chartered Financial Analyst and Certified Cash Manager.
IL PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to discuss the credit analysis performed by
nationally recognized rating agencies related to long-term purchased power
agreements (PPAs) and their impact on our financial policy. Their treatment of
these contracts affects financial ratios, in particular leverage ratios, used to
determine a company’s credit rating. As Director of Financial Operations, it is
my responsibility to maintain Progress Energy Florida’s capital structure in a
manner which supports our target credit rating, therefore I must take into
consideration the adjustments a rating agency may make when developing its

financial ratios to assess its credit rating.

TREATMENT OF PPAs IN RATING AGENCY CREDIT ANALYSES
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How many rating agencies perform credit analysis on Progress Energy
Florida (PEF or the Company)?
We currently engage three rating agencies, Standard & Poor’s Rating Service,

Moody’s Investor Service, and Fitch Ratings who provide credit ratings for PEF.

How do these rating agencies treat long-term purchased power agreements
when evaluating a company’s credit profile?

While each one’s specific method may vary, they all base their analysis on the
premise that long-term fixed payments associatediwith these contracts are
essentially debt-like in nature, much like a long-term lease on property, plant, and

equipment. Excerpts from the three rating agencies follow:

MooDY’S
“Moody’s will continue to view these off-balance sheet obligations as debt — in
particular those purchased power obligations that are above market.”

Credit Implications of Power Supply Risk, Moody's Special Comment, June 2000.

STANDARD & POOR’S

Standard and Poor’s Ratings Services views electric utility purchased-power
agreements (PPA) as debt-like in nature, and has historically capitalized these
obligations on a sliding scale known as a “risk-spectrum”.

Standard & Poor’s Research: “Buy versus Build”: Debt Aspects of Purchased-

Power Agreements. May 8, 2003.
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FITCH

For purchased power agreements, operating leases, tolling arrangement, and
synthetic leases, Fitch policy varies from GAAP accounting rules in order to
capture operating leverage.

Fitch presentation to Progress Energy, October 2003.

What is the impact on a company’s credit profile when rating agencies treat
long-term purchased power contracts as debt-like?
The main effect is that a company is considered to have more leverage than if you

calculated its leverage ratio based only on the debt recorded on its balance sheet.

Does PEF have long-term purchased power contracts?
Yes, PEF has a substantial amount of purchase power commitments relative to its
total generation mix. As of December 31, 2003, PEF had 474 MWs of purchased

power with other utilities and 833 MWs with certain cogenerators (QFs).

Does each of the rating agencies make the same adjustment to PEF’s
financial ratios for long-term purchased power supply contracts?

No. In addition to each rating agency’s having its own general methodology, each
agency also has its own view of the impact these long-term PPAs have given the

nature of the contracts and the recoverability of these payments through tariffs.

What adjustments do the rating agencies make when evaluating PEF’s credit

profile?
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It does not appear that Moody’s makes an adjustment to PEF’s credit ratios due
primarily to the recovery of payments associated with these contracts through
approved regulatory pass-through clauses. While Moody’s certainly recognizes
the significance of these contracts, particularly the high-priced QF contracts, they
also take into account the high degree of certainty surrounding the recovery of
these costs through pass-through clauses, such as those in Florida.

Fitch does not make an adjustment for contracts with “Qualifying
Facilities” (QF) due to the regulatory status of these contracts and the
recoverability through pass-through recovery clauses. For other purchase power
contracts, Fitch will evaluate these individually and make a determination on how
much debt should be imputed.

S&P’s approach has recently been modified. (See Exhibit _ CGB-1,
“Buy versus Build”: Debt Aspects of Purchased-Power Agreements. May 8,
2003). S&P takes the net present value of future capacity payments and discounts
those payments using a 10% discount rate. That amount is then multiplied by a
risk factor, the result of which is the amount of imputed debt. For PEF, S&P uses

a risk factor of 30%.

What is the basis for S&P’s risk factor adjustment?

As stated in their article “Buy versus Build,” the overriding factor influencing the
risk factor is the likelihood of payment by the buyer. It notes that the probability
of non-delivery by independent generators is quite low, thus the probability of a

buyer having to pay for purchased power is quite high. Given the high likelihood
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of payment by the buyer, these long-term fixed obligations are assigned a higher
risk factor for purposes of imputing debt.

S&P’s generic guideline for utilities with PPAs having terms over
three years is to use a 50% risk factor. S&P further states that:
“This risk factor assumes adequate regulatory treatment, including recognition of
the PPA in tariffs; otherwise a higher risk factor could be adopted to indicate
greater risk of recovery.”
How much debt does S&P impute when assessing the impact of PPAs on
PEF’s credit ratios?
As of December 31, 2003, the present value (using a 10% discount rate) of PEF’s
future capacity payments for its QF and utility PPAs was approximately $2.4
billion. S&P then computes the amount of imputed debt by applying a 30% risk

factor for PEF, which results in approximately $730 million of imputed debt.

Why does S&P use a 30% risk factor for PEF instead of its generic 50% risk
factor for utilities with PPA terms over three years?
S&P uses a risk factor of 30% for PEF instead of 50% primarily due to the

favorable regulatory recovery mechanism which exists to recover these costs.

What is the impact of S&P’s approach on PEF’s capital structure when
imputing debt associated with long-term PPAs?

PEF’s leverage ratio before making any adjustments for off-balance sheet
obligations was 51.5% as of December 31, 2003. After adjusting for purchase

power commitments, the leverage ratio increases to 58.3%.
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How does S&P’s treatment of these contracts affect your financial policy?
Our financial policy must take S&P’s adjustments into consideration if we are to
achieve our target debt rating for PEF. This means that when developing target
capital structure ratios, we must consider the impact of off-balance sheet items, in
particular long-term power supply agreements due to their materiality and the
impact it has on PEF’s leverage.

S&P clearly adjusts PEF’s credit ratios and Progress Energy’s
consolidated credit ratios, since PEF is a wholly-owned subsidiary of Florida
Progress, which is wholly-owned by Progress Energy. If we were to ignore long-
term purchase power contracts, as well as other off-balance sheet obligations, we
would be setting target leverage ratios which would be inconsistent with S&P’s

view of our leverage.

How should your financial policy affect the evaluation of long-term PPAs?
We manage Progress Energy’s and PEF’s capital structure to achieve a certain
long-term credit rating. The amounts of leverage associated with a particular
credit rating and how it is calculated are established by the rating agencies, and 1
must recognize their methodology if we are to achieve our goals.

