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PROCEEDI NGS

CHAI RVAN BRI SE:  All right. Moving on to Item
Number 10.

MR ELLIS: Good morning, Commissioners.
Phillip Ellis with Commission staff.

Item 10 is staff's recommendation on FPL's
request for approval of three biomass contracts with
subsidiaries of U.S. EcoGen LLC. Staff has reviewed
the contracts in terms of FPL's need for power, their
cost-effectiveness, and protections for ratepayers.

The contracts will improve FPL's fuel diversity, and
when combined with other contracts may defer or delay
some future capacity.

Using a value of deferral analysis based on a
2025 combined cycle, the contracts show a net present
value benefit of $89 million with cumulative net
benefits beginning in year fourteen of the 30-year
term. Staff recommends that the contracts also include
sufficient protection in the form of performance
requirements and security for both early payments and
performance in the event of a default.

Overall, staff recommends the approval of
three power purchase agreements for purposes of
cost-recovery. Staff would like to note that

representatives from FPL and U.S. EcoGen LLC are here
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today. Also FIPUG, which has intervened in this
docket, is also present. Staff is available for any
questions.

CHAI RVAN BRI SE:  Okay. So I guess we'll hear
from the company and then we will hear from FIPUG.

MR COX: Chairman Brisé and Commissioners,
Will Cox here on behalf of Florida Power and Light.
With me is Tom Hartman from our energy marketing trading
group, as well as Ryan Tyler from our regqulatory affairs
group.

We are pleased to support the staff
recommendation, and we're available for any questions
that you might have today.

CHAl RVAN BRI SE:  Okay.

Jon. Mr. Moyle, rather.

MR, MOYLE: Thank you, Mr. Chairman. Jon
Moyle on behalf of FIPUG, the Florida Industrial Power
Users Group.

And FIPUG intervened because we had questions
about this item, and we have asked questions. We are
here today, I think, to raise some questions and,
candidly, you know, some concerns. So if it's okay, I
would like to just go through a series of questions
that I think still remain that probably warrant some

further examination. And I would preface that by
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saying my client is about having reasonably priced
energy, and the key being those adjectives are very
important. So to the extent that there are proposals
that are not cost-effective or are not needed, you
know, those are areas that we will bring up, and talk
about, and have some concerns about.

So, I have an exhibit, if I could pass out --

CHAI RVAN BRI SE:  sure.

MR MOYLE: -- to make the first point. And
the first question that I would ask, is there a need for
the project? And like I said, I will have a series of
questions.

(Pause.)

CHAl RVAN BRI SE:  Mr. Moyle, you can go ahead.

MR, MOYLE: Okay, thanks. So what I have
handed out is a three-page exhibit that I took from the
Ten-Year Site Plans that were filed last week by Florida
Power and Light.

Now, I acknowledge that the recommendation
has been put together with information that was in the
2012 site plans, but this information is the most
recent and is what FPL recently filed. And the first
page is entitled FPL generating resources by location,
and it totals up to a total number of 24,065. And I'm

assuming that that is megawatts. That's, I think, the
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size of their system. And one percent of that number
is approximately 240 megawatts.

If you then flip over to another page out of
the Ten-Year Site Plan, this is what FPL looks like
they are going to need, their reserve margins starting
in '13/'14, and, you know, they are pretty heavy in
there; 30, 34 percent, 42 percent. The Commission has
a reserve margin of 20 percent, and the FRCC has a
reserve margin of 15 percent.

But I wanted to, you know, draw your
attention -- the first time that these units show up in
this document is in 2021, and it shows 180 megawatts
coming in. But if you also look over, they have a
21 percent reserve margin in 2021. So if you take
away -- 1if you take away the 180 from that number,
you're still good to go by meeting the 20 percent
reserve margin. You have 60 extra megawatts. So
because this deal has capacity payments and, you know,
hundreds of millions of dollars, we believe, associated
with a 30-year contract, the most recent information
raises the question to FIPUG's mind, you know, is this
really needed.

And then the related question is, you know,
should capacity payments begin in 2021 as proposed?

And we think, at least based on this information, that

FLORIDA PUBLIC SERVICE COMMISSION
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the answer is no. I mean, capacity payments are only
available if there's a need. If you do the simple math
here, there doesn't appear to be a need in 2021. You
know, save the ratepayers some money and don't provide
capacity payments for stuff that's not needed.

