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PROCEEDI NGS

(The transcript follows in sequence from Vol une 2.)

Q kay. Al right, let's | ook at your direct
testi nony, page 22, if we could. And starting on 22 and
goi ng over to 23, you kind of summarize sone categories at a

very high level that were used in your benchmarki ng study,

right?

A Yes.

Q Now, the first seven categories you laid out there
on page 22, lines 10 through 16, those are expense itens,

those are primarily &M itens, right?

A They are expense itens, yes.

Q Okay. And then on line 20 that's really a
recei vabl e that you're | ooking at?

A That is correct, for line 20.

Q kay. And | abor efficiency, that's based on
conpensati ons you di scussed with M. Myl e?

A Yes, and nunber of enpl oyees.

Q Uh-huh. And the | ast category, additions to plant
relative to custoner growth, that's based on tota
i nvestment, is that right?

A That's one el enent of it, yes.

Q Al right. That doesn't purport to split out how
the investnent is funded between equity and debt, right?

A No, we | ooked at a neasure of plant, not capital
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supporting the plant.

Q Okay. We agreed at the outset, though, that it
was inportant to consider the full range of FPL's perfornmance
when determ ni ng whet her FPL shoul d recei ve an RCE adder,
didn't we?

A Yes.

Q kay. And you had concl uded, had you not, that
FPL is exercising exenplary cost control, correct?

A Yes.

Q kay. Would you agree that one responsibility of
managenent is to efficiently manage the capital structure of
its enterprise?

A Yes.

Q Al right. But you didn't present an anal ysis of
efficiency and cost effectiveness with which FPL sources its

capital between debt and equity?

A No, that's presented in the testinony of
M. Dewhurst and M. Avera. | didn't see a need to repeat
it.

Q | see. And you understand fromthe coments, for

i nstance, nmade earlier today in the opening remarks that the
conbi nation of the return on equity and the conposition of
the capital structure are probably the |argest single swng
itemin the cost of service that are being debated here?

A |"'mnot sure what you nean by swing item |It's a
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maj or i ssue of dispute between the parties.

Q kay. Let's -- to wap up, let's |ook at page
five of your rebuttal, if we could.

A | have that.

Q Lines 11 and 12, you're kind of, | think, sunmm ng

up at the end of your sunmary of your rebuttal, right? And
you refer to FPL's inpressive achievenents in terns of cost
of servi ce.

You are, in that statenent, not alluding to its

ability to seek a 59 percent equity conponent and an 11.5
percent return on equity, are you?

A No, I'mreferring to the costs that | have
presented in ny direct testinony, which are O&%M costs, A&G
costs, and as well as the operational performance of the
units.

MR. SUNDBACK: Thank you, M. Reed. M. Chairnman,
that's all we have.

CHAI RVMAN BRI SE:  Thank you, M. Sundback. At this
timte we will hear from Al genol -- no, I'msorry, FEA
Sorry.

LT. COL. FIKE: Thank you, M. Chairnman.

CROSS EXAM NATI ON
BY LT. COL. FIKE
Q Just a few questions for you to start off with. |

want to kind of go back to something you talked to M. Myl e
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about regarding the average salary and wages for the
enpl oyee. Was that $70,000 a year average salary and wages
for enpl oyee was what you used in your calcul ations?

A 72,000 is what is indicated as the nationa
average fromthe Bureau of Labor Statistics.

Q And if you assune that FPL's average sal ary and
wages per enployee was 95,000 a year, would that change your
testimony or your opinion?

A No, we | ooked at that in measuring the O8M costs
and the A&G costs, and what we determ ned, that even though
it's disadvantaged by being in a higher |abor cost area,
because it makes nore efficient use of its people, its ratio
of head count and | abor costs to power sales or to custoners
offsets that. So it's able to achieve, through efficiency,
enough to offset the disadvantage of operating in a higher
| abor cost area.

Q So you do agree that FP&L's average | abor and
sal ary costs are higher than the industry average, though?

A Hi gher than the national average. That's ny
under st andi ng.

Q How nuch of an increase in total revenue would a
.25 percent adder generate for FP&L?

A My understanding is it's about $41 mllion.

Q And the conpany's proposal would justify return on

equity performance adder based upon naintaining conpetitive
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residential rates, is that correct?

A That's not the justification for the adder, that's
the justification for continuing it. But as I've tried to
make clear, | believe the Comm ssion should | ook at the
entirety of the operating statistics that I've put forward in
determ ning whether it believes that the adder is warranted.

Q The testinony presented earlier in opening
regarding the lowest residential rates for FP&L, or one of
the | owest residential rates, is a factor, however, in

determ ni ng whet her or not the adder should be applied?

A It's a factor, but in nmy mnd that's not
sufficient. | would go beyond that.
Q So woul d you agree that the incentive, then,

produces an econonmic reward for FP& to shift costs to
non-residential customers in an effort to keep the
residential costs low and therefore justify the adder?

A No, | don't think so. If it did that in |ost
i ndustrial and conmercial markets, that woul d be a m stake
and that would show up to the detrinent of the system But
nore inportantly, as | said in ny rebuttal, any cost shifting
bet ween cl asses through the cost allocation process has to be
revi ewed and approved by this Comm ssion. It's not sonething
that FPL can do unilaterally.

Q Are you aware with the proposal that FP&L proposes

to raise the commercial industrial class CLLC 1T, their base
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rates, by 34 percent?
A That's not sonething | have specific know edge of.
MR. FIKE: No further questions.
THE CHAI RMAN:  Thank you very nmuch. Now, Al genol
MR. HAYES: Al genol has -- Algenol has no
guesti ons.
CHAI RVAN BRISE:  All right, thank you very nuch
At this tinme, the Ofice of Public Counsel.
M5. CHRI STENSEN: O fice of Public Counsel has no
guestions for this w tness.
CHAIRVAN BRISE: Al right. Florida Retai
Federati on.
MR. WRI GHT: No questions, M. Chairman. Thank
you.
CHAI RVAN BRI SE: Okay. Village of Pinecrest?
MR. GARNER: Vill age of Pinecrest has no questions
at this tine.
CHAI RVAN BRI SE:  Okay. M. Saporito?
MR. SAPORI TG  Yes, M. Chairman, thank you.
CROSS EXAM NATI ON
BY MR SAPORI TO
Q Good afternoon, M. Reed.
A Good afternoon, M. Saporito.
Q Before | get into ny specific questions, I'd |ike

to refer you back to a docunent marked as Exhibit 472, at the

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

303

second to the | ast page, a header Establishnment Data Not
Seasonal |y Adjusted, Table 6. Do you see that?

A Yes.

Q You testified about this particular docunent and
this page with respect to Florida and under the manufacturing
headi ng there was a 315.6 nunber and 312.1 nunber. Do you
see that?

A | do.

Q Okay, now, the 312.1 nunber is under the July
colum, and it's specifically under the year 2012, but
there's alittle P there, do you see that, after the 2 in
20127

A | do.

Q And that P, that represents a prelimnary
assessnment, a prelimnary nunber, is that not correct?

A Yes.

Q So that nunber is subject to adjustnent by the
governnment, is that not true?

A Yes, technically all the nunbers are subject to
adj ustnment, but that is a non-final nunber.

Q So it could go up and down?

A Yes, they all could, but that's less certain than
the rest of the data.

Q And again, on your Exhibit JJR 5, page eight of

ten -- and let ne know when you find that, sir.
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A | have that.