In particular, for PEF, long-term PPAs are material off-balance sheet
obligations and have a significant impact on our leverage ratios. Under S&P’s
methodology, every additional PPA would increase the amount of imputed debt
and, all else being equal, require additional equity to offset the effect of the

incremental imputed debt.
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Can you generally address the appropriateness of the specific adjustments
described in the RFP?
Yes. Since long-term PPAs can have the same effect as issuing debt and equity to
build a power plant, analyzing the all-in costs of a PPA should include the full
mmpact on the capital structure of PEF.

Therefore, including an adjustment to costs for the additional equity that
would be required to ensure we meet our target capital structure is appropriate in
the evaluation of the proposals in the RFP analysis. The adjustment PEF has made

1s consistent with S&P’s methodology for imputing debt associated with PPAs.

You have stated that two rating agencies, Moody’s and Fitch, d(') not make
adjustments, and only S&P makes an adjustment. Why do you follow S&P
and not Moody’s or Fitch?

We adjust for PPAs primarily for two reasons. First, it is recognized by all three
rating agencies that long-term fixed payments are debt-like in nature and should
be treated as debt. While each agency differs in how they adjust for these types of
fixed payments, they all start from the same basic premise that the PPAs are debt-
like in nature. Second, the capital markets generally price debt securities based
on the lowest rating when there is a difference among rating agencies on the
rating assigned. Therefore, in order to achieve the benefits of PEF’s long-term
target debt rating of single A, the lowest rating must be single A. This market
convention forces us to recognize S&P’s methodology as it pertains to the

treatment of long-term PPAs.
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Does this conclude your direct testimony?

Yes.
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MR. KEATING: With all the testimony and exhibits
admitted into the record, I believe at this point the record
could be closed unless the parties have anything else to add.

CHAIRMAN BAEZ: Mr. Sasso, 1s there anything else
that we need to address before we close the record?

MR. SASSO: No, Mr. Chairman. We would just say that
we are pleased that we were able to arrive at these
stipulations with staff, and always appreciate the
professionalism and courtesy of staff, and join with staff in
asking, respectfully, that the Commission approve the proposed
stipulation and resolve all issues in this docket.

CHAIRMAN BAEZ: Very well. Thank you, Mr. Sasso.

Mr. Keating, where are we at this point?

MR. KEATING: The proposed stipulations to resolve
the issues in this docket are set forth in Section XI of the
prehearing order that starts on Page 8. At this point, staff
is prepared to address any questions you might have concerning
these proposed stipulations. If there are no questions, staff
could recommend that the proposed stipulation be approved as
the Commission's final action on this need determination
petition.

COMMISSIONER JABER: Mr. Chairman.

CHAIRMAN BAEZ: Commissioner Jaber.

COMMISSIONER JABER: I don't know if Commissioners

have questions. If not, I'm prepared to make a motion to
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resolve the case.

CHAIRMAN BAEZ: Let me confirm that there are no
gquestions.

Commissioners, on Page 8 of the prehearing order you
have the stipulated positions listed on all issues. Do you
have any questionsg at this time?

COMMISSIONER DEASON: Just one, Mr. Chairman. I
think it is fairly self-explanatory, but just to confirm it.
Issue 6 1s a requirement to provide annual reports concerning
budgeted and actual costs. This is for information purposes,
but it allows staff to continue to monitor that. And if and
when there is to be any type of a rate proceeding or
cost-recovery, 1t may be used at that time to determine the
outcome of any issues pertaining to that gquestion?

MS. HARLOW: Yes, sir, that's correct.

CHAIRMAN BAEZ: Any other questions?

Seeing none. Commissioner Jaber, you have a motion?

COMMISSIONER JABER: I do. Rather than have staff go
issue-by-issue, I'm prepared to make a recommendation that
we find all proposed stipulations in Issues 1 through 6
reasonable and acceptable, and I would move staff on Issues 1
through 7.

COMMISSIONER DAVIDSON: Second.

CHAIRMAN BAEZ: There is a motion and second on

Issues 1 through 7. All those in favor say aye.
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(Unanimous affirmative vote.)
CHAIRMAN BAEZ: A resounding aye from the heavens.
Do we have anything else pending at this point?

MR. KEATING: I don't believe so. In light of the

events and vote today, no post-hearing filings will be

required,

of .

and there are no other matters that staff i1s aware

CHAIRMAN BAEZ: Very well.

Mr. Sasso, anything you need to bring to our

attention before we --

MR. SASSO: Nothing further, Mr. Chairman.

CHAIRMAN BAEZ: Thank you all for coming. I think we

can adjourn this hearing. Thank you all. Thank you, Staff.

(The hearing concluded at 10:50 p.m.)

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

—
S——

1.377

STATE OF FLORIDA )
CERTIFICATE OF REPORTER

COUNTY OF LEON )

I, JANE FAUROT, RPR, Chief, Office of Hearing
Reporter Services, FPSC Division of Commission Clerk and
Administrative Services, do hereby certify that the foregoing
proceeding was heard at the time and place herein stated.

IT IS FURTHER CERTIFIED that I stenographically
reported the said proceedings; that the same has been
transcribed under my direct supervision; and that this
transcript constitutes a true transcription of my notes of said
proceedings.

I FURTHER CERTIFY that I am not a relative, employee,
attorney or counsel of any of the parties, nor am I a relative
or employee of any of the parties' attorney or counsel
connected with the action, nor am I financially interested in
the action.

DATED THIS 8th day of November, 2004.

Olm(ﬁm@ |

ég JANE FAUROT, RPR
Chief, Office of Hearing Reporter Services
FPSC Division of Commission Clerk and
Administrative Services
(850) 413-6732

FLORIDA PUBLIC SERVICE COMMISSION




PEF 000236 \Q@w
DOCK. NO. 040817-£1

(0]
—
58

e
~ S
o
=9
SN
&5
2
n
FRS
~ A

Exhibit No.




