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Q.
STATE YOUR NAME, TITLE AND BUSINESS ADDRESS.

A.
My name is Daniel R. Cearfoss, Jr.  My business address is 244 Washington Street, SE, Atlanta, Georgia 30334.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

A.
 I am employed by the Georgia Public Service Commission (“GPSC”) as a Chief Public Utilities Engineer and have held this position since the latter part of 1997.   

Q.
SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I received a Bachelor of Civil Engineering degree in 1981 from the Georgia Institute of Technology.  After graduation, I began working for the GPSC where I have been employed for over twenty one years.  From 1982 to 1984, I worked as a Public Utilities Engineer in the area of natural gas regulation where I performed various duties including analysis of rates, rules and regulations, service territory, plant records and technical customer complaints.  In 1984, I was promoted to Senior Public Utilities Engineer.  In 1985, I was promoted to Principal Public Utilities Engineer.   As a Principal Public Utilities Engineer my duties included prudence reviews of Plants Vogtle and Scherer construction, evaluation of operational performance of various fossil and nuclear generating facilities, evaluation of Integrated Resource Plans and Certification filings.   I was also responsible for monitoring the construction of certified generating facilities and implementation of  Demand Side Management programs.  From 1993 to 1995, I served as Director of Integrated Resource Planning where I was responsible for assessment of all utility filings related to the Integrated Resource Planning Act (O.C.G.A. § 46-3A-1 et seq.).   From 1995 to 1997, I served as Director of the Electric Section where I was responsible for all issues before the GPSC related to electric utilities and the electric industry.  I have testified before the GPSC on numerous occasions regarding construction prudence, rate design, Fuel Cost Recovery filings, various  Integrated Resource Planning and Certification issues and GPSC Policy.   

Q.
WHAT IS THE PURPOSE OF THIS TESTIMONY?
A.
The purpose of this testimony is to detail the involvement of the GPSC’s Staff
 in 2001 with respect to the issuance of a Request for Proposal (“RFP”) for capacity and energy needed to serve retail customers of Georgia Power Company (“Georgia Power”) and Savannah Electric and Power Company (“Savannah Electric”) (collectively referred to as “Companies’”) for the 2005/2006 time frame. I also will state the role that Staff played with regard to the responsive bids that were received by Southern Company Services that ultimately resulted in certification by the GPSC of the McIntosh and Murray Purchased Power Agreements (“PPAs”) that were entered into with Southern Power Company and Duke Energy Southeast Marketing, LLC, respectively.

Q.
CAN YOU ELABORATE ON WHY IN 2001 AN RFP WAS BEING ISSUED BY THE COMPANIES? 

A.
Yes.  Pursuant to Georgia law, O.C.G.A. §§ 46-3A-1 et seq., the GPSC has approval authority over both Georgia Power and Savannah Electric when they purchase wholesale power on behalf of their retail customers. Under this law, which is also referred to locally as the “Integrated Resource Plan Act,” the Companies are not permitted to enter into a purchase power agreement for longer than one year without the purchase first being certified by the GPSC as being necessary to serve these customers. 

Based on Integrated Resource Plans filed with the GPSC on January 31, 2001, the Companies believed that supply-side resources were going to be needed for 2005/2006 to serve their retail customers. Pursuant to a rule enacted pursuant to the Integrated Resource Plan Act, GPSC Utility Rule 515-3-4-.04(3), the Companies were required to prepare an RFP to solicit the new capacity and energy that it would need. This rule, which has a number of subparts, expressly states what information must be included in the proposed RFP.  At a minimum, the RFP must address the option of a self-build proposal being bid in by the Companies; direct the Companies to submit copies of their RFP to the GPSC for review at least 60 days before its release; provides for an evaluation down to a “short list” of the bids; require that the GPSC be given documentation of the bid evaluations within thirty days of the RFP process being completed; and set forth a number of exceptions to the procurement process as prescribed.     


Q.
BEFORE THE RFP WAS ISSUED, DID MEMBERS OF STAFF HAVE THE OPPORTUNITY TO REVIEW ITS CONTENTS? 
  A.
Yes.  Staff was provided with a draft of the 2005/2006 RFP that was prepared on the Companies’ behalf.  Some time thereafter, representatives of the Companies and Staff met to discuss the solicitation’s contents prior to its being issued. Although Staff expressed misgivings about limiting the solicitations to bids of 7 years only,  the content of the RFP as proposed in all respects complied with that prescribed by the agency in its Utility Rule 515-3-.04(3)(a)-(d).  The full text of this GPSC rule is included in Exhibit SC-7 to Mr. Rozier’s testimony in this proceeding. 

