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PROCEEDI NGS

COW SSI ONER EDGAR: Me eit her.

THE WTNESS: But it was the age of the
jetliner. The peakers we're replacing are the
exact engines that hung on the Boeing 707. The
| ast 707 rolled off the production line in 1978.
They are not the nost fuel-efficient machines.

They are not the nost environnmentally friendly.
When you start themup, they're great for quick
starts when they work. The problemnowis, you
can't find any parts for them So clean generation
is also a function of being able to repl ace

equi pnent with very fuel efficient, very clean
technology. So that all plays into it.

And then there is a growi ng body of regul atory
requi renments. Wtness Mranda can provide you a
nunmber of those related to particularly to NRC
transm ssion. W have to pay for those and to neet
t hose requi renents.

COWMW SSI ONER EDGAR: Thank you. Thank you
very much. M. Silagy, I'mgoing to turn to page
24 of your testinony. And I'mlooking at |ines --
t he whol e m ddl e paragraph, but basically lines 11
t hrough 13 where you di scuss the non-fuel base O&M

expense goi ng down, or being lower is the termhere
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1 and the achieved -- as you say in your testinony,
2 t he achi evenent by the enpl oyees to acconplish
3 that. Can you also discuss for nein alittle nore
4 detail what the non-O&M efficiencies or
5 achi evenents have been and will be to achieve a
6 | ower O&M non-fuel expense?
7 THE WTNESS: So -- gosh, we started this
8 initiative called Project Monentum w thin our
9 conpany and this is internal view It's frankly --
10 it'"s not just like FPL. And all the enpl oyees,
11 every single one is involved and we've frankly
12 chal | enged our own conventional thinking and said
13 where are the areas where we can be smarter, we can
14 depl oy technol ogy, and we can be nore efficient in
15 how we serve our custoners.
16 So, as an exanple, using the smart neter
17 t echnol ogy coupled with the i Pad, coupled with
18 Googl e Maps, we're -- and algorithns that our
19 enpl oyees actually invented them and I'm --
20 proudly to say they' ve patented them W're
21 actually now able to respond to custoners in a way,
22 when there's an outage that we never have before
23 and so we don't have nultiple trucks going out
24 searching for a problem we go to the problem W
25 respond nuch faster. That reduces overtine. That
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1 reduces just |labor to begin wwth. W can restore

2 faster. W use less parts. W' re now doing

3 predi ctive analytics, as an exanple, which allows

4 us to actually -- actually allows us to repair

5 itens before they fail. So not running sonething

6 to failure saves custoners a significant anount of

7 noney, as well as enhances their val ue because they

8 haven't had an interruption.

9 So the smart grid data, as an exanple, allows
10 us to predict when a patent on a transforner | ooks
11 like it may fail within a week or two. W're able
12 to send a crew out during regular day, regular
13 busi ness hours instead of overtine and repair or
14 repl ace that equipnent.

15 There's -- Conmm ssioner, | guess | would say
16 this. Qur approach is not just to | ook at the

17 signal big ticket itens. Those are great and |

18 | ove getting | ow hanging fruit, if you wll, and
19 Wtness Barrett can talk about this in sone |ength,
20 as well. But, you know, our focus is every little
21 bit that we can find and sonetines it's a couple
22 hundred thousand and sonetines it's a mllion

23 dollars and sonetines it's tens of mllions of

24 dol l ars, and those opportunities | think are

25 | argely -- we've done those, but we're trying to
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1 add it all up and see what we can do to actually

2 | ower our cost. That's why we've been able to

3 actual ly benchmark our O&M i s bel ow where we were

4 four years ago, which is phenonenal considering

5 that we've been under inflationary pressure |ike

6 everybody el se.

7 COMWM SSI ONER EDGAR:  Thank you. And then ny

8 | ast question topic, may have a coupl e questions

9 withinit, but what seens |like a very, very long

10 time ago al ready, but in opening statenents this

11 norning, M. Litchfield had a set of -- from

12 exhibits that are in the record, or will be in the
13 record, but a set of charts. One of them addressed
14 parogy -- parity. Excuse ne. Parity between major
15 rate classes. That was page seven. | don't know
16 that you need to ook at it, but it was page seven.
17 And then M. Moyle in his cross also had an exhibit
18 that tal ked about -- or that showed precent

19 i ncrease by rate class stopped. So that's the

20 background for my question.

21 So it's ny understanding that generally CLC
22 custoners currently enjoy credits that were

23 i ncluded as part of the 2012 settl enent agreenent
24 and that those conparable credits are not incl uded
25 as part of the request that is being litigated in
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1 this hearing, is that correct?

2 THE W TNESS: Yes, ma' am

3 COW SSI ONER EDGAR: Ckay. And that,

4 i kew se, as part of the 2012 settl enent agreenent,

5 a 12 and 113 net hodol ogy is used for production

6 plant. Wile this request that we're here

7 di scussi ng today includes a change to 12 and 25

8 per cent net hodol ogy?

9 THE W TNESS: Yes, ma' am

10 COW SSI ONER EDGAR: Ckay. So ny question is,
11 realizing again that other witnesses | know w ||

12 discuss this in nore detail as the hearing proceeds
13 and will go into assunptions that are built into

14 the cost of service survey, can you speak generally
15 to the approach on the issues in this rate case and
16 what may or may not have changed, or what is the

17 general philosophy that |eads to those two

18 di fferences of the quest that is before us?

19 THE WTNESS: Yes, ma'am So the -- again

20 you know Wtness Cohen can go into great details

21 about how the nodel actually works on this, but the
22 general approach has been to structure the cost as
23 It is -- based on our cost of service to each one
24 of these custoners. And so it is with an

25 understanding, the parity is always an area that is
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preferred, that, you know, we have tried to
structure this going forward as cost of service is
I ncurred based on the class of custoner that is
creating that cost. And so there is no cross
subsidy, if you wll, for the custoners, as nmuch as
possi bl e, recognizing that there are limts in the
cost of service nodel, as well as -- and |I'm not an
expert on the gradualism-- is enployed as well.
And so Wtness Cohen has spent a lot of tinme going
through this and naking sure that we're nodeling it
correctly. So those custoners who -- we incur the
cost to serve over, they are charged appropriately
and only that.

COMW SSI ONER EDGAR: All right. Thank you
very nmuch. That concl udes ny questions, Madam
Chair.

CHAI RMAN BROWN:  Thank you, Conm ssi oner
Edgar .

Comm ssi oner Jinmy Patronis.

COMM SSI ONER PATRONI'S: Thank you, Madam
Chai rman. And thank you, M. Silagy, for your
patience today. It's been a | ong day.

Have you ever worked in the restaurant
busi ness?

THE W TNESS: No, sir. | have never was a
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wai ter or a bartender, although | wanted to be.
CGet the tips. At least as a bartender when | was
young.

COW SSI ONER PATRONI'S:  There's -- that's
primarily a |l ot of ny horse sense cones from you
know, the restaurant business and the famly
business. |'m-- a recent exanple. A few years
ago we were -- we have a point of sale system
Lots of conputers all over the place and they
require | ots of maintenance and upkeep and br ot her
goes out and gets a proposal and it's you know,
$22,000 for replacing the conputers that need to be
upgr aded because of XP is being phased out. So |
call a tinme-out and | do sone of ny own
under st andi ng and shopping and | drop ship the
conputers directly to our point of sale conpany and
cut the price in half and they were Dell's with
one-year warranties on them support, good
equi pnent .