Comprehensive Exhibit List
Docket No. 040817-El

Hearing I.D. # Witness L.D. # As Filed Exhibit Description
Staff
1 Exhibit List- | Comprehensive Stipulated Exhibit
Stip-1 List
2 Stip-2 Specified Public Responses to Staff
Discovery
3 Stip-3 Specified Confidential Responses to
| Staff Discovery
Testimony Exhibit List
PROGRESS ENERGY FLORIDA
4 Samuel S. Waters (SSW-1) PEF’s Need Determination Study for
Hines Unit 4 (with attachments), a
composite exhibit
5 Samuel S. Waters (SSW-2) Forecast of Winter Demand and
Reserves With and Without Hines
Unit 4
6 Samuel S. Waters (SSW-3) Levelized Busbar Cost Curves
7 Samuel S. Waters (SSW-4) PEF’s 2008 System Energy Mix
8 Daniel J. Roeder (DJR-1) Results of Detailed Economic
Analysis
9 Daniel J. Roeder (DJR-2) RFP Evaluation Process
10 Daniel J. Roeder (DJR-3) Summary of Proposals
11 Daniel J. Roeder (DJR-4) Threshold Requirements
12 Daniel J. Roeder (DJR-5) Results of Threshold Screening
13 Daniel J. Roeder (DJR-6) Results of Economic Screening
14 Daniel J. Roeder (DJR-7) Results of Optimization Analysis
15 Daniel J. Roeder (DJR-8) Minimum Evaluation Requirements
16 Daniel J. Roeder (DJR-9) Technical Criteria
17 Daniel J. Roeder (DJR-10) Final Results of Technical Evaluatlon
18 Daniel J. Roeder (DJR-11) Results of Detailed Economic
Analysis—Costs by Component
19 Pamela R. Murphy (PRM-1) Natural Gas Forecast Compared to
Other Industry Forecasts
20 Pamela R. Murphy (PRM-2) Base High and Low Case Natural Gas
Forecasts
21 Pamela R. Murphy (PRM-3) Fuel Price Forecast for Hines
22 John M. Robinson (JMR-1) Hines Energy Complex Map
23 John M. Robinson (JMR-2) Site Arrangement — Overall Plan [
FLORIOA AUBLIC SERACE COMMSSI0N

no__‘LQSL;_LsExnmm _L.
COMPANY/ F 7 3C. H4af8 .

WITNESS. .

DATE: W-0




Hearing L.D. #

I
Witness

o
10 o«
1.D. # As Filed

Comprehensive Exhibit List
Docket No. 040817-EI

Exhibit Description

24 John M. Robinson (IMR-3) Site Arrangement — Power Block Area |
25 John M. Robinson (JMR-4) Typical Combined Cycle Schematic
26 John M. Robinson (JMR-5) Projected Cost Estimate for Hines
Unit 4
27 John M. Robinson (JMR-6) Project Schedule for Hines 4
28 Charles G. Beuris (CGB-1) Standard and Poors Article: “Buy

versus Build”: Debt Aspects of

Purchased-Power Agreements. May 8§,
2003




1)

2)

PROFERRED BY: STAFF

EXHIBIT NO.

DOCKET NO: 040817-El
COMPANY: Progress Energy Florida, Inc.
DESCRIPTION: COMPOSITE EXHIBIT:

PEF’s responses to staff’s interrogatories 1 through 6;
12 through 15; 18 through 25; 27, 29, and 30.

PEF’s responses to staff's request for production of
documents 1 through 11; portions of response to
number 12; 13, and 14.

FLORIDA PUBLIC SERVICE COMMISSION
NO. _COY4CR1-E L EXHIBIT NO.

COMPANY/ F. P. 5, T ﬁ’g o= No

w’TN‘ESSl : L Lrhes 40
DATE -2 0y - Stegs

Rt‘;-c odel

s
T




INTERROGATORIES

1. What cost of capital did Progress Energy Florida assume in the determination of the total
cost of its self-build option (Hines Unit 4)? For purposes of this response, please identify the
relative mix of equity and debt and the respective cost rates.

Capital Component
Debt

LEquily

Response:

(V]

TPAE1947611 3



2, Please explain in detail why the cost of capital identified in response to the above
interrogalory is appropriate for purposes of determining the total cost of Hines Unit 4.

Response:

The cost ol capital shown in response to Interrogatory | 1s appropriate because it
represents the marginal cost of funding for PEF. The 8.16% weighted average cost of capital
(WACC) is supported by the utility's target mix of debt and equity funding and the long-term
incremental costs of capital for Progress Energy Florida. The 12% equity cost of capital is
equivalent 1o the allowed equity return stated by the FPSC in PEF's most recent rate case. The
6.5% cost of debt funding represents PEF’s incremental borrowing rate in the debt capital
markets. The rate is supported by current market rates, pricing, yields and credit spreads.

TPA#1947611 1 4



3 What AFUDC rate did Progress Energy Florida use in its Hines Unit 4 need

determination study? For purposes of this response, please show the calculation of the AFUDC
rate,

Response:

The AFUDC rate used in the need determination study was the same as the incremental
after-tax weighted cost of capital, 8. 16%. With a composite tax rate of 38.58%, the AFUDC rate
1s calculated as:

0.48 * 0.065* (1-0.3858) + 0.52* 0.12=0.0816 = 8.16%

wn
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4 What is Progress Energy Florida’s actual relative mix of equity and debt as of December
31, 20037 For purposes of this response, the sum should total 100% as assumed in PEF’s need
determination study assumptions.

Response:

The actual mix of debt and equity as of 12/51/2003 was:

Capital Component Ralio

|
Debt 51.54%
| Preferred Stock 0.74%
Equity 47.72%

TPA%1447611 .1 6



5. On page 2 of its need determination study, PEF statcs that it “purchases over 1,300 MW
of capacity from 20 qualifying facilities and two investor-owned utilities.” Please 1dentify
which, if any, of these power purchases are “above market.”

Response:

The price for any purchase depends on the term of the agreement, the type of capacity
purchased. and the purchaser’s proposed utilization of the resource. The determination of the
price in comparison to “market” depends upon the type of product (1.c. peaking, intermediate,
base. full requirements, firm, non-firm, etc.) and the proposed time frame since markets change
with capacity availability and fuel prices. Therefore, it is not possible to answer this question
without a specific definition of what “market” would provide the basis of comparison for the
specified contracts.

TPAEIGAT6N T | 7



6. What is Progress Energy Florida’s current corporate credit rating as assigned by Standard
& Poor’s Rating Service, Moody’s Investor Service, and Fitch Ratings, respectively? For
purposes of this response, please indicate when each rating was established.