Q As | recall your testinony, you testified about
this graph, this SAIDI graph, which is a distribution and
reliability. And if | recall your testinony correctly you
said the nunbers in the | eft-hand colum represented an
increment of tinme and m nutes, neaning how long it took to
repair a particular outage, is that correct?

A Yes.

Q Okay. But this chart to ne is unclear with
respect to the type of outage. So when you drew this chart
or when you created this chart, is this chart just a generic
chart of outages, which could be a tree |inb going into a
voltage line or a transfornmer blowng up, or is it specific
to a specific common type of outage, between the graph that
you show in dash |lines versus the representative for Florida
Power & Light, which is the straight solid Iine below that?

A The data for both the industry and for FPL are the
sane and they represent what the industry describes as a
non- nonentary outage. And also typically excluded are nmajor
events such as a hurricane or an earthquake. So it's
non- nonment ary and conventi onal .

Q So depending on the type of outage, you could take
| onger to repair it?

A | f you had a hurricane that w pes out a system

and it takes a week, that's the type of information that's
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excluded, and, as well, a two-second interruption, which is
descri bed as nonentary, is not included.

Q kay, thank you. M. Reed, should FP&L's request
for 25 points basis point perfornmance adder to the authorized

return on equity and proposed and/or revi ew nmechani sm be

approved?
A Yes, | think it shoul d.
Q M. Reed, do you recall stating in your prefiled

testinmony that FPL's custoner base consists of a high
percentage of residential custoners and its sal es vol une has
been relatively flat in the past year and is expected to
continue in this trend as Florida continues its sl ow econom c
recovery? And it's identified at page six, lines 8 through
12 in your testinony, your direct testinony, sir.

A Yes.

Q And do you recall stating in your prefiled
testinony, at page 16, lines 2 and 3, that FPL's sales growth

has been flat since the last rate case was deci ded?

A Maybe you can give nme a specific reference on page
16.

Q Yeah, on page 16, sir, lines 2 to 3.

A | see the statenent, yes, that sales growh has

been flat since the | ast rate case was deci ded.
MR SAPORITO M. Chairman, at this tinme I'd |ike

to identify into the record a docunent, and | believe

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

306

it's Nunber 480, is that true?
CHAI RVAN BRI SE: That would be correct.

(Exhi bit 480 marked for identification.)
BY MR SAPORI TO

Q For the record, this exhibit, which has now been
mar ked Exhi bit Nunmber 480, is an excerpt, page 45, from
Next Era Energy, Inc., annual report, 2011, FPL results of
operations. M. Reed, do you have that docunent in front of
you at the --

MR. LITCHFIELD: May | object, at least in part,
here? There is no -- there's no title page, there's --
| don't have a clear understanding that this is the
docunent that M. Saporito purports that it is. It may
be, but we just can't tell fromthe face of it.

CHAI RVAN BRI SE:  Mary Anne?

M5. HELTON: Perhaps we can hear from M. Saporito,
and then I can --

CHAI RVAN BRI SE: M. Saporito?

MR. SAPORITO Yes, M. Chairman, | believe | have
t he conpl ete docunent here, and |I'd be happy to show the
W tness the sanme page in the annual report to validate
that particular exhibit, sir.

CHAI RVAN BRI SE: Al right.

MR. LI TCHFI ELD: Thank you.

MR. SAPORITGO Do you want ne to do that, sir?
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CHAI RVAN BRI SE: Make it avail able. You may
proceed, M. Saporito.
BY MR SAPORI TO

Q M. Reed, do you have that docunent in front of
you, Exhibit Nunber 480, and it's actually the |last page in
t hat document ?

A | do.

Q Now, specifically, the third paragraph fromthe
top of that page, under the heading FPL results of
operations, where it begins FPL's net incone for 2011. Do
you see that?

A Yes.

Q In reviewng the third paragraph in that docunent,

how nmuch net inconme did FPL report in the year 2009?

MR. LITCHFIELD: 1'Il object to this |line of
guestioning. |I'mnot sure that this has -- or at |east
l et me ask, | don't know how this has any rel evance to

M. Reed's testinony or that is anywhere near related to
what's he's testified to.

CHAI RVMAN BRISE: M. Saporito, if you can --

MR. SAPORI TG  Yes, M. Chairnman.

CHAI RVMAN BRI SE:  -- provide ne sone rationale.

MR. SAPORI TO  Absolutely, M. Chairman. M. Reed
testified that -- about Florida's -- FPL's consuner

customer base being flat for a specific period of tine
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in his testinmony. And the point of this questioning is
to show that FPL's sales, residential sales, actually

i ncreased over this three-year period from 2009 into
2011. So that the percent -- the volunme of sales wasn't
flat, it actually increased year over year from 2009 to
2011.

MR, LITCHFIELD: If M. Saporito is able to point
to kilowatt-hour sales, then perhaps we can proceed. |
just don't see that here.

MR. SAPORITO M. Chairman, kilowatt sales
correlates back into net incone for Florida Power &

Li ght, so an analysis of FPL's net inconme is relative to
their comrercial -- not the commercial, but the
residential sales of electricity.

MR, LITCHFIELD: M. Chairman, |'m happy to have
the witness answer this question. | think there's a |ot
of confusion here and | think he can straighten it up.

CHAI RVAN BRI SE:  You may go ahead, M. Saporito, if
you - -

MR. SAPORITG I'll repeat the question.

CHAI RVAN BRI SE: Repeat the question, and we'll see

how it goes.

BY MR SAPCRI TO

Q In reviewng the third paragraph in that docunent,

how much net inconme did FPL report in the year 20097
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A 831 mllion.

Q And how nuch net incone in the year 20107

A 945 m I lion.

Q And how nuch net incone in the year 20117

A 1.068 billion.

Q How much of an increase in revenue did FPL realize

in 2010 as conpared to 20097?

MR, LITCHFI ELD: (Object. M. Saporito indicated he
wanted to tal k about sales, and he continues to talk
about revenue and net incone.

MR. SAPORI TGO Again, the net incone that FPL
receives is directly related to their sales of their
product, which is electricity.

MR. LI TCHFI ELD: Not established in evidence, that
fact, sinply an assertion.

CHAI RVMAN BRI SE: M. Saporito, what do you have to
say to respond to that?

MR. SAPORITO Okay, |'Il establish that through
this witness's testinony.

CHAI RVMAN BRI SE:  You'll establish that through --

MR. SAPORI TG  That net incone is derived from
el ectric sales by FP& fromresidential -- their
residential base of custoners uses electricity, they pay
for it, FPL receives incone fromthat, revenue. That's

what these docunents are show ng.
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CHAI RVAN BRI SE: kay, M. Saporito. Mary Anne, do
you have a suggestion here?

M5. HELTON: M. Chairman, | don't know if it's
just because it's late in the day and I'mtired, but I'm
having a hard tinme followi ng where we are and how this
al | nmeshes together.

CHAI RVAN BRI SE:  Yeah, |'m having sone of the sane
issues, so I'mtrying to get sone gui dance.

M5. HELTON: | still can't even figure out where
M. Saporito is on this exhibit page, so naybe if he
could point me to what he's referring to, on which
par agr aph on Exhi bit 480.

MR. SAPORITO Yes, it's under the title -- it's in
bold print, FPL Results of Operation, that first
par agr aph under there.

M5. HELTON:  Uh- huh.

MR, LI TCHFIELD: M. Chairman, clearly FP&L reports
its sales. W do that regularly. It's just not on this
docunment. And so M. Saporito nmay be able to | ocate a
docunent where we report our sales and have the
di scussion with M. Reed, it's just not this piece of
paper .