And | guess | kind of wanted to -- kind of
curious. Wen you wake up every norning, your
conpany's faced with doing their challenges. Do
you all val ue engineer? Do you challenge? Wat
are sone of the exanples of how you save noney for

not just the ratepayer, but also for your
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1 st ockhol ders?

2 THE WTNESS: The short answer, Conm ssioner

3 s, yes, we do value engineer. And | wll tell you

4 we also -- and | would wel cone you to have the

5 opportunity to neet sonme of our vendors. |

6 woul d -- sone of them maybe said we kind of hammer

7 our vendors. W work very hard to vet -- to get

8 t he best technol ogy, the best equi pnent we can,

9 recogni zing that not always is the | owest cost

10 pi ece of equi pnent the best equi pnent, but we spend
11 a lot of time making sure that we go out and seek
12 proposals from around the gl obe for equipnent, for
13 services, and that we get the best value that we

14 can both price as well as performance, which is

15 very inportant. Because, in nmy experience, | have
16 dealt with equipnent, let's just say, that didn't
17 al ways do as advertised, right, or maybe it did it
18 for six nonths, but not for six years that was

19 advertised that the warranty didn't cover.

20 So these are all things that we -- we spend a
21 ot of time on it and we have sone trenendously

22 tal ented people that are nuch smarter than | am

23 engi neers, procurenent specialists, who work with
24 all the major and thousands of m nor vendors, m nor
25 in the sense of -- not the GE of the world, right.
Premier Reporting (850) 894-0828 Reported by: Dana Reeves

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



390

1 Small. And we | ook for value. And, you know, we
2 think that's one of the things that we've been very
3 successful on, on being innovative, of saying how
4 can we be different?
5 The .05 is a great exanple of this. | nean,
6 we, you know, we push our vendors to be smarter
7 about their own technology. | nean, that's an
8 upgrade to existing machinery that we pushed GE to
9 hel p us get to be even better than what was
10 originally designed, which saves custoners noney.
11 COMM SSI ONER PATRONI'S:  Now are those the
12 units at Riviera Beach?
13 THE WTNESS: No, sir. Those are -- the units
14 at Riviera Beach are actually Sienens nachi nes and
15 so the .05 s have to do with GE turbines of ol der
16 vi ntage that we have that we're actually upgradi ng
17 the innards of, if you will. But Sienens is
18 anot her good exanple. So, yeah, we went out for a
19 request for proposals for term nal manufactures
20 fromaround the world. And at West County, the
21 | ast one we had done before, we had done M tsubish
22 machi nes. Sienens cane in wth better technol ogy
23 and we were the first ones to depl oy that
24 technol ogy at Canaveral first and then we upgraded
25 It based on that, even at Riviera Beach.
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COMWM SSI ONER PATRONI'S: Do you even go as far
as to -- | know we do. W take advantage of
opportunities when we know there's going to be a
surplus of equipnent, or a surplus. Do you also
ki nd of predict opportunities? You know, you may
not necessarily need to make this type of
substantial investnment now, but you know t hat
there's an opportunity to seize a val ue.

THE WTNESS: Yes, sir, we do, and I'IlI tel
you, it's always, you know, a detail ed analysis
because there's a cost to carry. There's a cost to
have a bigger inventory. | said we'll take all of
those factors into account as we |ook at it, but,
you know, it's not part of this proceedi ng, but
"Il give you a good exanple. | nean, our Wodford
Reserves, the gas reserves, is a very good exanple
of that where we saw an opportunity to actually
save custoners noney over the long termby actually
getting ahead of the curve and |ocking in, you
know, gas at production costs at a tine when it is
relatively | ow

So we try to be innovative in these areas, but
you al so have to bal ance what are the risks, what
are the costs associated, but we do do this in both

our parts and our inventory, even down to the
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1 exanpl e of how we source our trucks.
2 COW SSI ONER PATRONI S:  Last question, Madam
3 Chai r man.
4 Wien it cones to downtine, is there an
5 acceptable -- |like at our restaurant we've got
6 enpl oyees that have been there 25, 30 years and
7 every single day, there's going to be sonebody
8 that's going to steal. So it's just a role of the
9 nunbers. You're going to have so nmuch percentage
10 IS just going to happen everyday. |s there an
11 accept abl e percentage of downtine of -- in your
12 conpany that you tol erate?
13 THE WTNESS: |If downtine neans theft, the
14 answer is no.
15 COMM SSI ONER PATRONI'S:  No. And ny theft
16 iIs -- | know |I'mgoing to have a certain anount of
17 theft everyday. |Is there -- what's your acceptable
18 downti me of not providing service to your
19 custoners?
20 THE WTNESS: You know, | don't have an
21 accept abl e downti ne because we -- we've even | ooked
22 at areas, as an exanple, for our lineman. W
23 | ooked at productivity, daily productivity, and
24 found that there were opportunities to getting them
25 engaged, and they want to do this, on changing
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1 streetlights when they were havi ng what was
2 previously downtinme. So we're actually being able
3 to be nore productive.
4 And we neasure productivity all the tinme. And
5 "Il give you another really good exanple where it
6 really -- where you see the difference. Storm
7 response. You know, we have an opportunity,
8 unfortunately, to travel to different parts of the
9 country to help other utilities in tinme of need.
10 Sandy was one of those unfortunate tines where --
11 Sandy actually hit us first, not in sane degree,
12 but, you know, it was actually a tropical storm
13 I'"'mgoing to get the nunber wong. [|'mgoing to
14 say it was 65,000 or so custonmers. Qur main tine
15 to restore, | believe, was four hours and then we
16 pi voted 1, 000 people and we noved them up the east
17 cost.
18 Wen we got there, it was stunning to us to
19 see the difference in productivity. W actually
20 expect during stornms that our folks are going to
21 get 11 hours, 10 to 11 hours of productivity out of
22 a 16-hour work day. The average productivity
23 during Sandy was an hour-and-a-half. So -- and for
24 a variety of reasons. And that's not to be
25 critical, but that's to say our focus on this is,
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1 you know, that makes a huge difference to cost
2 structures for our custoners.
3 So maki ng sure that we have our enpl oyees be
4 productive, but always safe, as well. And there's
5 t hat bal ance because this is a business and if you
6 don't do it right or people get super tired and
7 you' re pushing them it wll kill you, and I'm
8 al ways conscience of that, as well. And so we're
9 always trying to find that bal ance.
10 But, you know, there's always an opportunity
11 when you're on the clock, you re expected to be
12 wor ki ng. And, frankly, part of the nonentumis
13 their ideas on how to be nore productive. |t cane
14 fromfol ks who were actually on the line, a lot of
15 these ideas, which is one of the things I'mreally
16 proud of.
17 COMM SSI ONER PATRONI'S: Thank you, Madam
18 Chair.
19 CHAI RMVAN BROWN:  All right. Well, you've been
20 on the stand here I ong enough. You still have
21 redirect.
22 MR. LI TCHFI ELD: Boy, that puts a |ot of
23 pressure on counsel .
24 CHAI RVAN BROMWN:  Hoping it's limted to stay
25 wi thin the scope.
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1 MR LI TCHFI ELD: So thank you, Madam Chai r man.
2 And, M. Silagy, | do have just two or three
3 questions for you.
4 REDI RECT EXAM NATI ON
5 BY MR LI TCHFI ELD:
6 Q Starting first wwth the exam nation -- or
7 cross exam nation, excuse nme, from M. Coffnman
8 representing AARP. He asked you specifically if you
9 were aware of what the cost of |iving adjustnent had
10 been | ast year with respect to those |iving on Soci al
11 Security inconme. Do you renenber that question?
12 A Yes, | do.
13 Q And | think your answer to that specific
14  question was, | don't know, is that correct?
15 A Yes, that's correct.
16 Q Have you done any analysis to assess what the
17  cost of living adjustnents have been for that group over
18 the |last ten years?
19 A Over the decade | have. Not over the |ast
20 year, but over the decade | have.
21 Q And what is your -- what are the results of
22  your anal ysis?
23 A The cost |iving increases have been 19.9
24  percent.
25 Q 19.9 percent. And how would that conpare to
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1 FPL residential bills over that sane period?
2 A Qur bills are down 14 percent on average.
3 Q Ckay. M. Coffrman al so asked you about
4  choices that AARP nenbers had with respect to taking
5 service. Do you recall that |ine of questioning?
6 A Yes, | do.
7 Q What choi ces do AARP custoners have with
8 regard to utilities that provide better pricing or
9 better reliability than FPL?
10 A They don't have any options in the state of
11 Florida and | would argue anywhere in the country.
12 Q M. Myl e asked you several questions about
13 the credits that are currently available to CILC
14  custoners. Do you recall that series of questions?
15 A | do.
16 Q And do you know what those credits are paid
17 for? Wat is the value that FPL gets fromthose
18 credits?
19 A VWll, the value that we get is the opportunity
20 to interrupt load if there -- a need arises because we
21 have to -- you know, we need the generation. So the
22 value of is the opportunity to interrupt them
23 Q When was the last tinme that FPL exercised that
24  option with respect to that class of custoners?
25 A My menory of it is 2010.
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1 Q All right. M. Myle also asked you a