Another question, will the project save
ratepayers money? I think the answer to that is it's
not clear. I will point out the staff has said on Page
4 of its recommendation -- there's a section in the
staff recommendation entitled cost-effectiveness. The
second paragraph, I think, is informative. And if I
could just quote that the first sentence says while a
system level CPVRR is a valid form of cost-effective
analysis, a value of deferral analysis based on the
utility's next avoidable unit allows for a better
comparison of smaller resource options. So I think
staff is saying, you know, we think there's a better
way of looking at whether this is cost-effective.

And then the last sentence in there, in that
paragraph, says a comparison of the payments to the
U.S. EcoGen facilities in the 2012 standard offer show
a net present value cost of $12.4 million. So here
staff is saying, you know, based on their analysis it
looks like there's a $12.4 million cost.

If you also flip over to the fifth page of

FLORIDA PUBLIC SERVICE COMMISSION
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the staff recommendation, and this is in the third
paragraph just above the Table 2 chart. It says
staff's projecting a net present value savings of

89.4 million, with net savings projected to begin in
2032. And, you know, 2032 is a long time from today.
And for people who are my age or older than me, you
know, this may not be such a great deal. Maybe for
high school kids it would be a good deal. But the way
the project is proposed and the contract is
constructed, as I understand it, is it is front loaded.
There's a lot of money that's coming up front, and then
you don't start saving money until, you know,
approximately, you know, 19 or 20 years from now.

And I think these numbers are based on
forecasts and sensitivity analysis. And so if you go
to the chart there, you know, a base line number of 89
million is estimated, and then there is a high number,
but then there is also a low number. And the low
number, you know, is 60 million. So it could be a deal
and a proposition, if you assume the low number, that
there is a $60 million loser for the ratepayers. And
that, you know, that is of concern.

One thing that was unclear in another
question is that it appears that an assumption of high

emission costs may have been used. And, you know,
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that's tough to see what's going to happen with
emission costs. If you look on Page 4 of, you know,
the staff recommendation, the first paragraph, I think
this is talking about FPL's analysis. It's unclear
whether it's incorporated into those numbers, but it
says, quote, "A substantial portion of the savings
associated with this analysis are based on deferral of
generation assets beginning in 2034 and high emission
costs."

Well, you know, respectfully who knows what
the emission costs are going to be? I know people are
talking about that. Is Congress going to act? 1Is
Congress going to not act? But, you know, given the
long range nature of it, we think the answer to the
question is this cost-effective is unclear.

Another question is why three? There are
three projects proposed, each of them of 60 megawatts.
And in the petition itself it says that at present
there are no closed loop biomass projects in operation
in the United States. And that is on Page 5 of the
petition. So if I'm reading that correctly, there's
none of these that are working in this country, but
we're going to ask the ratepayers to step up and be
responsible for costs for 30 years for three plants.

That's a question. I mean, why not one, see if it

FLORIDA PUBLIC SERVICE COMMISSION
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works, and then move forward assuming it works. But it
seems to me and to FIPUG that there is additional risk
associated with doing three as compared to a fewer
number.

Another cost, another question. Does this
comply with the avoided cost statutory requirements and
the avoided cost requirements that are in your rule?
And there has been a lot of discussion about avoided
cost. The legislature has looked at avoided costs.

And typically, you know, avoided costs are you don't
get more than what it would cost the utility. The way
this project is set forward and proposed is, as I said,
it's front loaded. There is for money that comes into
the project, you know, I think above avoided cost in
the beginning years until, I think, 14 years. There is
more money coming in, and then at the back end there is
less money. So I think their argument is, well, if you
look at it as a whole, it doesn't exceed, you know,
avoided cost. But that, candidly, is a pretty
significant policy issue. And if you can do it for

30 years, why not do it for 50 years? Why not load it
so that it's, you know, paying you money up front for
the first 25 and the last 25 is not. I mean, there's a
lot of play in there if you approve this and say, no,

we're okay on avoided costs being examined on an
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overall contract basis.

And another thing that is in here that we
have a question about is there is something called an
energy performance bonus. And I'll refer you to Page 5
of the staff recommendation. This is in the second
paragraph, and it says, "Energy payments are increased
during the initial two-year commissioning period by an
amount referred to as an energy performance bonus
payments based on megawatts, you know, delivered.