Response:
o et e P e S&P - . [': L Moody’s” | " _Fitch
Progress Energy Florida
Outlook | Stable Negalive Stable
Corporate Credit Rating/Issuer Rating BBB 8/29/2003 A2 11/22/2000 NA 2/14/2003
Cominercial Paper A-2 P-1 F2
Senior Secured Debt BBB Al A-
Senior Unsecured Debt BBB A2 BBB+
_ Preferred Stock | BB+ L Baal BBB

TPAH1947611.1 8



2. Based on the time frames identified in responsc to the above three interrogatories, would
the Cypress project be completed in sufficient time to provide the capacity necessary to transport
fuel supplies to Hines Unit 47

12

Response:

Yes, we believe that the Cypress project should be completed in sufficient time to
transport fuel supplies to Hines Unit 4. The time frames 1dentified in response 10 Interrogatory

11 are “typical™ time frames for a greenfield project, as requcsted, and do not apply to the
Cypress project.

TPA#I947611 1 15



13. On page 9. lines 1 through 2, of Pamela Murphy’s direct testimony, it states that PEF has
bcen approached by three independent companies to bring LNG into South Florida from
terminals Jocated in The Bahamas. Are any LNG terminals currently under construction in The
Bahamas?

Response;

PEF s not aware of any LNG terminals currently under construction in the Bahamas.

TPAE1947611 1 16



14. With respect to each of the Bahamian terminals referenced in Pamela Murphy’s
lestimony, has the Bahamian covernment granted approval for those terminals to be built? If not,
when will the Bahamian government make a decision on whether to grant approval to each
proposed terminal?

Response:

PEF is not aware of any approval of LNG terminals in the Bahamas by the Bahamian
government. PEF does not know when the Bahamian government will grant approval to each

proposed terminal.

TPAETI947613 .1 17



15. Based on the time frame identified in response (o the abovc interrogatory, would any of
the Bahamian projects be completed in sufficient time to provide the capacity necessary (o
transport fuel supplies to Hines Unit 4 in December 20077

Response:

Based on PLF's response 10 Interrogatory 14, PEF does not know the commencement
dates of the Bahamian projects. Because PEF does not know with certainty when such projects
will commence, PEF cannot say whether the Bahamian projects could be completed in time to
transport fuel to Hines Unit 4 in December 2007.

TPAEIOATAT | 18



18. On page 9. lines 9 through 13, of Ms. Murphy’s direct testimony, it states that PEF is
confident that 1t will be able to obtain a contract for all of its gas transportation service
requirements for Hines 4. Does PEF anticipate that it will contract with a single supplier, or
multiple supphiers, for the total pipeline capacity required?

Response:

PEF anticipates contracting with multiple suppliers for pipeline capacity requirements.

I'PAZ194761 1.1 21



19. Please explain the basis for PEF's belief that it will be able to obtain a contract for its
pipeline capacity requirements within the time frame necessary tc begin operation of Hines 4 in

December 2007.

Response:

PEF believes that it can obtain contracts for its pipeline capacity requirements within the
time frame necessary to begin operation of Hines 4 in December 2007 because PEF has reccived

credible proposals from several pipeline sources.

S
(NS}
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20. In Order Number PSC-04-0609-FOF-EI, regarding the need determination for Florida
Power & Light Company’s Turkey Point Unit 5. FPL agreed to provide annual reports on the
budgeted and actual cost compared to the estimated in-service cost for Turkey Point Unit S in the
following categories: Major Equipment/EPC; Permitting; Transmission Interconnection and
Integration: FGT infrastructure Upgrades; Operations and Start-Up; Project Managcment:
Owners Cost; and AFUDC. Would PET be willing to provide the same information on an annual
basis for Hines 47 If not, why not?

Response:

The Bid Rule does not require that a utility annually report budgeted and actual costs
associated with a proposed power plant. However, PEF will provide information in the
categorics noted above for Hines Power Block 4, if requested, upon the understanding that some
costs may be higher than estimated and other costs may be lower, but that providing this
imformation on an annual basis will allow Commission Staff to monitor PEF’s progress towards
achieving its estimated total cost for Hines 4.

o
(9]
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21, Atpage 16, lines 12 through 22, of his direct testimony, Dan Roeder discusses the revised
cost and operating characteristics of Hines 4 that was provided to bidders on January 13, 2004.
Please provide additional detail on how these revised cost and operating characteristics differed
from the information provided in PEF's most recent Ten-Year Site Plan and from the
mformation provided in PEF s request for proposals. What were the primary reasons for the

change 1n the cost and operating characteristics of Hines 4?

Response:

The information provided in the RFP Solicitation Document (and subsequent revisions
prior to the bid submission date) represented preliminary cost and operating characteristics. The
revised cost and operating characteristics provided to bidders on January 13, 2004 were
developed from information provided to the RFP Evaluation Team on December 16, 2003 by the
Hines 4 sclf-build team and are consistent with the information provided in PEF"s most recent
Ten-Year Site Plan (TYSP). The primary reason for the changes is the revised cost and operating
parameltcrs are based on information from vendors; whereas, the RFP costs and operating
parameters were planning estimates, as explained in the Solicitation Document.

Compared to the TYSP, the winter and summer capacities are the same in both

documents and the planned and forced outage factors are also the same in both documents. The
O&M costs provided in the TYSP are in 2004 dollars and, when escalated at 2.5% per year, are
the same as provided bidders in 2007 dollars. The direct construction cost provided in the TYSP,
when multiplied by 517 MW. 1s $221.5 million, as provided to bidders. The heat rate data
provided to bidders are expected heat rates at minimum and maximum load for the summer and
winter seasons; whereas, the average heat rate provided in the TYSP is the projected annual
average heat rate based on the simulated operation of Hines 4 as part of the PEF systiem.

The table below compares the information provided to bidders in the RFP Solicitation
Document (and subsequent revisions prior to the bid submission date) to the information related

1o Hines 4 provided to bidders on January 13, 2004.