2 question or two relative to Exhibit 559. This was an

3 Interrogatory that | think, as you wll recall, the

4 di scussi on had been actually sponsored by Ms. Qusdahl.
5 Do you renmenber M. Myle putting that in front of you

6 and aski ng you questions about aviation?

7 A Yes.
8 Q And flights?
9 A Yes.
10 Q And your flights in particular.
11 A | do.
12 MR, LITCHFIELD: Okay. |'d Iike to have
13 di stributed an exhibit for purposes of redirect.
14 And if | could get an exhibit nunber.
15 CHAI RMVAN BROWN:  Hol d on one second. M.
16 Moyle. | saw themgetting up at the beginning. |
17 t hought - -
18 MR LITCHFIELD: | need it to be tinmed just
19 right. And | think M. Myle should see the
20 exhi bit before he objects.
21 CHAI RMVAN BROWN:  Yes. That woul d be --
22 MR, MOYLE: Okay. That's fair.
23 MR, LITCHFIELD: If | can get a nunber for
24 this.
25 CHAI RVAN BROWN: Yes. You may. You can get
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1 nunber -- | believe we're on 578. Al right. [|I'm
2 on track here.
3 MR, LI TCHFI ELD: And, for the record, this is
4 response fromFPL to FIPUG third set of
5 i nterrogatories, No. 79.
6 CHAl RVAN BROMWN:  And | know what M. Myle is
7 going to object to, but this appears to be
8 sonething that's already as part of -- it's an
9 interrogatory that's in the record.
10 MR, LITCHFIELD: | don't knowthat it's in the
11 record yet, Madam Chairman. |t was an answer that
12 was provided to FIPUG and I'd like the witness to
13 read the question and answer.
14 CHAI RMVAN BROWN: Wl |, could you hold on a
15 second? GCkay. M. Myle has a copy of it and |
16 woul d entertain his objection at this tine.
17 MR, MOYLE: Well, I'mnot sure who offered
18 this interrogatory, whether it's M. Silagy. |
19 asked hi m sone questions about aviation. | asked
20 hi m about that exhibit, which was sone accounting
21 entries. You know, it |ooked |ike ratepayers made
22 noney on the sale of the falcon so he didn't know
23 much i nformation about this. You know, this
24 I nterrogatory says FPL's not seeking to recover
25 avi ati on expenses. | asked M. Silagy that and he
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said ask Ms. Qusdahl. So, you know, | think Ms.
Qusdahl is the right witness for this.

MR LI TCHFI ELD: Well, Madam Chairman, if
could, the line of questioning that M. Myle
wor ked fromthat Exhibit 559 related to aviation
travel and a strong inplication that those costs
were reflected in the case that is before you
today. And ny perspective is, if M. Myle knew
about this answer, it was highly inproper to work
fromanother interrogatory sponsored by Ms. Qusdah
to attenpt to nake that inplication in this case.
If he wasn't aware of this answer, | think it's
fair now since he's opened the door to have the
W tness address it definitively.

CHAIRVAN BROAWN: |I'minclined to agree at this

point. So let's just see how the questions go.

17 BY MR LI TCHFI ELD:

18 Q M. Silagy, would you please just read the

19 question and answer?

20 A Yes.

21 Question: Please list and identify how nuch,
22 if any, FPL is seeking to recover fromratepayers for

23 avi ati on expenses. For this question, aviation expenses

24 means nonies paid directly or indirectly for

25 non-commercial aircraft.
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1 Response: FPL is not seeking to recover

2 avi ati on expenses.

3 Q Do you have any reason to believe that that is
4 not an accurate representation, M. Silagy?

5 A | do not.

6 Q If M. Myle wanted to verify, however, he

7 could certainly confirmthis fact wwth M. Qusdahl,

8 correct?

9 A That's correct.

10 MR LI TCHFI ELD: No further questions.

11 CHAI RMAN BROWN:  No further redirect?

12 MR, LITCHFI ELD: No further redirect.

13 CHAI RMAN BROWN:  Ckay. So we are getting into
14 exhibits, now, let's just --

15 MR WRIGHT: Madam Chairman. |'msorry. |Is
16 the exhibit that M. Litchfield just distributed

17 bei ng mar ked?

18 CHAI RMVAN BROWN: | 've marked it. | have not
19 entered it into the record.

20 MR WRI GHT: 5787

21 CHAI RMAN BROWN: It is 578. GCkay. Al right.
22 Let's get into the prefiled exhibits. FPL first.
23 MR. LI TCHFI ELD: Thank you. FPL woul d nove

24 Exhi bits 44, 45 and 46.

25 CHAl RVAN BROMWN: Ckay. Seeing no objections
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1 fromthe parties, | will enter into the record 44,
2 45, 46.
3 MR, MOYLE: Hold on.
4 CHAI RMAN BROWN:  |s there an objection?
5 MR. MOYLE: There is. There is. And, again,
6 it's back on this whole issue of the hearsay, which
7 I"'mtrying really hard to get a standi ng objection
8 ruling so | don't have to do this, but the Exhibit
9 No. 2, ES2, it's clearly hearsay because he says at
10 the bottomof the footnote, sunmarized from
11 exhibits TCC3 and TCC4. So he -- this is not his
12 own work. It's comng fromthat of another
13 witness. Cearly that's hearsay, should not --
14 subject to the objection and the standard on
15 hearsay that, you know, another w tness has to
16 authenticate it. And the sane objection with
17 respect to ES3. The little footnote says
18 summari zed from FPL wi tness testinoni es and
19 exhibits, and then it says CPP2030 based on current
20 endi ng.
21 CHAl RMVAN BROWN: M. Myl e, | know you know
22 that hearsay is allowed inthis -- in this
23 proceeding as long as it's not the sole source for
24 maki ng a decision. So you know that.
25 MR MOYLE: | know that, but here's ny
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1 problem | was told at prehearing that if | wanted
2 to preserve that objection, | needed to do what |I'm
3 doi ng now.
4 CHAI RMVAN BROWN:  Ckay.
5 MR, MOYLE: So if that's what | need to do,
6 then that's what, | guess, | need to do. The other
7 alternative is to register a standing objection to
8 hear say being used to support a finding of fact
9 unless it's corroborated by w tness, which,
10 respectfully, | think would nore efficient, but --
11 CHAI RMAN BROWN:  Ckay. I'mgoing to hold off
12 and make a ruling real quickly and just turn to our
13 | egal advi sor.
14 M5. HELTON: Madam Chai rman, we need to hear
15 fromFlorida Power & Light, | think, first before
16 we go forward with respect to why they nay or nay
17 not agree with M. Myl e.
18 MR, LI TCHFI ELD. Thank you. Just one quick
19 point. M. Myle pointed to the footnotes and
20 those clearly indicate that they're corroborated by
21 other evidence in this case. So | see absolutely
22 no reason to exclude these on the basis of the
23 hearsay rule. |In fact, they specifically fal
24 wi thin the exception.
25 CHAI RMVAN BROWN:  Ckay.
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1 MR, MOYLE: But the person hasn't appeared and
2 testified so, you know, it's appropriate to nmake
3 the objection now as | understand it.