M5. HELTON: In the second sentence of that
paragraph it says FPL obtains its operating revenues

primarily fromthe sale of electricity to retai
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custonmers, but | don't think it's clear what other
aspects cone into the revenues category. And if he's
trying to say that it's all electricity sales or al
residential sales, | don't think there's been a record
to do that.

CHAI RVAN BRI SE:  Okay. M. Wight?

MR WRIGHT: M. Chairman, if it mght be your
pl easure, we have cone up on the magi c two-hour tine
period. It mght be a good tinme to take a break.

CHAI RVAN BRISE: No, | think we're going to forge
on at this nonent.

MR WRIGHT: Certainly, M. Chairman. Thank you.

CHAI RVAN BRI SE: Because we have one hour left and
we' ve done the switch already, so we're just going to
keep on novi ng.

M. Saporito, if you could clarify where you're
trying to get at and how it relates to this docunent,
then 1'Il allow you to pose a question. But if you
can't clarify what you're trying to get at, and how it
relates to the docunent that we have in hand, then |
woul d ask that you nove on to other questions.

MR. SAPORITO Yes, sir. I'mtrying to relate to
M. Reed's testinony, his prefiled testinony, with
respect to his testinony that FPL's sales growth has

been flat since the | ast rate case.
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And to do that | would like to be able to show
through this exhibit that FPL's -- FPL's growth hasn't
been flat because the docunent indicates that FPL's
growt h has increased year over year by the nmere fact
that their net inconme year over year from 2009 to 2011
has increased every year. And part of that incone is
the sale of electricity to residential custoners.
CHAI RMAN BRI SE: Thank you, M. Saporito. If you
could nove on to your next |line of questioning.
BY MR SAPORI TO

Q M. Reed, do you recall stating in your prefiled
testinmony at page 14, lines 21 to 22 that FPL's last rate
case was decided in March, 2010, and since then electric
utility enpl oyee conpensati on has grown 5.72 percent?

A Yes.

MR. SAPORITO At this time, M. Chairman, | want
to put anot her docunent -- identify another docunment in
the record, 481, | believe.

CHAI RVMAN BRI SE:  Yes, that would be correct, 481.
(Exhibit 481 marked for identification.)

BY MR SAPORI TO
Q M. Reed, do you have a docunent marked for
identification as Exhibit Nunber 481 in front of you?
A | do.

V5. HELTON: M. Chairman, could we ask
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M. Saporito to speak into the mcrophone a little bit
nore? One of ny issues is | don't hear himvery well,
for sone reason. So if he can maybe speak into the

m crophone a little bit closer.

CHAI RVAN BRI SE:  Ckay.
BY MR SAPORI TO

Q M. Reed, 1'd like to call your attention to this
Exhi bit 481 under the headi ng Cost of Living Adjustnent, or
COLA information for 2012. Can you determ ne fromthat
docunent that 60 mllion Americans received 3.6 percent
i ncrease adjustment in their cost of living in 20127

A That's what it indicates, yes.

Q Can you make an opinion as to how the 3.6 percent
cost of living increase for 60 mllion Anericans conpares to
5.72 percent increase in FPL enpl oyee conpensation?

MR LITCHFIELD: 1'Ill object to the question.

There's no basis for asking this question since it is

conpletely outside the scope of M. Reed' s testinony.

Unl ess M. Saporito wants to go back and show us how

this relates to M. Reed' s testinony, | would object.

CHAI RVAN BRI SE: M. Saporito?

MR. SAPORITO Yes, M. Chairman, the w tness
testified with respect to FPL's conpensation in this
time period, and | would like the witness to nmake an

opi nion about the 60 mllion Anericans that got a raise
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of 3.6 percent and how that conpares to FPL enpl oyees
getting a raise in that sane period of tine.

CHAI RVAN BRISE: Okay, I'Il allowyou a little bit
of latitude there.

THE WTNESS: M. Saporito, the 5.72 percent was
the national average, it was not FPL's cost of | abor
increase. So I'd like to start by correcting that. But
certainly the 5.72 percent is a bigger nunber. But just
so we can be clear, the 5.72 percent is not an annual
figure, that's a figure for an interval of time that's
| onger than a year

BY MR SAPORI TO
Q kay, thank you. M. Reed, in your prefiled
testinony, identified at page 16, lines 15 through 20, if you

can find that for ne.

A Page 15, lines --

Q No, page 16, sir, lines 15 through 20.

A | have that.

Q From 1985 -- your testinony states that from 1985

to 2005 FPL's custoner base grew by an average annual rate of
about 85,500 custoners, or 2.8 percent per year. During that
sane tine, energy use per custoner grew about 0.6 percent per
year. As aresult, FPL's electric sales alnost doubled in

t he 20-year period ending in 2005. From 2006 to 2010, as

di scussed above, growth in custoner sales and revenues sl owed
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dramatically due to economi ¢ downturn. Do you see that? |Is
that correct?

A Yes.

Q Now, if the Commi ssion were to |lower FPL's base
rates fromtheir current |level, would residential custoner
bills be | ower?

A That woul d depend on what el se changed. |f
consunpti on went up, then no.

Q Well, if consunption remained the sane and the
Conmi ssion were to lower FPL's base rates fromthe current
| evel, would residential custoner bills be | ower?

A We can accept that subject to all else being the
sanme. So no change in fuel clause recovery or anything el se,
yes.

Q Thank you. And if residential custonmer bills were
| ower due to a base rate decrease, would that provide Florida
citizens greater buying power to purchase consuner goods?

A Again, all other things being equal, if your
utility bill goes down, your disposable inconme goes up.

Q And if Florida citizens had greater buying power
to purchase consuner goods, would that benefit Florida's
econony?

A That woul d be speculative. It would benefit the
econony sonepl ace.

Q | f the Commi ssion were to |lower FPL's base rate
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fromtheir current |evel, would commerci al busi ness custoner

bills be lower, if all things -- other things renmained the
sanme?
A |"msorry, | need to you repeat that. Thank you.
Q | f the Comm ssion were to |lower FPL's base rates

fromtheir current |evel, would conmrercial business custoner
bills be lowered if fuel costs and all other charges remnai ned
t he same?

A I f that base rate increase applied to comerci al
customers, yes.

Q And if FPL commrercial business custoner bills were
| ower due to a base rate decrease, would that enhance the
ability of business custoners to hire in the state of
Fl ori da?

A Not necessarily. It would reduce their bills,
whi ch could either be reflected in terns of higher incone, or
it could be obviously spent for enploynent or other things.

Q And if FPL commrercial business custoners began to
hire due to a base rate decrease, would that benefit
Fl orida's econony?

A Al'l other things being equal, increased enpl oynent
woul d benefit the state econony.

Q And can you offer an opinion as to whether a base
rate decrease woul d encourage further business to cone to the

state of Florida?
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A That woul d depend on the relative econom cs of
Florida versus other states, so | wouldn't want to specul ate
on that.

Q So can you offer the opinion if Florida electric
rates were lower than the electric rates wherever the
busi ness happened to be operated, would that be an enticenent
for themto conme into Florida to do business?

A If they are lower than the other state and
el ectric costs are a significant factor of production costs,
yes. But again, Florida's rates are al ready anong the nost
attractive in the country.

Q Can you offer an opinion as to whether a base rate
decrease woul d actually increase FPL's revenues due to a
resulting increase in Florida s econony?

A A rate decrease, all other things being equal,
woul d tend to increase consunption based on neasures of what
are called price elasticity. That wouldn't necessarily be a
benefit to FPL, but all other things being equal, a price
decrease would tend to cause a consunption increase.