RFP January |
Solicitation 13,2004

Item Document Document
Winter capacity (MW) 565 517
Summer capacity (MW) 494 461
Estimated total direct cost ($ Millions) 249.9 221.5
Estimated annualized revenue requirements ($ Millions, 20088%) 399 353
|Estimated annual value of dcferral ($/kW-yr., 2008%) 58.09 | 56.40
'Estimated annual fixed O&M ($/kW-yr., 20078) 1.18 1.29
Esumated variable O&M ($/MWh, 2007%) 0.26 0.28
Estimated major maintenance costs (/M Wh, 2007%) 2.72 271
Estimated delivered fuel cost ($/mmBtu, 2007%) 4.03 4.69
Estimated fuel fixed transportation ($/mmBtu) 0.55 0.76

58% | 6%

Planned outage rate

TPA&1947611 .1 24



Minimum Joad (MW, winter) 147 ] 210

In addition to the changes above, the Seasonal Capacity States and Net Heat Rates were
revised to reflect different capacity states and also to take into account the expected impact of
degradation on the heat rate of the unit, as shown in the tables below.

RFP Solicitation Document

Capacity States and heat rates (based on HHV of fuel)

[ Seasonal Capacity States and Net Heat Rates

| Capacity State (MW) Primary Fuel (Btu/kWh)
Winter Summer Winter [ Summer
147 123 7731 [ 8344
565 494 6720 . 6775

All valucs based on “new and clean™ conditions

January |13, 2004 Document

Capacity States and heat rates (based on HHV of fuel)

Seasonal Capacity States and Net Heat Rates

Capacity State (MW) [ Primary Fuel (Btu/kWh) Secondary Fuel (Btu/kWh)
Winter Summer Winter Summer Winter Summer

210 184 7710 7863 8206 8287

517 461 7062 7079 7802 7753

TPAK1947611 )

All values include impact of estimated degradation.




22. Atpage 15, lines 8 through 12 of his direct testimony, Samuel Waters states that PEF’s
resource plan calls for the addition of three simple-cycle combustion turbines in December 2006.
When would construction have to begin on these combustion turbines for the CT’s to be placed
in-service by December 20067?

Response:

To meet an in-service date of December, 2006, construction on the three combustion
turbines referenced in Mr. Walers™ testimony would have to begin by September 1. 2005.
However, please see PEF s response to Interrogatory 23 below. PLI does not plan to build these
units now that PEF has a tolling agreement with Shady Hills Power Company, LLC.

TPAL1947631 | 26



23. Please provide a status update on PEFs negotiations to purchase power instead of
building the planned December 2006 CT’s, as discussed on page 15, lines 10 through 12 of
Samuel] Waters’ direct testimony.

Response:

A lolling agreement between Progress Energy Florida (PEF) and Shady Hills Power
Company, LLC, was completed on August 6, 2004. The agreement provides [or the sale of 517
MW of demonstrated capacity to PEF for the term Apnl 1, 2007 through April 30, 2014. This
agreement effectively defers the need for the additional capacity to be provided by the 3
combustion turbines referenced in Mr. Waters™ testimony. PEF is continuing negotiations to
obtain capacity to bridge the winter of 2006/07.

27
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24 Does the projected $221 .5 million construction cost for Hines 4 include any natural gas
infrastructure upgrades at the Hines site? Please describe any needed natural gas infrastructure
upgrades at the site and provide the cost of these upgrades. If no such upgrades are required,
please discuss why the existing gas infrastructure is adequate to meet the needs of the proposcd
plant.

Response:

Yes. the construction cost for Hines 4 does include money for natural gas infrastructure
upgrades at the Ilines sitc for the metering and regulating station. The construction cost estimate
for Hines 4 included $2 million for the natural gas infrastructure upgrade.

TPAE)O4T61 )| 28



25. Alfred McNeill's direct testimony addresses the need for a 230 kV transmission line
addition from the Hines site to Wesl Lake Wales. Please describe the permitting process and
expected timeframe for permitting this transmission addition.

Response:

The Hines-West Lake Wales 230kV 1ransmission line will be permitted as an associated
linear facility in connection with the development of the Hines 4 project. Therefore, the
information and permitting related to the transmission line is included within the Supplemental
Site Certification Application (SSCA) for the Hines 4 project that was {iled with the Florida
Department of Environmental Protection on August 5, 2004, and will be processed under the
Florida Power Plant Siting Act accordingly. The current SSCA schedule 1s provided in response
to Interrogatory No. 29 below.

TPAE193T61Y | 29




27. Considering the increase in natural gas capacity required (o fuel Hines 4, will there be
any off-sitc natural gas mainline improvements needed to supply the facility? If so. please
describe the necded upgrades and the cost responsibility for these upgrades.

Response:

It is our understanding that Gulfstream would not require any mainline improvements 1o
supply Hines 4. [f PEF elects the Cypress Project option, Southern would necd to extend 1its
pipeline system to interconnect with FGT and Southern would provide the capital funding
associated with extending its pipeline system. Southern would recover these capital costs
through its reservation charge it would bill to PEF and others who contract to use the pipeline.
FGT would require mainline improvements for the Cypress Project and FGT would provide the
nccessary capital to fund these mainline improvements. Like Southern. FGT would recover the
capital costs associated with the mainline improvements through its reservation charge that it
would bill ta PEF and others who contract to use the pipcline.

31
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29. Please provide a schedule for the supplemental site application process for Hines 4 at the
Department of Environmental Protection, including the planned site certification hearing date.

Response:

What follows is a copy of the current schedule for the processing of the Hines 4
Supplemental Site Certification Application.

PROGRESS ENERGY FLORIDA, HINES ENERGY CENTER

POWER BLOCK 4

POWER PLANT SITING APPLICATION NO. PA 92-33SA3
DOAH CASE NO. 04-2817EPP, OGC CASE NO. 04-1449

August 5, 2004

August 12,2004

August 16, 2004

August 27, 2004

September 3, 2004
September 10, 2004
September 14, 2004

September 24, 2004

October 1, 2004

Octlober 11, 2004

October 22,2004

TPAH1945289.6

PROPOSED SCHEDULE FOR

REVIEW OF SITE CERTIFICATION

Progress Energy files Site Certification Application (SCA) with
DEP Siting Coordination Office (SCO).

SCO requests DOAH to appoint Administrative Law Judge (ALJ)
and files List of Affected Agencics.

SCO determines that SCA is complete.

Progress Energy completes distribution of SCA 1o affected
agencies.

Progress Cnergy publishes newspaper notice of filing SCA.
DEP publishes notice of filing of SCA.
DEP and other agencies submit sufficiency questions to SCO.

SCO issues written determination as to whether SCA is sufficient.
(Schedule assumes SCA is insufficient, if at all, only once.)

DEP and Progress Energy file Response to Initial Order and
Schedule

DEP and other agencies issue preliminary statements of issues.