4 CHAl RVAN BROMN.  He just wants to nake the

5 obj ecti on.

6 COW SSI ONER EDGAR: And, Madam Chai r man, |

7 t hi nk can acknow edge the objection, then we can

8 nove on.

9 CHAI RMVAN BROWN:  Ckay. And seeing no ot her
10 objections, that is what we'll do. W're entering
11 in 44, 45 and 46.

12 (Wher eupon, Exhibit Nos. 44, 45 and 46 were

13 entered into the record.)

14 CHAI RMAN BROWN:  Now |'m going to go down the
15 order in which the exhibits were provided on the
16 cross order. Starting with Public Counsel. |

17 don't believe you' ve offered any?

18 MS. CHRI STENSEN:  No.

19 CHAl RVAN BROMN: Ckay. Sone we're not used
20 and so | woul d suggest to the parties to only

21 enter -- request adm ssion of those exhibits that
22 were actual ly used during cross exam nati on.

23 O herwise, they will not be entertained for

24 adm ssi on.

25 So, going to FIPUG  You have Exhibits 559,
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1 560, 561 -- actually, you've got it all the way
2 t hrough 566.
3 MR, MOYLE: R ght. So we would nove 559
4 t hrough 565. The 566 was the exhibit | raised with
5 you earlier that potentially would have been used
6 if the witness answered the question a different
7 way. So we don't seek to nove in 566. And | would
8 note that the -- there was one another that |
9 didn't specifically ask the w tness about that
10 showed the -- it's simlar to that CIL seating
11 chart, but it was for 2017. Only for saving
12 purposes of tinme, | didn't ask himabout that, so,
13 but | asked that it be noved in. | nean, he didn't
14 authenticate it. So | just wanted to nake you
15 aware that all the other ones | had asked about, i
16 t hi nk, you know, he has sone famliarity with the
17 exception of that.
18 MR LI TCHFI ELD: So which ones are you not
19 nmovi ng, M. Moyl e?
20 MR. MOYLE: The only one I'mnot noving is
21 566. |'ve noved 559 through 565.
22 CHAI RMAN BROWN:  FPL, objection?
23 MR, LI TCHFI ELD. Okay. No objection to 561 or
24 to 562. No objection to 63 or 65 or 64. Sorry to
25 back up. | do have -- so 69 --
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CHAl RVAN BROMN:  You nean 569?

MR, LITCHFI ELD: 69 is soneone else's. 59.

CHAI RMAN BROAN:  Avi ation assets?

MR, LI TCHFI ELD: Yeah. 59, it was never
really authenticated by M. Silagy. However, if
M. Myle is wlling to agree to 578 going in, |I'd
| et them both go in.

CHAI RVAN BROMN: | was actually thinking the
sane thing. M. Myle, are you anenable to
entering 5787

MR. MOYLE: That's a deal.

CHAI RMVAN BROWN:  Al'l right.

(Whereupon, Exhibit No. 578 was entered into
the record.)

MR, LITCHFI ELD: And as to 560, this was -- no
foundation of relevance was established for
pur poses of this.

CHAIRVAN BROAWN: | had an X by it, as well --

MR LITCHFI ELD: The list of | obbyists whose
costs are not recovered through rates could not be
| ess rel evant.

CHAI RMAN BROWN: | don't think it's
rel evant and you didn't --

MR. MOYLE: He authenticated it and said they

have 34 | obbyists, that's what the exhibit shows,
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1 so, you know, | don't -- it's in the record that

2 t hey have 34 | obbyi sts based on hi s understandi ng.
3 So, | nean, | think he authenticated it. | think

4 it should cone in

5 MR LI TCHFI ELD: The basis of the objection is
6 rel evance, not authentication, but --

7 CHAl RMVAN BROWN: M. Moyl e.

8 MR MOYLE: Well, part of that questioning was
9 totry to find out what's in, what's out. So |

10 think it was relevant with respect to that.

11 CHAI RMAN BROWN: | don't think the |ine of

12 guestioning was relevant at all. You didn't have
13 any followp. 1In fact, | think he clarified that,
14 those cost weren't in the rates. So | wll -- we
15 wi Il not nove in 560 and we're not noving in 566.
16 (Wher eupon, Exhibit Nos. 559, 561 through 565

17 were entered into the record.)

18 CHAI RMAN BROWN:  Moving to Hospital. W' ve

19 got 567, 568, 569 and 570. | think all of those

20 were used on cross. Are there any objections to

21 nmovi ng those in?

22 MR. LI TCHFI ELD: None from FPL

23 CHAI RMAN BROWN:  All right. W're going to

24 nove themin. 567 through 570.

25 (Wher eupon, Exhibit Nos. 567 through 570 were
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entered into the record.)

CHAI RMAN BROWN:  Al'l right. Now, 571 through
573, those were also, | believe, all used by Retai
Feder ati on.

kay. Those will be noved in, as well.

(Wher eupon, Exhibit Nos. 571 through 573 were
entered into the record.)

CHAIl RVAN BROWN:  Sierra Club. You have 574
that | have. That's it?

M5. SHANK: Yes.

CHAI RMAN BROWN:  Any objections to noving the
10-year site plan in?

MR MOYLE: Not to 574, no.

CHAI RMAN BROWN:  Ckay. That will be noved in.

(Whereupon, Exhibit No. 574 was entered into
the record.)

CHAl RVAN BROMWN:  And then we -- |'ve al ready
noved in a 578 and | have 575, 576 and 577.

MR, LITCHFIELD:. I'msorry. You did nove 575?
Yeah. 575, as we recall, was not used.

M5. SHANK: No, it wasn't.

MR LI TCHFI ELD: O 576.

M5. SHANK: Right. Qut of the four |I had, 574
is the only one that's being entered.

CHAI RMAN BROWN:  Yes. Right. And then we're
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1 at 578, which was al ready noved in.

2 So we are done. Wuld you like the witness to

3 be excused or does he get to stay for the rest of

4 t he proceedi ng?

5 MR, LITCHFIELD: No. | better excuse M.

6 Si | agy.

7 CHAIl RVAN BROAWN: M. Silagy, you're excused.

8 Thank you very nuch.

9 | knowit's at 6:10. W have a -- there's a
10 big witness comng on. M. Reed. | believe you

11 all have a great deal of questions. | prefer to
12 get started with the intro, get started wth the
13 wtness. W wll stop no later than 7:00. So if
14 M. Reed is here, I'd Ilike to have hi mtendered as
15 a wtness at this tine.