Q M. Reed, do you recall your prefiled testinony at
page 20, lines 14 through 21, where you stated energy | osses
are a product of transm ssion and distribution infrastructure
t hrough which the energy is transmtted. Electric utilities
that are relatively transm ssion dependent tend to experience

hi gher | osses than utilities which are able to site
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generation closer to |oad centers.

This metric denonstrates a significant challenge
faced by FP&L in both the Florida Goup and the Large Utility
Group FPL has had the highest energy |osses in nine of the
| ast ten years. Do you recall that?

A Yes.

Q And when you speak about energy losses, is it fair
to say that energy |osses are estimated fromthe di screpancy
bet ween energy produced, as reported by FPL, and energy sold
to the end custonmers and that the difference between what is
produced and what is consuned constitute transm ssion and
di stribution | osses?

A Dependi ng on the neasurenent points, yes.

Q And do you have an opinion as to how nuch energy
is lost as stated as a percentage value in transm ssion once
the energy |l eaves the switch yard froma power plant?

A That depends on the nature of the transm ssion
facility that's used; the length of it, the conductor. There
are many attributes that determ ne | osses.

Q But on the average is it fair to say it's
approximately 6.5 to 6.7 percent?

A No, that would not be fair to say there's an
average |ike that.

Q Wuld it be higher?

A No, it's very much a fact-dependent situation.
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MR. SAPORITGO M. Reed, can you please review --
|"msorry, Your Honor -- | mean, M. Chairman, | want to
put anot her docunent into the record, 482, if I'm
correct.

CHAI RVMAN BRI SE: That would be correct.

MR. SAPORI TG Ch, actually, strike that 482. This
is one of my exhibits | have prefiled, Exhibit TS 10, so
it's already in the -- in the docunents.

CHAIl RVAN BRI SE: Okay. But you probably still need
to pass it out so that we can have access to it at this
time. CQur staff is comng to you, sir.

MR SAPORI TGO  Sorry.

MR, LITCHFIELD: M. Chairman, it appears as though
there's just one copy for the witness, and | think we're
all entitled to review the docunent that's before the
witness, and | don't think we have the tine to do that
t oni ght.

MR. SAPORITO It was ny understanding that | only
had to make copi es of those docunments | was bringing in
ot her than what | had already prefil ed.

CHAI RVMAN BRI SE:  Generally, for efficiency, we ask
that whatever you're going to present, that you have
copi es avail abl e, because it nakes it a whole | ot
easier. Let's see if we have those copies avail able on

hand.
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MR, LITCHFIELD: We'll |ook for our copy, as well,
but it's going to take a m nute.

CHAI RVAN BRI SE: Okay. And M. Saporito, this is
fromyour own testinony?

MR. SAPORI TGO  Yes, ny prefiled exhibits,

M. Chairman.

MR. LI TCHFI ELD: And then does the witness get to
cross examne M. Saporito on his exhibit?

In the interests of tinme, | suppose | woul d request
or suggest that M. Saporito establish initially how
this relates to M. Reed's testinony. That woul d save
me at |east two or three objections.

CHAI RVAN BRI SE:  Sure.

MR. SAPORI TGO  Absolutely, M. Chairman. It goes
hand in hand with the questions and answers | just
solicited fromthe witness with respect to line | osses
and the location of the generation of electricity to
of fset that.

CHAI RVAN BRI SE:  Ckay.

MR. SAPORITO Can | go forward now?

CHAI RVAN BRI SE: Go ahead. We'll tread lightly.

BY MR SAPORI TO
Q M. Reed, could you please review -- have you
reviewed the exhibit in front of you, TS-107?

A Not before this afternoon. | see what it is,
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t hough.

Q kay. | neant reviewit -- | meant have you
reviewed it since you were just handed it today. This is a
Bl oonberg ES-5700 energy server, and if you woul d | ook
specifically at pages three and four, please. Do you
understand this exhibit --

CHAI RVAN BRISE: M. Saporito, if you would stop
for one second. | think -- | think sonme of us are
having an i ssue up here finding your prefiled testinony,
so | want to make sure that it's in our docunents.

M5. HELTON: M. Chairman, it's in the FPL rebuttal
not ebook one of two -- FEA, Algenol, Pro Se and Staff
direct, if that hel ps.

CHAI RVAN BRI SE:  Ckay, thank you. Conm ssioner
G ahanf?

COWM SSI ONER GRAHAM | guess this is a question
for the Staff. | have a tab that says Thonmas Saporito,
but there's nothing in there.

M5. HELTON: It would be under TS-10.

COW SSI ONER GRAHAM  Like | said, | find the tab,
but there's nothing in there, and there's no TS-1
t hr ough 10.

CHAI RVMAN BRISE: M. Saporito, if you have another
| ine of questioning, if you can go there --

MR SAPORITO This was it. This was the last |ine
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of questi ons.

CHAI RVAN BRI SE:  Ckay.

MR. LITCHFIELD: This is the |last question?

MR. SAPORITG No, the last series of questions.

MR. LI TCHFIELD: Then | do want to ask M. Saporito
to identify which issue in the docket this relates to,
because there were a nunber of issues that were
stricken.

MR. SAPORI TO  Your Honor, right now |I'monly
identifying this docunent in the record to cross exam ne
this witness. | don't believe it's necessary for ne to
provi de an expl anation how this applies to a particul ar
issue at this tine.

CHAI RVAN BRISE: Well, I'"mnot an attorney, like
you, M. Saporito. But it is nmy understanding that
every witness is present to respond to issues -- to
particular issues. So -- so whatever your questions
that you have have to be addressed to those issues that
the witness is addressing.

So if you could identify that issue, then you can
nove forward. |If you can't identify that issue, then
find another |ine of questioning.

MR. SAPORITO Well, that's going to take ne a
little bit of tinme here to go through this docunent.

MR. YOUNG M. Chairman, M. Reed only addresses
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one issue in his prefiled direct and rebuttal testinony,
and that's issue 54, which states should FPL's request
for a 25 basis point performance adder to the authorized
return on equity and proposed annual review nechani sns
be approved. That's the only issue that he addresses in
his testinony.

CHAI RVAN BRI SE: Thank you. So if your question is
related to that issue, then you may proceed. |If not,
then you may need to seek to wap up your question.

MR. SAPORITO | believe it's related to that
issue, and it goes to cross exam nation on the witness's
prefiled testinony, which | believe | have a due process
right to engage in.

He put prefiled testinony in this docket, and he
made certain statenments under oath, and | believe |I have
aright to cross examne himon that testinony, in
addition to that issue that the Chairman just
i dentifi ed.

CHAI RVAN BRI SE: Not in addition, okay? So if you
can pose your questions related to the issue at hand,
then you can proceed. |If you can't pose your question

related to the issue at hand, then we need to npve on.

BY MR SAPCRI TO

Q M. Reed, with respect to your -- the issue of the

performance adder, and as | recall your testinony, it related
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to FP&L's quality of service and their |evel of performance,
and you made an opinion as to whether the Conm ssion shoul d
approve a .25 percent performance adder with respect to those
paraneters, is that not true?

A Yes.

Q kay. And part of that performance is related to
the quality of service which -- which is part -- which in
part is reliability of service, is that not true?

A Part of the neasure that we based that
recomendation on is reliability, yes.

Q And if FPL could reduce their line | osses, their
transm ssion line | osses, as you' ve tal ked about here
earlier, wouldn't that inprove their reliability and quality
of service to their custoners?

A It would not affect reliability, which is a
nmeasure of outages. It would reduce costs if they could
reduce |ine | osses.