Progress Encrgy files responses to DEP’s sufficiency
determination.

33



November 22, 2004

December 23, 2004

January 7,2005

February 6. 2005

February 16, 2005
February 21, 2005
March 23, 2005
Apri] 18, 2005

June 17,2005

TPAH1945289 6

DEP issues determination that Progress Energy’s sufficiency
responses render the SCA sufficient.

Deadline for statutory agency parties to file notice of intent to be a
party.
DEP and other reviewing agencies submit reports to SCO.

Deadline for DEP and Progress Energy to separately publish notice
of the certification hearing.

SCO issues DEP’s report (Staff Analysis).

Deadline to submit motions to intervene.
Certification hearing before ALJ.

ALJ to issue Recommended Orders on Certification.

Deadline for hearing before Siting Board on certification.



30. On August 23, 2004, Progress Energy filed a rate schedule with FERC providing for cost-
bascd power sales to Reedy Creek Improvement District, Please provide additional information
on this sale. including the proposed term and capacity. How will the proposed power sale to
Reedy Creek Improvement District impact PEF’s reserve margins during each year of the sale?
Will the proposed Hines 4 generating unit provide capacity and energy to support this sale?
Please discuss the regulatory treatment of the revenues and costs associated with the sale 1o
Reedy Creek.

Response:

Progress Energy Florida and Reedy Creek Improvement District (RCID) signed the
agreement in early May. 2004. The term of the agreement is five years, beginning January 2006,
upon the expiration of a similar purchase Reedy Creek currently has with Orlando Utilities
Commission. The monthly capacity amounts are shown in the table below.

Monthly Capacity Amounts

R (MW)
[ 2006 [ 2007 2008 2009 2010
January 46 ‘ 66 69 70 71
February 51 74 74 75 76
March 6 117 117 118 119
April 64 88 88 89 90
| May 73 95 95 96 97
June 79 101 101 101 102
July 94 117 117 118 119
August | 94 117 117 118 119
September | 72 94 94 _ 94 95
October | 66 89 90 9] 92
November | 58 81 82 | 83 84

The transaction with Reedy Creek Improvement District was not included in the
Company’s Hines 4 Need Determination Study. The additional load associated with the RCID
transaction decreases the Company’s planning reserve margin shown in the Need Determination
Study by approximately one percentage point in the winter and approximately 1.5 percentage
points in the summer. The Company will continue to satisfy its mimimum 20% reserve margin
criterion. Each of the Company’s {irm resources, including Hines 4, will supply capacity to
support the Reedy Creek transaction. Energy will come from those resources operating when
Reedy Creek calls for energy under the agreement.

Since this sale is both Jong term (greater than | year) and firm. it would be treated as a
“separated” wholesale sale and the rcvenues and related costs would be appropriately assigned to
the wholesale jurisdiction. The assignment of costs would be consistent with the method used in

PEF’s last base rate procceding.

TPAEI947611.1 35
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Summary: Progress Energy Inc.

Publication date: 16-Aug-2004
Credit Analyst:  Jodi E Hecht, New York (1) 212-438-2019

Credit Rating: BBB/Stable/A-2

Rationale

The _'BBB' corporate credit rating on Progress Energy Inc. (BBB/Stable/A-2) refiects the consolidated
cred|t_ profile of Progress Energy and its various subsidiaries. The wholly owned subsidiaries include
Carolina Power & Light Co. (doing business as Progress Energy Carolinas, PEC), Florida Power Corp.
(doing business as Progress Energy Florida, PEF), and Progress Ventures.

Raleigh, N.C. based Progress Energy had about $10.3 billion in outstanding debt as of June 30, 2004.

Ratings reflect the two relatively stable regulated utilities, which contribute about 80% of the
consolidated company's net income, offset by the higher risk unregulated operations at Progress
Ventures. Strengths inciude the strong growth in the Florida service area and sound growth in the
Carolinas. The industrial sector in PEC's service territory has recently stabilized after several years of
significant declines. These strengths are offset by the higher risk businesses of merchant generation,
the synthetic fuel operations and natural gas production in addition to the consolidated company’s high
leverage and uncertainty facing PEF as the current rate agreement expires in 2005.

Progress Energy's unregulated businesses include Progress Ventures and Progress Fuels. The recent
announcement of additional contracts with several Georgia electric cooperatives for generation capacity
is expected to improve the financial performance of the unregulated business. However, the contracts
have additional risks relative to block power sales because under the terms of the full-requirements
contract, which are in place from 2005-2015, the company must manage the volatile fuel prices in
exchange for fixed prices from the cooperatives.

The synthetic fuel production continues to generate net income after considering the impact of the
Section 29 tax credits but requires a significant amount of management's time and attention because of
outstanding issues related to IRS audits. in June 2004, the IRS announced that it would withdraw from
the pre-filing agreement program for the company's four EarthCo facilities, questioning if the plants
were placed in service by July 1, 1998, one of three criteria used in determining eligibility for the Section
29 tax credits. If the four EarthCo plants are disallowed and past tax credits are revoked, Progress
Energy estimates that, as of March 31, 2004, it would have to write down $942 miliion of tax credits and
repay $229 million in net cash taxes. This worst-case outcome would reduce the company's liquidity
and increase total debt to capital, which would worsen the company's credit protection measures and

could cause a lower rating.

For the last 12 months ending June 30, 2004, adjusted total debt to capital was 59.1% and consolidated
adjusted funds from operations (FFO) interest coverage was 2.9x, down from 3.3x in the previous year.
The decline in the FFO interest coverage reflects the iower wholesale sales and increased nuclear
operations and maintenance expenses. The company continues to focus on debt reduction, targeting
55% by 2005 using a combination of excess cash flow and proceeds from the sale of the rail assets.
The reduction in consolidated debt is slower than Standard & Poor's anticipated. Projected adjusted
debt to capital and adjusted FFO interest coverage, which is expected to be around 3.0x, are weak for

the rating.

Short-term credit factors.
Progress Energy's short-term rating is 'A-2', in large part governed by the company's corporate credit
rating and adequate liquidity, enhanced by the expectation that the regulated electric businesses will
continue to generate stable cash flow. However, the short-term rating also reflects the challenges
posed by the company's nonregulated activities. Standard & Poor's expects that Progress Energy
will be able to fund its dividend of $570 million and capital expenditure program of about $1.3 billion

PEF 000001
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with. ingernally generated funds of about $2.2 billion during 2004, as liquidity will benefit from a small
equity issuance from the employee funds and asset sale proceeds. The cash flow trend is improving,
with free cash flow expected to be positive at the end of the year 2004, the first time since 1998.