16 MR, REHW NKEL: Madam Chair, while we're

17 setting up, | had thought that M. Reed m ght cone
18 on in the norning. Wwen | said that | wanted to
19 address the process about exhibits, but | think I
20 woul d prefer to at |east raise the issue and

21 hopefully discuss it with the Comm ssion and the

22 parties before M. Reed starts. | think it m ght
23 be an appropriate tine.

24 CHAI RMAN BROWN:  You know what? W'l | discuss
25 it, but staff wants to go over it a little bit nore
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detailed tonight. So you can just -- you,
specifically, can handle the exhibits the way that
you routinely have done it and | don't have a
problemwith that at this point. W'Il|l address it,
t hough, in the norning.

MR, REHW NKEL: Ckay. That's fine with the
Publ i ¢ Counsel .

MR, SUNDBACK: Madam Chair, the Hospitals have
al ready tendered the exhibits to staff to the
extent that it's you're ruling --

CHAI RMAN BROWN: It is my ruling.

MR, SUNDBACK: -- to proceed on the
traditional nmethod. Then we'd prefer to do that,
as wel | .

CHAI RVAN BROAWN: We're doing this right now as
an exception because staff wants to take an
opportunity to look at it a little bit further.

Al t hough there's strong ground to support it, but
at this time | don't want to get into that

di scussion, so |I'd rather just nove ahead. | don't
think we're going to get to you tonight, so no
worries for you.

MR, REHW NKEL: Thank you.

CHAl RMAN BROWN:  Alll right. Good evening.

Have you been sworn, M. Reed?
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1 THE W TNESS: Yes, | have.
2 CHAI RMAN BROWN:  Thank you. FPL.
3 M5. MONCADA: May we proceed?
4 CHAI RMAN BROWN: Pl ease do.
5 DI RECT EXAM NATI ON
6 BY M5, MONCADA:
7 Q M. Reed, would you pl ease state your nane and
8  business address for the record?
9 A Yes. M nane is John J. Reed. M business
10 address is 293 Boston Post Road West, Marl borough,
11 Massachusetts.
12 Q Thank you. By whom are you enployed and in
13  what capacity?
14 A "' mthe Chairman and Chi ef Executive Oficer
15 of Concentric Energy Advisers.
16 Q Have you prepared and caused to be filed in
17 this docket 35 pages of prepared direct testinony?
18 A Yes, | have.
19 Q On August 16th, 2016, FPL filed an errata
20 sheet for your direct testinony and direct exhibits. Do
21 you have any further changes or revisions to your
22 prepared direct testinony or your exhibits at this tine?
23 A Yes. | have corrections on one other page and
24 this is at Exhibit JIJR6, page 34 of 34.
25 Q Pl ease go ahead and descri be the changes at
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1 this tine.

2 A In the lower half of the table on that page in
3 the columm | abel ed 2013, you'll see there are three

4 bl anks underneath the nunbers 8, 4 and 2. Those bl anks
5 should have been filled in with the same nunbers that

6 appear to the right. That is under underneath the 8

7 should be a 26, underneath the 4 should be another 4,

8 and underneath the 2 should be an 8.

9 Q Thank you.
10 M5. MONCADA: Madam Chair, | want to make sure
11 everyone has had an opportunity to reflect those
12 changes.
13 MR, MOYLE: Can we get it again?
14 CHAl RVAN BROMN:  Yes. Could you repeat it
15 again, M. Reed?
16 THE WTNESS:. Yes, | can go back over that
17 agai n.
18 Again, it's at Exhibit JIJR6, page 34 of 34.
19 The table at the bottom the |ower half, the col um
20 | abel ed 2013, and you see there the three bl anks
21 t hat appear underneath the 8, the 4 and the 2.
22 CHAl RVAN BROMN:  Yes.
23 THE WTNESS: And those bl anks shoul d be
24 filled in with the nunbers that appear to the
25 right, that is 26 underneath the 8, 4 underneath
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1 the 4, and 8 underneath the 2.
2 BY M5. MONCADA:
3 Q Thank you, M. Reed. Wth those changes, if |
4 asked you the sane questions contained in your direct
5 testinony, would your answers be the sane?
6 A Yes.
7 M5. MONCADA: Madam Chair, | would ask that
8 M. Reed' s prepared direct testinony be inserted
9 into the record as though read.

10 CHAl RMVAN BROWN: We wi Il enter M. Reed's

11 direct testinony into the record as though read.
12 M5. MONCADA: Thank you.

13 (Prefiled direct testinony inserted into the
14 record as though read.)
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WITNESS: JOHN J. REED - DIRECT TESTIMONY AND EXHIBITS

PAGE # LINE #

CHANGE

17 22 Change “ten” to “eight”

27 15 Change “JJR-7” to “JJR-4”

JIR-2, 12 (not Insert the following row immediately above “Florida Senate

Page 6 numbered)  Committee on Communication, Energy and Utilities” as
shown in attached Updated Exhibit JJR-2, Page 6 of 29:

Florida Power & Light 10/15 | Florida Power & | Docket No. | Recovery of

Company Light Company 150001 replacement power

costs.
JIR-8, Multiple Replace all instances of “Annual Non-Fuel O&M Savings per
Page 1 Customer” with “Annual Non-Fuel O&M Total Customer

Savings” throughout the exhibit as shown in attached Updated

Exhibit JJR-8, Page 1 of 1
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I. INTRODUCTION

Please state your name and business address.

My name is John J. Reed. My business address is 293 Boston Post Road
West, Suite 500, Marlborough, Massachusetts 01752.

By whom are you employed, and what is your position?

I am the Chairman and Chief Executive Officer of Concentric Energy
Advisors, Inc. (“Concentric”).

On whose behalf are you testifying?

I am submitting this testimony on behalf of Florida Power & Light Company
(“FPL” or the “Company”).

Please describe your background and professional experience.

I have more than 35 years of experience in the energy industry and have
worked as an executive in, and consultant and economist to, the energy
industry for the past 30 years. Over the past 24 years, I have directed the
energy services of Concentric, Navigant Consulting and Reed Consulting
Group. I have served as Vice Chairman and Co-CEO of the nation’s largest
publicly-traded consulting firm and as Chief Economist for the nation’s
largest gas utility. I have provided regulatory policy and regulatory
economics support to more than 100 energy and utility clients and have
provided expert testimony on regulatory, economic and financial matters on
more than 150 occasions before the Federal Energy Regulatory Commission

(“FERC”), Canadian regulatory agencies, state utility regulatory agencies,
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not material. What determines a company’s overall ranking in the productive
efficiency and situational assessments is its relative position compared to ¢
industry.

How did you conduct your situational assessment, and what is the
purpose of this analysis?

Using benchmark studies to compare the performance of utilities is inherer  /
difficult because no two utility companies face the same set of circumstances
in terms of service area economic and operational factors. The purpose of a
situational assessment is to recognizc each utility’s cost advantages or
disadvantages that are not within its control. For example, among the factors
that affect a utility’s cost performance are: (a) growth in number of customers,
(b) growth in demand, (c) density of customers, (d) presence of locally-
produced energy supplies for generating plants, (¢) system load factor,
(f) proportion of small residential customers, and (g) dependency on a

transmission system.

Often, a utility’s above-average or below-average performance on a single
performance metric can be explained by the results of the situational
assessment. [ use my situational assecssment to evaluate FPL’s performance in

the proper context.
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Please describe the national economic trends that have most affected
FPL’s costs.