Q Okay, sir. And now, reflecting back to Exhibit
Nunber TS-10, do you understand TS-10 to describe a
di stributed power systemwhich is placed at a custoner
| ocation to supply electrical power?

A Yes.

CHAI RVAN BRI SE: M. Saporito, I'"'mgoing to ask
again how does this relate to the one issue that this

witness is dealing wth.
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MR. SAPORI TGO  Because the witness just testified,
M. Chairman, that if you reduce line |osses, then your
performance would i nprove, and this is one way to do it.
Putting a distributed power systemat a custoner
| ocation, there is no line | osses, because it's right
there. And this would benefit the custoners and i nprove
FPL's performance and reliability.

These are issues that the witness has testified to.
And he just used his -- FP& is relying on his testinony
to support their hope for a .25 performance adder ruling
fromthis Comm ssion

M5. HELTON: M. Chairmn?

CHAl RVAN BRI SE:  Mary Anne?

M5. HELTON: |I'm showi ng nmy age here today, because
not only can I not hear M. Saporito very well, but I
can't read sone of the print here, especially on this
first page, because it's really light. But what | can
read in this exhibit, it looks to ne like it's a sales
brochure. And I'mhaving a real hard tinme figuring out
how a sal es brochure is relevant to the testinony here
and rel evant to the issue at hand.

CHAI RVMAN BRI SE:  Thank you. | |ooked at the
exhibit nyself, and that's why | posed the question as
to how this exhibit relates to the issue and the

t esti nony.
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Now, we did nmention having discovery questions to a
witness. And to ne, you know, there may be the w tness
that proffered that exhibit, that those questions could
be posed there, or those issues could be addressed
there, but | don't think that this is the appropriate
Wi tness to address this issue, and | hope --

MR. SAPORI TGO  Ckay, with that understanding, Your
Honor, | will not talk about the exhibit, but I do want
to continue with these questions on the subject of |ine
| osses that the witness testified to related to FPL's
request for a .25 perfornmance adder.

CHAIRVAN BRISE: | think that that's fair.

MR. SAPORI TO.  Thank you.

BY MR SAPCRI TO

Q M. Reed, with respect to distribution energy

systens, which are placed at a custoner |ocation, can you
form an opinion or provide an opinion to the Comm ssion
whet her or not that such an application would reduce line

| osses due to its physical closeness to the custoner?

MR. LI TCHFIELD: M. Chairman -- and perhaps you'd
like to et himask the question, but I would at |east
note that it appears as though the |line of questioning
rel ates back to issue 188, that M. Saporito had
proposed to have included in the docket, which is not in

the docket. But | would defer to you as to whether this
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guestion on |line | osses woul d be appropri ate.
MR. SAPORITO This doesn't relate to that issue at
all, M. Chairman. This deals strictly to the witness's
testinmony about line | osses, specifically related to
FP&L' s hope for a .25 perfornmance adder.
CHAI RVAN BRI SE: kay, |I'mgoing to give you one
nore shot to see if you can nove al ong down this path.
BY MR SAPORI TO

Q M. Reed, with respect to FPL's hope for a .25
percent performance adder, would it not be beneficial for
FP&L to install distributed power systens at custoner
| ocations to reduce line |osses rather than suffer the high
| evel of line |osses which has already been docunented
t hrough your testinony?

A No. Based on ny experience, installing
di stributed generation at custoner sites is likely to highly
i ncrease the cost of service, not decrease it, and that would
be detrimental to the productive efficiency rankings |'ve
est abl i shed.

Q Wul d you base that opinion on how would it
i ncrease or decrease efficiency and decrease reliability?

A It wasn't a matter of efficiency and reliability,
it's a matter of cost. The cost of a solid oxide fuel cel
| i ke the one that you showed in the brochure is

extraordinarily high conpared to central generation. And
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even when the line | osses are considered, it is still a far
nore expensi ve option.
MR. SAPORI TG No further questions, Your Honor --
M. Chai r man.
CHAI RVAN BRI SE: Thank you, M. Saporito.

M. Hendri cks.

MR. HENDRICKS: Well, it looks like I only have
about 30 mnutes left here. Actually, I'Il try to be
very brief.

CROSS EXAM NATI ON
BY MR HENDRI CKS:

Q Your testinony is supporting, as | understand it,
the 25 percent adder, and you're basing nost of that support
on essentially benchmarki ng anal ysis that you perforned, is
t hat correct?

A That's correct.

Q | f we're considering using benchmarking anal ysis
to justify a performance adder that | believe you suggested
m ght have a cost of about $40 million, it nmight be
appropriate to consider, you know, the strength of the
benchmar ki ng anal ysis of information.

And if we |ook at the -- and | haven't,
adm ttedly, seen all of your exhibits and all of the details
of it. But in what we've been | ooking at today, it does

appear that a lot of -- sonme of the data is rank ordered
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data, sone of the data that you're dealing with is dollars,
some of the data is seconds. You have a |ot of different
nmeasures that you're using in the various benchnmarKki ng
st udi es.
CHAI RVAN BRI SE: M. Hendricks, is there a question
in there?
MR. HENDRICKS: I'Il try.
CHAI RVAN BRI SE: Thank you
BY MR HENDRI CKS:
Q Have you made any attenpt to reconcile these --
all these different nmeasures and to weight or relate these to
sonet hing that conmes into a decision?
A Yes, | have. 1In fact, that's the perfect segue
to that chart, which does attenpt to capture both the
operational netrics and the cost netrics and determne if you
capture total performance relative to both, how does FPL | ook
relative to the peer group
On that chart, if | could just point out
sonething, in this chart, the further away you are fromthe
central tendency line, the nedian line --
CHAI RVAN BRI SE: W have a cordless mc.
THE WTNESS: -- the nore efficient the conpany is
regarded as being. So if we |ook at the central range
as being yellow, and this being the upper range of the

medi an performance, the further away you are fromthat
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line, the better the conmpany is in terns of total

performance, taking together all of the data, which

i nclude m nutes, include costs, include percentages for

availability, include netrics |like custoner density and

customer grow h.

So in aggregate for 2010, FPL was the nunber one
performer in terns of achieving efficiency nmeasured
across all 28 nenbers of the Straight Electric Peer
G oup.

BY MR. HENDRI CKS:

Q s that point that you referred to, the FPL dot on
that chart, is that the arithnetic sumof all those neasures,
or howis it calcul ated?

A It's cal cul ated based upon rank order across all
of the metrics for productive efficiency and rank order
across all of the netrics for situational assessment. So it
Is, in this case, the second highest performer in terns of
productive efficiency and al so the highest utility in terns
of chall enges associated with the situation it finds itself
in. So it is rank order -- average rank order across both
di nensi ons of the benchmarking study.

Q Did the anal ysis that you perfornmed provi de any
financial netric or value netric that -- so that we could
know t hat one of these points is nore val uable or nore useful

than another, or are they all essentially considered equally
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val uabl e?

A It's difficult to try and weigh reliability, such
as SAID or SAIFlI, against costs, but we did exam ne the
aggregate cost savings, and that was in ny summary where we
said that in aggregate there were $1.6 billion of cost
savings relative to nedian | evel performance for FPL'Ss
custoners in 2010.

So, again, | didn't try and quantify the val ue of
reliability or the value of custoner service. But froma
pure cost perspective there were $1.6 billion of savings,
whi ch of course is a huge multiple of the $41 million of the
adder RCE that the company is seeking.

MR. HENDRI CKS: Thank you. | don't have any other

guesti ons.

CHAI RVMAN BRI SE:  Thank you, M. Hendricks. Staff?