Progress Energy's liquidity position is sound. The company has three credit lines at the holding and
operating companies totaling $1.98 billion. On Aug. 5, 2004, the company replaced its $700 million
credit line at the holding company with a new $1.13 billion five-year credit facility. As of June 30,
2004, the company had about $600 million commercial paper outstanding. The company does not
have any significant debt maturities for the remainder of 2004 but does face significant requirements
in 2006 and 2007. Maturities at the utilities were either refinanced or repaid in 2004, and a $500
million maturity due at the holding company was paid off in March. However, the increase in the
outstanding commercial paper offsets any significant debt reduction in the consolidated company's
profile. Upcoming maturities include $348 million at the utilities in 2005, $208 million in 2006,
including a $800 million maturity at the holding company, and $915 million in 2007.

i

Outlook

The stable outlook reflects the stable nature of the regulated utilities and the reasonably predictable
financial performance of Progress Energy over the next several years. Although the tax-driven synthetic
fuel operations are expected to somewhat weaken Progress Energy's cash flow protection measures
over the next few years, Standard & Poor's recognizes that there is a long-term benefit to such
investment. Still, the stable outlook relies on the company's ability to continually improve its financial
metrics until it reaches ratings-appropriate levels. If the IRS synfuel audit resolution is unfavorable and
it weakens credit protection measures, then it may lead to lower ratings. However, the range and timing
of outcomes are uncertain, and no rating action is appropriate at this time.

Copyright © 1994-2004 Standard & Poor's, a division of The McGraw-Hill Companies.

All Rights Reserved. Privacy Policy The McGraw-Hill Componies
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Progress Energy’s Ratings Affirmed; Outlook to Negative
Publication date: 28-Mar-2002
Credit Analyst:  Jodi E Hecht, New York (1) 212-438-2019; Suzanne G Smith, New York (1) 212-438-2106

NEW YORK (Standard & Poor's) March 28, 2002--Standard & Poor's said today
it affirmed its ratings on Progress Energy Inc. (triple-'B'-plus) and its
subsidiaries Florida Power Corp. and Carolina Power & Light Co., and
revised the outlook to negative from stable.

Raleigh, N.C.-based Progress Energy has $9.5 billion in outstanding debt.

"The action reflects the increased business risk at nonregulated
subsidiary Progress Ventures, lower-than-projected credit protection
measures, and a rate settlement for Florida Power Corp., whose reduction
in retail rates will decrease future revenue growth," said Standard &

Poor's credit analyst Jodi Hecht.

Florida Power and Carolina Power & Light, the two regulated operating
utilities units, account for about 80% of Progress's consolidated assets
and cash flow and support the average business position.

The current rating assumes a more conservative business strategy for the
unregulated business than is currently being executed. Two-thirds of the
merchant generation portfolio, expected to total 3,100 MW by 2003, have
short-term contracts, or lack off-take contracts. In addition, Progress
Energy's plan to divest noncore assets and use the proceeds to pay down
acquisition-related debt is moving more slowly than Standard & Poor's
anticipated. One-half of the sales were completed as expected, while the
remaining sale of rail assets has been delayed. Factored into the current
rating is an expectation that leverage, which is currently above 60%,
would decrease further. Additional debt was incurred to finance the
acquisition of two merchant generation plants in Georgia and construction
of a portion of the nonregulated generation portfolio.

The recently announced rate settlement for Florida Power requires a $125
million annual reduction in base rates through the end of the agreement in
2005. The reduction in rates will be partially offset by projected growth
in customers and usage of about 3%, or $37 million annually. The
settlement replaces the revenue-sharing mechanism with the previously
stipulated ROE range regulation. This mechanism provides a refund to the
customer when sales exceed prescribed levels and allows Florida Power to
receive the benefit of operational efficiencies. Under the mechanism,

Florida Power can realize up to an additional $20 million annually.

A complete list of the ratings is available to RatingsDirect subscribers
at www.ratingsdirect.com, as well as on Standard & Poor's public Web site
at www.standardandpoors.com under Ratings Actions/Newly Released Ratings.

Copyright © 1994-2004 Standard & Poor's, a division of The McGraw-Hill Companies,
All Rights Reserved. Privacy Policy

. The MeGrow-Hill Companies

PEF 000003
DOCK. NO. 040817-EI



http:www.standardandpoors.com
http:www.ratingsdirect.com

STANDARD ’RATINGSDIREGT T
|

&POOR'S |

Researc h . Return to Regular Format

Summary: Florida Power Corp d/b/a Progress Energy Florida Inc
Publication date: 09-Oct-2003
Credit Analyst: Jodi E Hecht, New York (1) 212-438-2019

Credit Rating: BBB/Stable/A-2

Rationale

Florida Power Corp. (FPC), an integrated electric utility, is a wholly owned subsidiary of Progress
Energy Inc. The rating on FPC reflects the consolidated credit profile of its parent, Progress Energy,
and its affiliates, CP&L and Progress Ventures. The rating reflects weakened financial performance
stemming from the economic downturn and rate reduction impacting the regulated utilities,
compounded by overcapacity in the Southeast, which has weakened the financial performance of the
unregulated generation portfolio, and high financial leverage. The company's tax-advantaged synthetic
fuel business also has the effect of reducing the company's cash flow in the intermediate term.

The ratings on Progress Energy reflect the consolidated credit profile of Progress Energy and its
various subsidiaries. The wholly owned subsidiaries include CP&L, FPC, and Progress Ventures. The
average business position is supported by the relatively stable regulated utilities, CP&L and FPC, which
contribute about 80% of the consolidated company's net income. Long-term growth prospects remain
strong in the vibrant Florida service area while the negative trend in North Carolina's industrial sales is
expected to stabilize in the near term after four years of significant declines. The merchant generation
operations remain higher risk.

At year-end 2002, Progress Energy's adjusted total debt to capital was 61% and consolidated adjusted
funds from operations (FFO) interest coverage was less than 3.5x. Standard & Poor's expects adjusted
debt to capital to decline to 55%, as debt is repaid, and adjusted FFO interest coverage to remain at
current levels, which are weak for the rating.