Two common measures of the national economy’s general price level that are
indicators of inflationary pressures on FPL’s costs are thc Consumer Price
Index for urban consumers (“CPI-U”) and the¢ Producer Price Index for
finished goods (“PPI”). Exhibit JJR-11 shows the performance of the CPI-U
and PPI for finished goods since 2012. The CPI-U has increased by 2.21
percent between December 2012 and December 2014, while the PPI for all

manufactured goods has increased by 0.72 percent.

The cost of utility labor also has a significant impact on FPL’s costs. Exhibit
JJR-12 shows electric utility employee average weekly earnings as reported
by the Bureau of Labor Statistics. Since December 2012, average weekly
earnings have increased from approximately $1,471 to approximately $1,517,

or 3.1 percent in nominal growth.

Lastly, overall utility construction costs, which directly affcct the cost of
additions to rate base, have increased significantly in recent years. e
Handy-Whitman Index of Public Utility Construction Costs provides a good
indication of the rising cost of construction incurred by FPL. This index is
calculated on a regional basis and incorporates all construction costs including
materials and labor. Exhibit JJR-13 presents th¢ Handy-Whitman Index for

the South Atlantic region between July 2012 and July 2014. Exhibit JJIR-13

15
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demonstrates that the separate data series for Steam Production Plant,
Hydraulic Production Plant, Nuclear Production Plant, Other Production
Plant, Transmission Plant, and Distribution Plant have all increased
significantly over this period. The Other Production Plant index, which
includes major natural gas generation components, has the greatest growth
rate, 6.7 percent between December 2012 and December 2014. Since FPL’s
last rate case was decided, these six construction cost indices have increased
between 3.4 percent and 6.7 percent.

Please describe the current state and local economic conditions in FPL’s
service territory and the impact of these economic conditions on  L’s
revenues.

The world wide recession that started in late 2007 had a dramatic effect on
Florida, as measured by a number of indices. Thc unemployment rate steadily
increased from 4.7 percent in December 2007, to a high of 12.0 percent in
December 2010. Unemployment has declined significantly in the period sincc
that time, but the recovery has been protracted, and economic indicators

continue to show effects of the recession.

As explained by FPL witness Morley, FPL’s weather normalized retail
sales per customer have been declining since the last ratc case was decided,
yet the number of new service accounts has grown. Growth requires FPL to
continue to invest in its infrastructure today in order to be ready to serve its

customers in the future. The combination of the costs associated with
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Percent Generation Nuclear: The non-fuel costs for nuclear
generation are higher than those for coal-fired, oil-fired, gas-fired
and hydroelectric generating resources.  For 2005-2009, FPL’s
percentage of nuclear generation is ranked first in the Flori .
Group. As of September 2009, FPL is the only Florida utility with
operating nuclear units. This places significant pressure on FPL’s
cost structure relative to its peers in the region. In comparison to
the Straight Electric Group, FPL is in the second quartile each
year.

Energy Losses: Energy losses are a product of the transmission
and distribution infrastructure through which the energy is
transmitted.  Electric utilities that are relatively transmission-
dependent tend to experience higher losses than utilities that are
able to site generation closer to load centers. This metric
demonstrates a significant challenge faced by FPL. In both the
Florida Group and the Large Ultility Group, FPL has had the
highest energy losses in seven of the last ten years. In the Straight
Electric Group, FPL has been in the top quartile in eight of the last
10 years.

Accumulated Provision for Depreciation as a Percent of Gross
Plant: 1 use this metric as a reasonable proxy for the age of a
utility’s asset base.  Utilities with a higher proportion of

accumulated depreciation to gross plant tend to have an older assct
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cross-section of key factors influencing a utility’s operations based on

publicly available information.

V. BENCHMARKING RESULTS

What metrics did you use to assess FPL’s operational and finand 1l

performance?

[ measured FPL’s performance across a variety of expense, corporate and

operational categories. With regard to expense performance, I considered:

Total Non-Fuel O&M expenses

Non-Fuel Production O&M expenses
Transmission O&M expenses

Distribution O&M expenses

Administrative and General (“A&G”) expenses
Customer expenses

Uncollectible expenses

[n addition to O&M expense performance, | measured corporate performance

using the following metrics:

Days sales outstanding
Labor efficiency
Gross asset base

Additions to plant relative to customer growth

22
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metric reflects each utility’s A&G expenses per MWh sold and A&G
expenses per customer, and presents the average performance rank on these
two metrics as the measurc of A&G productive efficiency.

Which metrics provide the best indication of FPL’s overall performance
relative to the comparable groups?

While each metric is significant and may help identify particular areas of
strength or weakness, the best indication of FPL’s overall level of
performance in controlling costs is total non-fuel O&M expenses. This
category covers all four primary operating functions (generation, transmission,
distribution and customer service), and also includes all administrative and
general functions. Further, this metric has the advantage of removing the
e :cts of differences in fuel costs, which can vary due to availability,

location, and state or local environmental policies.

FPL’s performance controlling its non-fuel O&M expense per customer is
particularly strong in each year of my analysis. FPL is the top performer in
the Florida Group and in the Large Utility Group. In the Straight Electric
Group, FPL ranks highest in all years except 2006 and 2010, when it ranked

second among a broad group of peers, as illustrated by Exhibit JJR-6, page 30.

FPL’s performance has translated into real cost savings to its customers each
year. In 2014 alone, this performance saved customers approximately $1.91

billion as compared to costs that customers would have incurred if FPL’s non-

24




10

11

12

13

14

15

16

17

18

19

20

21

22

23

436

fuel O&M expenses had been merely average (i.e., consistent with the average
of the companies in the Straight Electric Group). Exhibit JJR-8 presents the
non-fuel O&M savings that have accrued to FPL customers in comparison to
cach group of comparable companies between 2005 and 2014.
Please summarize the results of your assessment of the other productive
efficiency metrics.
[ assessed the following productive efficiency metrics in addition to total non-
fuel O&M expense:
e Production, Transmission, and Distribution O&M Expense: These
three expense metrics provide more detailed measures of expense
control performance to supplement the total non-fuel O&M
expenses metric. FPL is consistently a high performer in the
category of Non-Fuel Production O&M Expense per Customer.
FPL has been in the top quartile of the Straight Electric group each
year, and the top performer in both the Florida Group and the
Large Utility Group for eight of the past 10 years. FPL has also
performed well in controlling Transmission O&M Expenscs. In
addition to the “per customer” and “per MWh™ measurcment used
in other metrics, the overall merit-order ranking for Transmission
O&M also takes into account Transmission O&M expenses per
mile of transmission line. Lastly, FPL has shown excellence in
controlling its Distribution O&M cxpenscs. Since 2007, FPL s

ranked among the best performers in all three comparable groups.
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Are there benefits associated with FPL’s commitment to a clean energy

portfolio that are not reflected in base rates?

Yes. While FPL’s investments in making its fossil-fueled generating portfolio

significantly more efficient are reflected in FPL’s base rates, the savings

associated with this improved efficiency are ultimately reflected in lower fuel
and environmental compliance costs, which are recovered through separate
adjustment clauses.

What are your conclusions regarding FPL’s performance relative to the

comparable groups?

FPL has performed very well in comparison to its peers. In particular:

e FPL has ranked in the top quartile of the 27 companies in the Straight
Electric Group in every year for the past 10 years and in the top decile for
the past eight years.

e FPL has ranked as the top (out of four) Florida utility in each of the past
10 years.

e FPL has ranked as the top large utility (out of seven) in each of the past 10
years.

e The Company has outperformed comparable utilities in productive
efficiency despite facing significantly greater situational challenges

compared to its peers in the industry.
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VL. CONCLUSION

What are your conclusions?