MR. YOUNG Staff doesn't have any questions.

CHAI RVAN BRI SE:  Conmi ssi oners? Commi ssi oner

Edgar ?

COWM SSI ONER EDGAR:  Thank you, M. Chairman. Just

a couple quick questions, | think. 1In your -- M. Reed,

in your summary of your prefiled direct and rebuttal

testinmony, | believe you nade the statenent in your
words that the excellent performance by FPL deserves
recognition by this PSC. | have not found that exact

statenent in your prefiled testinony, although it may be
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t here.

Wiy -- so with that statenment of excell ent
performance deserves recognition by the PSC, is it your
testinmony that a .25 basis point additional ROE is the
appropriate way for this Conm ssion to recognize that
performance | evel ?

THE WTNESS: | think it is. [It's consistent with
t he approach and the nagnitude that the Conm ssion has
used in the past, specifically the GQulf power case cited
in my rebuttal evidence.

So both in terns of nmagnitude and in terns of
selecting the elenent, which is return on equity, that's
the way nost state conm ssions use to reward excel |l ent
performance and to provide an incentive. And | think
the magnitude is appropriate here and consistent with
regul ati on precedent in Florida.

COW SSI ONER EDGAR:  Wbul d t here be any ot her ways
or net hods, nechanisns, gold stars, available to this
Conmi ssion to recogni ze that |evel of perfornmance,
shoul d we determ ne such a thing to be deserved?

THE WTNESS: There are other nechanisns and this
Conmi ssi on has used sone, including shared savings
mechani snms and ot her types of incentives that allow the
conpany to capture the profit or benefit associated with

performance in certain areas.
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But if you're tal king about performance neasured
across all of these netrics and neasured across the
entirety of the cost spectrum generally ROE is the way
t hat nost conm ssi ons go.

And that's not to say that incentives that are with
regard to, for exanple, whol esal e power sales or
whol esal e power purchases or other forns of asset
optim zation don't work as well or couldn't work. But,
in general, the way nbst comm ssions try and capture the
right incentive for aggregate performance rather than
targeted performance is through RCE

COWM SSI ONER EDGAR:  You al so, in your sunmmary,
made the statenment that if the requested adder were to
be granted that it would -- and | think I'm quoting
here -- would serve as an incentive for continued
excel | ence.

THE WTNESS: | think it would, yes.

COW SSI ONER EDGAR:  To whom -- or who is it that
woul d be incentivized by that .25 basis point addition?

THE WTNESS: FPL's managenent team They woul d
know that that RCE adder is at risk if they don't
continue to deliver performance both through the
achieving the | owest typical residential bill between
now and the next rate case, and, of course, it would be

revisited as well at the next rate case. But that's who
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you're incenting, is nanagenent, to keep up that type of
performance |ike they've achieved in the past decade.

COWM SSI ONER EDGAR: When you say managenent team
| think that is -- | think that is a phrase that could
possi bly be defined a variety of ways, the top three,
top 20, top 100, anybody with supervisory authority.
Coul d you define for nme, when you use the termin this
i nstance, managenent team a little nore precisely the
group that you are referring to that woul d be
i ncentivized?

THE WTNESS: It's not top three or top ten or top
20. That type of perfornmance, where you' re | ooking at
generation and transm ssion and distribution, custoner
service and | abor costs, you're tal king about virtually
every major functional area of the conpany.

So it's not the kind of thing where you're really
| ooking to say maybe we should do it through incentive
conpensation to individuals as opposed to RCE. You are
tal ki ng about thousands of enployees that can contribute
and really have to contribute to that |evel of savings
in a conpany as |arge as FPL

COWM SSI ONER EDGAR:  Woul d that -- and thank you
for that explanation. Wuld those thousands, roughly,
of managers receive any financial benefit froma .25

basi s poi nt adder?
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THE WTNESS: It goes into obviously increasing the
earni ngs of the conpany. Wat the conpany does wth
that, in terns of establishing parallel incentives
t hrough incentive conpensation at the enpl oyee |evel,
really should be the subject asked of sone other w tness
in the case. But it has that potential.

COW SSI ONER EDGAR: And just one | ast question.

Do you know how nmuch that .25 basis point represents in
nonetary ternms under the request by FPL?

THE WTNESS: $41 nmillion per year, as conpared to
the 1.6 billion per year of savings.

COW SSI ONER EDGAR: Al'l right, thank you.

CHAI RVAN BRI SE:  Thank you, Conm ssioner Edgar.
Conmi ssi oner Bal bi s?

MR. REHW NKEL: M. Chairman, O fice of Public
Counsel would nove to strike M. Reed's reference to the
term asset optimzation. That is a termthat does not
appear anywhere in the prefiled testinony. It is a term
t hat appears in another docunment that was the issue of a
| ot of argunment this norning. | need to make this
objection for the record.

CHAI RMAN BRI SE:  Okay. Was the -- the termwas
used in response to a question?

MR. REHW NKEL: From Comm ssi oner Edgar.

CHAI RVAN BRI SE:  From Conmi ssi oner Edgar.
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MR. REHWNKEL: It was the witness's term not in
t he Conm ssioner's question.

CHAI RVAN BRI SE:  Understood. Understood. And the
termwas asset optim zation?

MR. REHW NKEL: Yes, Comm ssioner -- M. Chairnman.

MR, MOYLE: M. Chairman, if | could be heard on
that. |If that becones the standard, a word used in the
settl ement agreenent, you know, that's a pretty broad
standard. | mean, you've already ruled twi ce that the
notion in limne, you know, is deni ed.

| don't think the witness was commenting -- |
mean, |, in ny head, didn't link the two. But it seens
that that's heading pretty far afield, when you ve nade
a ruling, to say, you know, the settlenent is not out of
bounds, you'll reserve judgnent based on facts as they
arise. So | would -- I would say that if words
mentioned in the settlenment agreenent becone the
standard, then that's a pretty high bar.

MR, LITCHFIELD: | would concur, and in addition,
the witness did not say and therefore you should approve
the settl enent agreenment, he was sinply referring to a
formof incentive opportunity. So |I concur wth
M. Moyl e.

MR. REHWNKEL: M. Chairman, this case is going to

be for the next nine days now about insinuating this
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docunent into this process little by little. The notion
in limne was advanced; it was deni ed.

W now wi I I have to address each and every effort
to do that by these objections. So |I'm objecting for

the record, but I do not also concur in M. Myle's --

and we can | ook at the transcript -- characterization of
what -- that you're going to let things in and see how
it went.

If it proceeds this way, we will have to | ook at
t he aggregate of the evidence that is being attenpted to
be put into the record. So our efforts will be to keep
the record clean and keep it separate. | appreciate
your indul gence. Thank you.

MR, LITCHFIELD: And | object for the record to
counsel's insinuation that we are attenpting to
insinuate in the record elenents of the settlenent
agreenent. That's categorically false.

MR. REHW NKEL: The record will speak for itself on
t hat .

CHAI RVMAN BRI SE:  Thank you. Thank you, gentl enen.
| think I will overrule the objection for the sinple
fact that it was in response to a question, and | think
that termis used, you know, in a variety of scenarios.
So | don't think that the use of the termis referring

back to anot her docunent that could be related noving
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forward. So | overrule the objection on that.
Conmi ssi oner Brown?

COWM SSI ONER BROWN: Thank you. Just --

CHAIRVAN BRISE: Oh, I'msorry, |I'msorry.
Conmi ssi oner Bal bis was next. Go ahead, Conmi ssioner
Bal bi s.