Questions arise as to how an energy
performance bonus payment is reconciled with the
construct of avoided costs. And I did take a look at
the statute on avoided costs, 366.051, where the
legislature has said here is the policy for avoided
costs. And a couple of things I just wanted to bring
to the Commission's attention is it says, quote, "In
fixing rates for power purchased by public utilities
from cogenerators or small power producers, the
Commission shall authorize a rate equal to the
purchasing utility's full avoided cost.

And there's another sentence that I found
somewhat instructive. I think lawyers may be able to
argue about words in a statute, which is probably not a
surprise, but this sentence says if the cogenerator or

small power producer provides adequate security based
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on its financial stability and no cost in excess -- and
no costs in excess of full avoided costs are likely to
be incurred by the electric utility over the term
during which the electricity is to be provided, the
Commission shall authorize the levelization of payments
and elimination of discounts due to risk factors in
determining the rates.

So here the legislature at least is using
language about cost in excess of full avoided cost, and
I think that has been sort of the walking around
construct that, you know, avoided cost acts as a pretty
tight bar. And if it is going to be something that is
exceeded, you know, for 14 or 15 years, then I guess
that's just a question that was raised.

I think I have made the point about seeing
beyond the horizon. A 30-year deal is a long -- you
know, a long deal. There was a little bit of a need in
2012, and, you know, the response is here we are going
to do a 30-year deal. I think some gquestions were
raised about that, particularly when you consider the
last page of the handout. And, again, this is from the
FPL site plan. But it's not like there's not,
apparently, some energy out there from other providers.

And I didn't get into all the contractual

details, but the purchases that are shown in this
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exhibit, there are some coal purchases from Cedar Bay,
there's some purchases from solid waste facilities, the
Palm Beach County folks, some facilities in Broward,
nonfirm, the Okeelanta facilities, and some others. So
the point simply of this is it is not like there's not
options out there. And to come in and say, okay, we've
got a 30-year deal that I think is hundreds of millions
of dollars, when you guys act on this, you know, it's
there, and then it's just a matter of recovery, you
know, to refer to another clause. It becomes kind of
set in stone and off you go.

So FIPUG has raised questions. We think that
these are legitimate questions that should be asked and
answered before y'all move forward with a long-term
deal that commits ratepayers to, like I said, an
incredible amount of money.

CHAl RVAN BRI SE:  Thank you, Mr. Moyle.

I don't know if FPL wants to respond to some
of these questions before we come to the Commission and
staff, as well.

MR COX. Chairman Brisé, I will do my best.
That was a long list of questions that Mr. Moyle posed.
I will start with the premise that, you know, it's our
position that these contracts that are proposed meet the

requirements of the rule as staff outlined. They are
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cost-effective and there is a need.

We state clearly in our petition and also
stated clearly in the staff recommendation that there
is a need for power that is being offset by these
contracts. And, in fact, it's not just any energy;
it's renewable energy. This is going to increase our
renewable energy as a percentage of our load by
77 percent.

But let me go through some of the details
that he outlined. Again, in terms of the need for
power, 1t does offset from our last Ten-Year Site Plan
a 2021 purchase. But as staff points out, the more
clear need, or given the duration of this contract
would be the 2025 combined cycle unit, avoided unit
which is next in line after that. And just to note for
the record that with our new standard offer contract
filing, that contains a 2025 avoided unit. Very
similar to what the staff has in their analysis when
they analyzed the need here.

In terms of cost-effectiveness, again, we
have shown on a system-wide basis versus the EcoGen
contracts in our system or not in our system,

159.1 million. And as staff points out, really the
best comparison is looking at that 2025 unit as opposed

to our 2012 standard offer which, as you will recall,
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was a 2021 one-year purchase. That is only one year of
capacity, whereas the 2025 has a great fair wvalue of
capacity, and because these contract with EcoGen are
essentially a 28-year period after the initial two-year
commissioning period, you're talking about capacity of
that duration. So the best comparison really is the
EcoGen contracts to the 2025 unit. And when you look
at that we show that the contracts are clearly
cost-effective.