FPL has demonstrably superior performance in many areas of financial and
operational efficiency, which provides customers significant savings as
compared with average performance. These benefits are the result of focused

efforts by the Company and are enhanced by FPL’s strong operational record.

Macro-economic trends in the CPI-U and PPI, as well as labor and material
costs, have put enormous cost pressures on FPL. FPL has done an exceptional
job of controlling costs and achieving high levels of service to its customers,
even in the face of these economic drivers over which it has little or no
control.

Does this conclude your direct testimony?

Yes.
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1 BY MS. MONCADA:

2 Q M. Reed, you al so have exhibits that were

3 identified as JJRL through JJR13 attached to your

4 prepared direct testinony?

5 A Yes, | do.

6 Q And were these prepared under your direction

7 or supervision?

8 A Yes, they were.

9 M5. MONCADA: Madam Chair, | would note that
10 these have been identified in Staff's conprehensive
11 exhibit list as Nos. 31 through 43.

12 CHAI RVAN BROWN:  Not ed.
13 M5. MONCADA: Thank you.

14  BY MS. MONCADA:

15 Q M . Reed, have you prepared a summary of your
16 direct testinony?

17 A Yes, | have.

18 Q Wul d you pl ease provide your sunmary to the
19 Commi ssion at this tine?

20 A Il wll. Thank you.

21 Good eveni ng, Madam Chair and Conm ssi oners.
22 My testinony presents the results of an anal ysis of

23 FPL's operational and financial performance from 2005 to
24 2014 through the use of a benchmarking study. 1In this

25 benchmar ki ng study, |'ve conpared FPL's performance
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1 across an array of netrics relative to the conpany's

2 peers. M study involved neasuring FPL's productive

3 efficiency against three peer groups. A group of 27

4 conpani es that generally resenble FPL called the

5 Straight Electric Goup. Second, the Florida |Investor

6 Owned Utilities. And, third, a set of large utility

7 conpanies. In addition, |'ve reviewed a nunber of

8 operational neasures to ascertain whether any cost

9 | nprovenents were achi eved at the expense of service

10 quality.

11 My review of FPL's performance denonstrates

12 that the conpany has consistently and significantly

13 out perforned simlar conpani es across a broad array of
14  financial and operational netrics. For exanple, FPL is
15 a top perforner in managi ng non-fuel O&M expenses and

16 the cost of adding necessary infrastructure to serve new
17 custoners. |In addition, FPL's generation fleet

18 continues to be highly efficient and produces far |ess
19 CO2 per-negawatt hour than its peers.

20 The conpany has achi eved these outstandi ng

21 results in spite of the fact that it is challenged by
22 several external factors that have had an adverse i npact
23 on a utility's cost. These factors reflect the degree
24 of difficulty, to borrow an olynpics terns, that each
25 peer group nenber faces in seeking to manage its costs.
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1 For exanple, FPL's custoner base consists of a
2 hi gh percentage of residential custoners with relatively
3 | ow usage, which are nore expensive to serve than

4 commercial and industrial custoners. In addition, the

5 conpany is nore transm ssion-dependent than many of the
6 conpanies in its peer group. Even with these

7 chall enges, in terns of overall productive efficiency,

8 FPL has ranked either first or second of the 27

9 conpanies in the Straight Electric Goup in each of the
10 past ten years. FPL has been the highest ranked utility
11 in the Florida utility group and the large utility group
12 t hr oughout every year of this period.

13 FPL has achi eved these | evels of efficiency

14  whil e undertaking significant expenditures to ensure

15 that its transm ssion and distribution systemis

16 resilient, operates reliably, and its generation fleet
17 produces clean energy at | ow cost.

18 The benefits of the conpany's strong

19 performance in terns of financial and operational

20 nmetrics are substantial. For the year 2014 alone, if

21 FPL had been an average perforner anong the 27 conpanies
22 in the Straight Electric Goup, its non-fuel operation
23 and nmi ntenance cost woul d have been approximtely 1.9
24  Dbillion dollars higher than its actual cost. These O%M

25 cost benefits are in addition to the reliability,
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1 envi ronnental, custoner service, and fuel cost benefits

2 that the conpany has al so achi eved.

3 Wiile | am speaking to the anal yses behi nd
4 these results, | have to say that the results truly
5 speak for thenselves. |[If | can be direct, you don't

6 achieve the best in class performance in a highly

7 sophi sticated industry for ten years in a row, in fact

8 for the past 17 years, by sinply being big or |ucky or

9 conpl acent.

10 The Comm ssion can be confident that FPL is

11 doi ng an outstanding job of managing its costs and

12 mai ntaining its high quality of service. | believe that
13 FPL's performance warrants recognition by the Comm ssion
14 for the benefit that it has produced for its custoners

15 and for the state as a whol e.

16 That concl udes ny sunmary.

17 M5. MONCADA: Thank you, M. Reed.

18 Madam Chair, is it your pleasure that | should
19 tender the wtness for cross exam nation or would
20 you like to pause at this tine?

21 CHAI RMAN BROWN: | think we should just go

22 right onintoit. | think -- I'mhoping to stop

23 around 6:30, so at |east 15 m nutes of questioning.
24 Al right. M. Sayler.

25 MR, SAYLER: Thank you, Madam Chai r man.
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1 CHAl RVAN BROMWN:  And, pardon ne, they are

2 trying to fix the air. It's very hot in here.

3 Pl ease feel free to take off your jackets,

4 gentleman, if you need so -- and | adies, too. Yes.
5 Ladies, too. They're working on it, but it is

6 quite hot right now.

7 But go ahead, M. Sayler.

8 MR, SAYLER: Al right. Thank you, Madam

9 Chai rman, Conm ssi oners.

10 CROSS EXAM NATI ON

11 BY MR SAYLER:

12 Q Good afternoon, evening, M. Reed, how are you
13 doi ng today?

14 A Doing well. Good eveni ng.

15 Q | believe you have testified a few tines

16 before this Conm ssion, is that correct?

17 A Yes, | have.

18 Q Al right. And for this rate case, you

19 provi ded sone benchmarking testinony, is that correct?

20 A That's correct.

21 Q And you al so did benchmarking testinony in the
22 | ast rate case?

23 A Yes. The last FPL rate case.

24 Q For this rate case, what are your fees that

25 you're charging FPL for this, your testinmony in this
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1 case?

2 A The fees for our firmare --

3 M5. MONCADA: |I'msorry, M. Reed. | hate to
4 i nterrupt your answer.

5 Madam Chair, we have disclosed in discovery

6 M. Reed's rates and they are confidential.

7 MR, SAYLER: M apologies. | was not trying
8 to get into confidential information.

9 M5. MONCADA: Thank you.

10 MR, SAYLER: Is it just the rates, his hourly
11 rate that's confidential, or is it his entire

12 amount ?

13 CHAI RVAN BROWN:  FPL.

14 M5. MONCADA: You can ask M. Reed that

15 guestion, but at a mninumthe hourly rates are

16 confidenti al .

17 CHAI RMAN BROWN: Pl ease proceed gently.

18 BY MR SAYLER:

19 Q All right. M. Reed, without disclosing any

20 confidential information, what is your retainer or how

21 much is FP&L paying you for your testinony in this rate
22 case?