COW SSI ONER BALBI'S:  Okay, thank you. |[1'll be as
quick as | possibly can, noting the tine. And | believe
M . Reed probably does not want to cone back tonorrow.
So on page 29 of your testinony you make a coupl e of
statenments concerning heat rate and al so equi val ent
availability factor. And you indicate that there's been
a 17 percent decrease in FPL's heat rate.

My question to you is, was that due to them
achieving the targeted heat rate goals, or was it a
change in fleet, or a conbination of both?

THE W TNESS: A conbination of both. |nproving
exi sting units plus nodernization of the fleet
contributed to the heat rate reduction.

COW SSI ONER BALBI'S:  Okay, and a foll ow up
guestion to that is that you indicate that this
i nprovenent in performance is one of the reasons why an
RCE adder is appropriate. Are you aware that this
Conmi ssion allows FPL to recover sone of those cost

savi ng nmeasures through the GPIF, or Ceneration
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Per f ormance I ncentive Factor?

THE WTNESS: | am |'ve |ooked at that and
consi dered the question of whether there's essentially
any doubl e counting between that nmechani sm and the RCE
adder. Be aware that the heat rate, of course, reduces
your fuel costs, your aggregate |evel of fue
consunption. None of my netrics go to fuel consunption.

| have excluded fuel fromall of the operational
metrics that | have examned. So |'ve tried to focus on
non-fuel controllable costs. So while there are
benefits to custonmers associated with heat rate
i nprovenent, those are captured through the fue
savi ngs, fuel cost nmechanism and through the generation
i ncentive nmechanism and | don't see any doubl e counting
bet ween that and what |'ve proposed.

COWM SSI ONER BALBI'S: Ckay. And | may di sagree
with you on that count. | have the m sfortune or
fortune of being prehearing officer for all the clauses,
as well, and | believe in 2011 FPL recovered, | believe,
$7.7 million in incentive conpensation, if you will, in
addi ti onal conpensation, for achieving the goals that it
set .

So they're already receiving $7.7 million for doing
a good job and lowering the heat rate, increasing the

availability factor. But your testinony is that in
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addition to that incentive, an additional incentive of
an RCE adder is appropriate?

THE WTNESS: Yes. And to be clear, the $1.6
billion in savings that | nentioned earlier in ny
testi mony does not include any of the fuel savings that
are achi eved through fl eet nodernization or heat rate
i nprovenents. So the 41 mllion is properly conpared to
the 1.6 billion of savings, which excludes all of the
fuel side.

COW SSI ONER BALBIS:  Okay. So I'Il nove on to
another one and that's -- | apol ogize for going quickly,
but page one of your JJR-5 exhibit. Well, et me first
start out wth I think you' re benchmarking analysis -- |
t hi nk benchmarking is a very inportant tool when
assessing a conpany's performance, whether benchnmarki ng
agai nst other conpanies or itself, intentionally.

But there's been a | ot of discussion on
benchmar ki ng agai nst other utilities, and I want to just
focus on FPL's benchmarking against itself. So | want
to focus on year to year performance.

And in this exhibit you have at the bottomthose
three lines, the SAIDI, the SAIFI and the CAIDI. And I
just want to wal k through that to nmake sure | understand
it in the record, because, again, this goes to the

performance and whether or not an adder is appropriate.
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But | ooking at the SAI D nunbers, 2006, there was
116.33. Then it goes down significantly, and then it
goes back up in the | atest year, 2010, back to 107.67.
And correct ne if I'mwong, but an increase in that
nunber is -- is an increase in the tinme to repair
the interruption. So, in other words, they're
performng -- they're not performng as well as they
did the year before, correct?

THE WTNESS: That's correct for SAID, yes.

COWM SSI ONER BALBI'S:  Ckay. And then in SAlFlI you
have, again, an increase in that nunber fromyear to
year, is that correct?

THE WTNESS: From 2009 to 2010, yes.

COW SSI ONER BALBIS: O even if you go back to
2006, that was at 1.09, and in 2010 it's at 1.29?

THE WTNESS: Right. That's correct.

COW SSI ONER BALBI'S:  And an increase in nunber
woul d indicate that they' re perform ng better or worse?

THE WTNESS: An increase in the nunber for
frequency indicates that there are nore frequent
i nterruptions.

COWM SSI ONER BALBI S:  Ckay. And then the CAI DI
nunber from 2006 is 102.67, and then that's been
decreased significantly to 85. So that would indicate

they're performng better than the 2006, is that
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correct?

THE WTNESS: Yes. And just to deal with one
calculation issue, CAIDI is the ratio of SAI D over
SAIFI. So if you want to consider both SAI DI and SAlF
together, it is the CAID neasure that is best used to
capture both together.

COW SSI ONER BALBI'S:  Okay, nove on to page nine of
JJR-6 -- I'msorry -- yes, page nine of JJR 6. And I
just want to nake sure | understand this correctly, but
it appears in this sheet that FPL's energy | osses woul d
be the highest of the other four -- the Straight
Electric Goup Mean, the Florida G oup Mean, or the
Large Uility Goup Mean, is that correct?

THE WTNESS: Yes. This is an elenent of the
situational assessnent, and its energy | osses are higher
because it is the nost transm ssion dependent of all the
utilities.

COW SSI ONER BALBI'S:  Okay. And just for the
record, |I'm skipping over the questions |I had on all of
the good indices, and the -- for time considerations,

"' m focusing on issues that | have questions about.

Going to page, really, 11, 12, 15 and 16 of JJR-6,
and it really has to do with &M costs. And agai n,
see FPL perform ng very well when it conpares to those

ot her conparison groups, whether it's Straight Electric,
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Florida, or Large Utilities.

But the question | have for you is there seens to
be an increase in O&M costs for whether it's per
custoner, per negawatt-hour produced, non-nuclear, O8M
produced, et cetera. There's been an increase from 2008
to 2010. Did your study |ook at the reasons for the
i ncrease?

THE WTNESS: It did, yes.

COW SSI ONER BALBI'S:  Okay. Could you explain
that? Because with the econony goi ng down, you woul d
expect, at least in sonme cases, their costs to go down.
But if you can please explain the increase in those two
years.

THE WTNESS: And specifically we try to exam ne
what portion of the cost increases are caused by price
increases, either in the formof Consuner Price I|ndex,
t he wage i ndex, or the Handy-Witman i ndex. And the
Handy- Wi tman is a cost index specific to public
utilities, and we | ooked specifically at the south
Atlantic region.

And the answer there is that nearly all of the
i ncrease you see in &M whet her neasured on a per
custoner basis or a per nmegawatt-hour basis, is
attributable to the unit cost increases. That is, the

underlying cost drivers of cormmodities and materials and
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| abor, not an increase in quantity on the FPL system

And that information is presented in Exhibit JJR 11 and

JIR-12.

COWM SSI ONER BALBIS: Ckay. And I'll skip over a
few of these. M last question -- again, | apologize
for moving quickly -- on page 29 of 34 in the sane

exhi bit, again, just another increase for the salaries,
wages, pensions and benefits expenses per enpl oyee.

And if | -- can you explain -- again, well, | guess
the question for you is, did you | ook as to why there
was an increase in that, or just basically tracked it
and conpared it to other benchmarked organi zati ons?

THE WTNESS: W did both. W tracked it and then
we isolated what portion is associated with, again, what
we' |l call the endogenous |evel of wage increases in the
econony, which is presented on Exhibit JIJR11.

Since the last rate case was filed, utility wages
have increased 14 percent on a unit cost basis. That's
dol | ars per week per enployee. This is for the industry
as a whole. So FPL's increase is consistent with the
i ndustry aver age.