For the periods of time where the contracts
are above avoided cost, I would note that it's
Commission policy, it's in Commission rules. I was
just looking at the standard offer rule where it talks
about making early capacity payments so that renewable
providers like U.S. EcoGen can finance their projects,
that it provides for that as long as there is adequate
security. And FPL, Mr. Hartman here on my side, worked
at length with EcoGen on the security provisions as
well as the performance guarantee provisions of these
contracts to ensure that FPL's customers and FPL are
protected in the event there is a problem with EcoGen's
ability to perform at any time, including periods of
the contract where the costs are in excess of avoided
cost.

In terms of a front-loaded contract, these

FLORIDA PUBLIC SERVICE COMMISSION
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are levelized capacity payments over the length of the

contract. The energy payments are lower such that over

the term of the contract the contract is
cost-effective. And I would note in the statute that
Mr. Moyle cited, 366.051, it clearly stated, and I
don't have it right in front of me, but it clearly
stated that basically if you have periods that are in
excess of avoided cost, as long as you have adequate
security to protect the customers, that's okay under
that law.

So, again, I don't see where any of his
points have any merit. These are small power
producers, qualifying facilities under Florida law,

renewable energy generators. We are required to

purchase from them. The purchase from them offsets our

need for future power needs and provides renewable
power, additional renewable power to our generation
resources. And I'm happy to answer any other
questions. I tried to hit as many of them as I could
there. Thank you.

CHAI RVAN BRI SE:  Thank you. Staff.

MR ELLIS: The only thing I'd just like to

add, in terms of the energy performance bonus payments,

that is the terminology used in the contract. They are

already included in the cost-effectiveness analysis.
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CHAI RVAN BRI SE:  Okay. Thank you.

Commissioner Balbis.

COWM SSI ONER BALBI'S:  Thank you, Mr. Chairman.

And I appreciate this dialogue on these
issues because there is -- these are important
projects, and there's a lot of money associated with
them. But I just want to point out in response to the
comments I have heard here today. I mean, Florida
Statutes are very clear that the utility companies are
to continuously offer standard offer contracts to
encourage renewable energy facilities to come into the
system. And there is a very important protection and
that is that customers should not pay more than the
avoided cost.

And I want to just point out that the
difference between the purchased power agreement which
was initially used that showed a cost of $12.4 million,
I think staff appropriately looked at the 2025 avoided
unit which the costs were reduced so that customers
saved money. This could have come in beforehand, and
they could have argued, the utility could have argued
and EcoGen could have argued the PPA portion of the
agreement where they would have received additional
energy and capacity payments. So I think that the

statute is very clear to encourage these types of
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facilities to come in, so I discount some of the
comments that I heard here today.

As far as the need is concerned, you know, I
appreciate having a document that comes from something
that was submitted last week, and we go through a
thorough evaluation of that during the ten-year site
plan discussion. But a lot of those reserve margins,
in fact, all of those margins include interruptible
load or demand-side management margins. And this is
providing base load generation. The generation reserve
margin, I believe, is much more important than
including everything.

So I appreciate the discussion. I'm
comfortable with the fact that there is an $89 million
savings to customers. We have three renewable energy
base load generation units providing 180 megawatts of
power. And not only that, we have these discussions,
but it's creating over 300 jobs in these three
counties, and that's something that -- that is
important. It increases the renewable energy portfolio
of the state, and, again, without raising costs to
customers.

The relationship with the utility companies
and these renewable energy providers working together

to bring these projects forward I think is a
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synergistic relationship that we should encourage. So
I appreciate what staff has done; I appreciate what the
parties have done, and the discussion from the
intervenors. But this is something that we need to
support and applaud as something that is good for the
state.

CHAI RVAN BRI SE:  Thank you.

Commissioners, any further discussion on this
item?

Okay. So we're ready to entertain a motion.

COWM SSI ONER BALBI'S: Mr. Chairman, I move
staff's recommendation on all issues for this matter.

CHAI RMAN BRI SE:  Okay. It has been moved. Is
there a second?

COW SSI ONER GRAHAM  Second.

CHAI RVAN BRI SE: It has been moved and
seconded. All in favor say aye.

(Vote taken.)

CHAI RVAN BRI SE:  All right. Thank you very
much. And let me go through my list again.

(Laughter.)

MR, MOYLE: Thank you.

CHAI RVAN BRI SE:  All right. Considering that
there are no other items before us today, now we stand

adjourned.
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