23 A Qur work is conpensated on a tinme and

24 materials basis. There is no retainer. There is no

25 m ni mum or nmaximum It's based how nany hours we spend.
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1 Q Al right. And how nuch -- if you can recall,
2 were your fees in the last rate case?
3 A l"msorry. | don't recall.
4 Q Al right. If it is not confidential, how
5 much have you billed FP&L to date?
6 A In this case?
7 Q Yes.
8 A Again, | don't know the nunber. [It's in
9 excess of $50,000, but I can't be any nore specific. |
10 don't know.
11 Q Al right. And was there a maxi num anount in
12 your contract?
13 A No. Again, sinply tied to hours spent.
14 Q Now, for your Exhibit JJR3, your situational
15 assessnent rankings. Let nme know when you are there.
16 A Do you have a specific page in that exhibit?
17 Q Yes. Go ahead and turn to your ten of ten.
18 A | have that.
19 Q On the very top where it says Straight
20 Electric Goup, if you nove along to the right where it
21 says energy | osses total energy disposition. Do you see
22 t hat ?
23 A | do.
24 Q Al right. And you would agree that these
25 energy | osses are cost -- excuse ne. Let ne back up.
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1 Those energy | osses, those include |ine | osses and

2 transformation | osses, is that correct?

3 A That's correct.

4 Q And those energy | osses are cost to FP&L, is

5 that correct?

6 A They are, yes.

7 Q Al right. And you would agree that any

8 energy |loss costs are recovered fromthe ratepayers

9 t hrough the fuel cost recovery cl ause?

10 A That is ny understandi ng, yes.

11 Q And while FPL's ranking in this category is
12 10, does that nean it's -- explain the ranking of ten.
13 A That it's challenge relative to the other 27
14 conpanies is slightly greater. So it's slightly nore
15 challenged. Meaning as has -- it's nore

16 transm ssi on-dependent is the nature of this netric.

17 Q Ckay. However, while these costs are being
18 recovered fromthe ratepayers, none of these costs are
19 bei ng recovered fromthe shareholders, is that correct?
20 A Al'l of the costs are used to establish rates,
21  which are charged to custoners.

22 Q Al right. And you would agree that since

23 2001, Florida Power & Light has invested mllions, if
24 not billions, of dollars in investnent in its fossil

25 fuel fleet, as well as its transm ssion and distribution
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1 systens?

2 A | can agree with that.

3 Q Al right. And you would agree that FPL's

4 pl ant noderni zati on prograns have |lead to i nproved

5 productive efficiency rankings, as well as inproved

6 operational netrics?

7 A Yes. There have been i nproved performance

8 netrics in both operational netrics, as well as on

9 productive efficiency and by benchmar ki ng.

10 Q Okay. And your productive efficiency rankings
11  are illustrated in your Exhibit JJR4 and your

12 operational netrics in JJR5, is that correct?

13 A That's correct.

14 Q Regarding the plant investnents, you would

15 agree that these plant investnents have |lead to inproved
16 pl ant heat rates, is that correct?

17 A Yes, that's what our anal ysis shows.

18 Q | nproved availability factors?

19 A I n sone cases, yes.

20 Q Al so have | ead to a decrease in the nunber and
21  frequency of plant outages, is that correct?

22 A Nunmber and frequency was your comment ?

23 Q Yes.

24 A It's difficult to separate nunber and

25 frequency fromduration.

We exam ne the aggregate of
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1 all three and it has resulted in inprovenent of the

2 aggregate of all three.

3 Q Ckay. So the nunber of outages had decreased?
4 A What | can say is the percentage of tine

5 nmeasured by nunber of outages, plus duration of outages,
6 that lost tine, if you will, has decreased in aggregate.
7 Q And you woul d agree that as conpared with the
8 plants that were replaced through these noderni zati ons,
9 FPL has incurred | ower fuel costs, is that correct?

10 A Yes.

11 Q And you woul d al so agree that FPL and its

12 custoners have benefited fromhistorically |ow natural

13 gas prices over the |last several years, is that correct?
14 A Its custoners certainly have. FPL itself does
15 not profit fromor derive a direct benefit froml ower

16 fuel costs.

17 Q Thank you for that clarification.

18 And you woul d agree that the investnent and
19 its distribution system anong other things, has al so
20 | ead to inproved productivity -- productive efficiency

21 ranki ngs in operational netrics as shown in your two

22 exhibits, is that correct?

23 A Yes.

24 Q Al right. And these distribution investnents

25 have lead to an inproved System Average Interruption
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1 Duration | ndex, or SAIDI ranking?
2 A Yes, that's correct. This systemis nore
3 reliable than it had been in the past and substantially
4 nore reliable than its peers.
5 Q It has also lead to inproved System Aver age
6 I nterruption Frequency | ndexes for safety rankings?
7 A That's al so correct.
8 Q Cust onmer Average Interruption Duration |Index,
9 CAl DI, rankings have al so i nproved?
10 A Yes, they have.
11 Q And all of those investnents have al so
12 i mproved FPL's ability to quickly respond to any
13 outages, is that correct?
14 A Yes. | think the answer is that's what's
15 reflected in the CAIDI and SAI DI indices.
16 Q Thank you. And who is reinbursing Florida
17 Power & Light for all the investnents in fossil fuel
18 pl ant and distribution systeminvestnents?
19 A All of the cost go into the revenue
20 requi rement and cost of service that's used to derive
21 rates.
22 Q And you woul d agree that while Florida Power &
23 Li ght may have fronted the noney, the custonmers wl|
24 repay Florida Power & Light every dine of its prudent
25 I nvestment, plus sone may call it a handsone rate of
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1 return, is that correct?

2 A Wt hout accepting your characterization on the
3 return, | would say that, again, the rates provide a

4 reasonabl e opportunity for a return on and of capital,
5 which is the regul atory standard.

6 Q Ckay. So your answer was yes?

7 A Not quite. Custoners don't pay expenses.

8 Don't pay investnents. They pay rates. Rates are

9 derived based upon the revenue requirenents which

10 refl ect those elenments of the cost of service.

11 Q Now, with all the nodernization that Florida
12 Power & Light has done to its fossil fuel plants, its
13 distribution systens, wouldn't a reasonably prudent

14 utility manager expect to see these inprovenents in al
15 these areas we have just covered?

16 A Yes. A prudent investor or prudent manager
17 woul d expect to see inprovenents and that's what the

18 entire industry i s experiencing as technol ogy's enbraced
19 and capital expenditures are made. What differentiates
20 FPL is the degree to which it's been able to achieve

21 t hat success.

22 Q But you woul d agree that a prudent utility

23 manager woul dn't invest in new plants and expect |ess
24 efficiency, do you?

25 A Presumabl y not.
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1 Q And you woul d agree if FP&L has spent billions
2 of dollars on these plant and distribution inprovenents
3 only to see its reliability or plant efficiencies or any
4 of these other netrics decrease, you would agree that

5 that would be a problem correct?

6 A Al'l other things being held equal, if the

7 | nprovenents were intended pronote efficiency and

8 pronote reliability and they did not do so, that would

9 be a problematic. That's, of course, not the case here.

10 CHAl RMVAN BROWN: M. Sayler, a few nore

11 guestions and then we'll concl ude today.

12 MR, SAYLER: Madam Chair, | was planning to

13 concl ude right now.

14 CHAI RMVAN BROWN:  Excel | ent .

15 MR, SAYLER: Thank you, M. Reed.

16 CHAI RMAN BROWN:  Thank you. We will reconvene
17 tonmorrow norning at 9:00, not 9:30. 9:00. | hope
18 it's enbl azoned in your heads. 9:00.

19 kay. And we will take up any prelimnary

20 matters at that tinme and then we will have the

21 wi t ness take the stand.

22 (Transcript continues in sequence in Vol une

23 5.)

24

25
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