COW SSI ONER BALBI'S: Ckay. But again, according
to this docunent, if you | ook at the table, 2008, 94. 38,
and it just says annual values. And that increased up

to 104.53, or about a 10 percent increase in salaries,
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wages and benefits?

THE WTNESS: |'msorry, you were |ooking for what?

COWM SSI ONER BALBI'S: The table on page 29 of 34.

THE WTNESS: Wiich two years?

COWM SSI ONER BALBI'S:  Between 2008 and 2010.

THE WTNESS: Right.

COWM SSI ONER BALBI'S: O you can pick any years.
But | just want to nmake sure that that shows
approximately a 10 percent increase in salaries, wages,
and benefits over that two-year period.

THE WTNESS: That's correct. And again, we
focused on since the |ast rate case, and FPL's nunbers
have increased slightly nore rapidly than the national
average. But the national average was 14 percent, and |
think FPL was 16 percent. So it's very much in |ine
wi th the national average.

COWM SSI ONER BALBI' S:  Ckay, thank you. That's al
| had.

CHAI RMAN BRI SE:  Thank you, Conm ssioner Bal bis.
Conmi ssi oner Brown?

MR. BROMN: Thank you. M question was asked and
answer ed.

CHAI RVAN BRISE:  All right, thank you. Redirect.

MR. LI TCHFI ELD: Thank you, M. Chairman.

REDI RECT EXAM NATI ON
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BY MR LI TCHFI ELD:

Q | have just a couple of questions, and | want to
start back with where you were with Comm ssioner Bal bis on
JJR-5, page one of ten, and ask you, as a predicate, this
shows the nmetrics both for Florida Power & Light Conpany and
then by industry average, does it not?

A |t does.

Q Can you describe for us which figures we were
referring to in that discussion?

A |"msorry, were the nunbers that were referred to
for the industry average for the SAIDI, SAIFI and CAID, we
shoul d have obvi ously been | ooking at the FPL nunbers if
we' re focusing on FPL, which are the --

Q And what do these netrics tell you about Power &
Light's performance relative to the industry averages?

A They show that SAIDI has gone from74 to 77, SAF
has gone down substantially from 129 to 0.92. CAID has gone
from58 to 84 over that period of tinme from 2006 to 2010.

Q And these are effectively what are plotted on the
foll owi ng graphs, is that right?

A Yes.

Q kay. Okay, my next question relates back to
Exhibit 473, which is a stack of work papers that
M. Sundback wal ked you through. Do you recall himdoing

t hat ?

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

347

| have that.
And these were your work papers, correct?
Yes.

And there are 48 pages here?

> O » O >»

Yes.

Q And M. Sundback referred you to a couple of pages
wWith data points that | think you characterized as indicative
of conpani es not having reported?

A Yes, he nmade that point.

Q Then my question, M. Reed, is given those m ssing
el enents that M. Sundback referred you to, what are your
observations with respect to the inpact of those data points
on your overall analysis and recommendati ons?

A It doesn't adversely affect the concl usions.

Whet her you're 12th out of 12 or 28th out of 28, it's the
relative position to the industry average that determ nes the
overall ranking in ny productivity -- ny productive
efficiency nmetric. So it's your position in rank order
relative to the industry average, and if the industry average
goes down by half, because half of themdon't report, then it
takes that into account.

MR. LI TCHFIELD: That's all | have.

CHAI RMAN BRI SE:  Thank you very nmuch. Conmm ssi oner

Bal bi s?

COWM SSI ONER BALBI' S:  Yeah, thank you,
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M. Chairman. | just want to state for the record --
and | think it's because it is late and | was noving
qui ckly, and | appreciate M. Litchfield pointing out
the nunbers that | was referring to, that | should have
identified where those were. And just to make sure it's
clear for the record, on the sane discussion on the
SAIDI and the SAIFI that, again, the witness in, |
guess, redirect, correctly identified it. But | should
have been referring to those other nunbers, so thank you
for that.

CHAI RVMAN BRI SE:  Thank you very nmuch. W have to
nove -- do we have to nove anything into --

MR. LI TCHFI ELD: W do. W have to nove M. Reed's
Exhibits 123 through 134 and then al so 435.

CHAI RVAN BRI SE:  Okay. Al right. Exhibits?
(Exhi bits 123, 124, 125, 126, 127, 128, 129, 130, 131,
133, 134 and 435 adm tted in evidence.)

MR. MOYLE: |'msorry, there's no objection to
those. We would nove in, | think, 472 was the exhibit
t hat we used, the Bureau of Labor Statistics.

MR. LI TCHFI ELD: No objecti on.

CHAI RVAN BRI SE:  Ckay.
(Exhibit 472 admtted in evidence.)

MR. SUNDBACK: M. Chairman, Florida -- South

Fl orida Hospitals would nove in 473 through 479, if our
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notes are correct.

CHAI RVAN BRI SE: That is correct.

M. LITCHFIELD: No objection.

CHAI RVAN BRI SE: kay, are there any objections?
Ckay, seeing none, M. Saporito?

(Exhibits 473, 474, 475, 476, 477, 478, 479 admitted in

evi dence.)

MR SAPORITO 1'd like to nove in Exhibits 480,
481.

MR, LITCHFI ELD: (Objection to 480. No objection to
481. 480, as you'll recall, was never really discussed.

CHAI RVMAN BRI SE: Okay. That was the annual report
or --

MR. LI TCHFI ELD: Correct. Right.

CHAIl RVAN BRI SE:  Ckay. All right. And 4812

MR. LITCHFI ELD: No objection to 481.

CHAI RVMAN BRI SE:  Okay. Al right, so we have --

MR YOUNG M. Chairman, | think the ruling on --
if M. Saporito is withdrawi ng nunber 480, | think it's
objected to by FPL. | haven't heard anything from
M. Saporito --

CHAIRVMAN BRISE: Right. 1'mgoing to go to himin
a second.

MR. YOUNG And just for the record, he withdrew --

we have 482 still -- that's an open spot.
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CHAI RMAN BRI SE: Okay, 482 is still an open spot?

MR. YOUNG  Yes.

CHAI RVAN BRI SE: kay. M. Saporito, 4807

MR. SAPORITG | do not opt to withdraw at this
poi nt because the docunent was validated with the
original report issued by Florida Power & Light, and the
witness did testify to certain paragraphs in there with
respect to FPL's net incone year over year. | believe
it was from 2009 to 2011

MR. LI TCHFI ELD: The objection is rel evance, then.
It was validated as sonething fromour 10-K, but it
was -- the objection is rel evance.

CHAI RVAN BRI SE: Okay. Mary Anne?

M5. HELTON: If it is fromFlorida Power & Light's
10-K -- and there were sonme questions about it. | just
think for conpleteness of the record it would be better
to include it and when it reaches that point where
you' re meki ng a deci sion, you can give it the weight
that it's due.

MR, LITCHFIELD: It was from NextEra's annual
report, not their 10-K

CHAI RMAN BRI SE:  Thank you. Al right, so we wll
enter the exhibits for M. Reed, including 480, okay?
(Exhibits 480 and 481 admtted in evidence.)

M5. HELTON: And just so we know where to start
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0

CHAI RVAN BRISE: W're going to start tonorrow with

482. Ckay? And | want to thank you for all of you

r

hard work today. We will resune tonorrow norning at

9:30, and the witness that we have is M. Silagy.
right, thank you very nuch. See you tonorrow.

(The transcript continues in sequence to Volune 4.)
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