Cash flow from CP&L and FPC, which provide service to more than 2.8 million customers in North
Carolina, South Carolina, and Florida, declined in 2002, primarily due to the FPC rate reduction
implemented pursuant to the four-year rate stipulation. CP&L's operating cash flow, through the first half
of 2003, increased slightly with the strong wholesale sales offsetting the continued weakness in

industrial sales.

FPC serves 1.5 million electric customers in northern and central Florida. The company is in the second
year of a four-year rate agreement requiring a $125 million annual reduction in base rates (about
9.25%) and revenue sharing with ratepayers when base revenues exceed revenue thresholds.
Although Standard & Poor's considers this a favorable agreement and regulation in Florida general
supportive, a recent Florida Public Service Commission (FPSC) ruling ordered the company to increase
the amount of revenues rebated to customers.

There is no effort to wholly restructure the Florida retail or wholesale markets. However, efforts are
proceeding regarding a regional transmission organization (RTO) and to open the bidding process for
wholesale generation. FPC, with Florida Power & Light and Tampa Electric Co., filed an application for
a Florida-only RTO entitled GridFlorida with the FERC and the FPSC. The FERC provisionally
approved the proposal in March 2001 and initiated a review of GridFlorida in May 2001. Both regulatory
bodies continue hearings on the proposal, but there is no agreement on which body has regulatory
authority on the issue. In September 2003, the FERC held a technical conference to discuss market
design, participant funding, and other issues discussed in the FERC's white paper, but it is unclear
when and how the proposals will proceed.

The FPSC earlier this year issued new rules for companies soliciting bids for new generation. The new
rules will be applied to FPC’s new request for approximately 500 MW of firm generation needed in 2007
to serve its retail load. Responses from the request are expected in December and will compete with
the company's proposal to add a 540 MW combined cycle unit in Polk County at an existing FPC-
owned site.
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Ir_1 Sgptgmber 2003, the city of Winter Park approved a referendum to issue debt to purchase the
dlstrybutlon system from FPC. City officials have not made a final decision regarding the purchase and
continue to negotiate with FPC. The value of the system was set during arbitration, and the FPSC
approved recovery of the stranded costs associated with the new valuations. The foss of revenues and
customers, if the sale is completed, will be offset by the $45 million purchase price: however, the
current rate agreement includes the revenues and customers from Winter Park. While the loss of
revenues and customers is minimal (13,000 customers generating $30 million gross revenues), the loss
cannot be offset in the rate base until the current rate settlement expires in 2005. Since Progre’ss
Engrgy purchased FPC, the company has worked to improve the reliability throughout the entire service
territory. Improvements to the company's distribution system, which is complete, were included in the
rate settlement.

FPC continues to work through arbitration to resolve lawsuits filed by several municipalities regarding
the franchise agreements. Three cities, out of a total of 104 that have signed franchise agreements, are
considering purchasing its distribution systems. Similar to Winter Park, the number of customers and
revenue lost would be minimal (about 1% of customers). However, the resolution of the Winter Park
issue may provoke other municipalities to attempt to negotiate their respective franchise agreements.
This issue, along with the changes to the request for proposals process and RTO, require ongoing
attention from management while the company continues to address its growth needs.

FPC's total gross electric revenues declined by 5% in 2002, ied by flat residential revenues (54% of
operating revenues) and declines in revenues from the commercial (3% decline, 24% of operating
revenues) and industrial (5% decline, 7% of operating revenues) sectors. This decline is largely due to
the negotiated reduction in base rates. Revenues during 2003, excluding fuel revenues, showed
improvement, declining by less than 1% during the first six month of the year. In terms of energy mix,
the company remains concentrated in coal (33%) and purchased power contracts (21%). Additionally,
there is some asset concentration in Crystal River 3 (CR3), a 834 MW nuclear plant, which represents
10% of the summer capacity. However, FPC's adequate reserve margin of 16% would provide
replacement power to offset an extended unscheduled outage at CR3, offsetting some concerns
regarding asset concentration. CR3 is scheduled to have its reactor head replaced this year, instead of
incurring the ongoing expense of testing during each refueling.

Progress Energy's unregulated businesses, which include Progress Ventures and Progress Fuels, have
a higher-risk profile than the operating utilities primarily due to its merchant power exposure. Progress
Ventures will have about 3,100 MW of unregulated generation in service by the end of 2003. The
portfolio of generation assets includes mostly peaking capacity, and all of the assets are located in the

Southeast.

About 2,000 MW of the unregulated generation capacity have been sold under tolling agreements
through 2004, and about 773 MW will remain under tolling arrangements after 2004, leaving a
significant portion of the portfolio exposed to market trends. Progress has acquired a requirements
contract from Williams Cos. to serve Jackson Electric Membership Corp. in Georgia. Under the
contract, Progress Ventures has a 235 MW of partial requirements obligation through 2004 and an
estimated 1,100 MW of full requirements obligation starting in 2005. The contract includes call rights on
640 MW of resources, which is Jackson's share of its Olgethorpe Power Co.'s resources.

Despite having a significant portion of its near-term capacity under contract, the unregulated
generation's EBITDA contribution to the consolidated entity over the next few years is expected to be
minimal, mainly because of the generation capacity surplus in the Southeast. Efforts to improve its
margin by entering into requirements contracts may result in increased cash flow, but it also introduces
additional risks that are not present in tolling agreements. Even though Progress Energy appears to
have adequately mitigated the risks associated with the Jackson contract, the portfolio's risk profile
could increase if the company enters into additional all requirements contracts.

Synthetic fuel production generates significant net income after considering the impact of the Section
29 tax credits (10% of FFO). Progress Energy continues to work with the IRS in a voluntary program to
clarify qualifications under the program. In June 2003, field agents raised questions whether the
synthetic coal manufactured at Progress's Colona plant produced a significant chemical change, one
criterion needed to qualify for the credits. The range of possible IRS conclusions includes revocation of
all past tax credits ($445.6 million utilized and an additional $582.4 million of alternative minimum tax
credit carry forwards as of June 30, 2003), tightening the standards, or reducing or even completely

eliminating all future tax credits.

Although it is difficult to predict the IRS outcome, the company believes there is no precedent to
retroactively revoke tax credits, and a change in IRS policy is unlikely. Assuming tax credits are not
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revoked retroactively, the remaining possible outcomes could be neutral to slightly positive to Progress
Energy's credit rating. Any reduction or closi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>