Q. WAS AN RFP SUBSEQUENTLY ISSUED BY THE COMPANIES?

A. Yes. On April 3, 2001, Southern Company Services, on behalf of the Companies, issued an RFP requesting new supply side resources of 2,000 MW beginning June 1, 2005 and increasing to approximately 2,500 MW by 2006.  This RFP solicited “summer only” and “year round” proposals for a period of 7 years. Language contained in the solicitation also stated that although combined cycle and simple cycle combustion turbine projects were deemed to be the best choice for additional supply side resources, innovative proposals of any type of resource (base-load, intermediate, or peaking) using any type of fuel (coal, nuclear, oil, or natural gas) would be considered.    A copy of the RFP that was issued previously has been marked as Exhibit SC-9 in this docket. 

Q. AROUND THE TIME THAT THE RFP INITIALLY WAS RELEASED, DID GPSC COMMISSIONERS COLLECTIVELY RAISE ANY CONCERNS WITH THE COMPANIES’ RFP AS ISSUED?

A.
Yes.  On April 12 2001, the GPSC’s Chairman sent a letter to Mr. David Ratcliffe, President and Chief Executive Officer of Georgia Power Company, expressing concerns about the duration of proposals being solicited being limited to seven years. By exclusively considering bids for this interval of time only, it was feared that the most economical or lowest cost resource for Georgia ratepayers may not be realized. To mitigate this concern, the GPSC requested that the Companies issue a letter to all potential bidders amending the RFP in a manner that would reflect that bids of 10, 15 or 20 years duration for gas-fired facilities would be considered in addition to the 7-year proposals initially sought.  

Q.
WHAT WAS THE COMPANIES’ RESPONSE TO THE GPSC’S REQUEST?

A.
On May 2, 2002, a revision to the RFP was sent by Southern Company Services to all prospective bidders stating that the Companies would consider proposals for periods of 7 or 15-years for any type of resource using any type of fuel. With respect to bids for 10 and 20 years, the Companies had explained to Staff prior to issuing the revision that a single additional duration of 15 years had been selected to facilitate evaluation of bids by limiting the allowed durations to two periods, either 7 or 15 years. Since Staff believed that this action would accomplish the agency’s objective of ensuring that the most economical bids were received, it had been agreed that expanding the solicitation to request 10 and 20 year bids was not necessary. 

Q. WERE ANY ADDITIONAL CONCERNS WITH THE COMPANIES’ RFP SUBSEQUENTLY RAISED BY THE GPSC?

A.
Yes.  On June 11, 2001, the GPSC Chairman again issued a letter to Mr. Ratcliffe expressing a concern that Georgia Power did not submit a self-build proposal as a responsive bid to the 2003/2004 RFP. The Chairman requested that it do so for this and all future solicitations for new supply-side resources.

Q. HOW WAS THE GPSC’S CONCERN IN THIS REGARD ULTIMATELY ADDRESSED?

A.
On June 27, 2001, in Special Administrative Session, the GPSC issued a directive authorizing its Staff to approve a target price for a generic self-build project to serve as a comparison to the bids received. In addition, the GPSC directed the Companies to modify their existing 2005-2006 RFP to solicit coal projects and to postpone until September 4, 2001, the receipt of bids for such projects. Georgia Power was directed by the GPSC to submit a self-build proposal for coal by that date, as well as to include self-build proposals in all future RFPs.

Q. DID GEORGIA POWER AND SAVANNAH ELECTRIC SUBMIT TARGET PRICES FOR EVALUATION OF THE CURRENT SOLICITATION?

A. Yes.  The Companies submitted sealed target prices to Staff prior to their receipt of bids.  Before this submission, Staff had determined the target prices to be reasonable for a generic combustion turbine and combined cycle facility.  The costs associated with the McIntosh and Murray PPAs were found to be less than the target price.

Q.
WERE THERE ANY OTHER ISSUES THAT WERE RAISED BY STAFF OR BY THE GPSC REGARDING THE CONTENT OF THE RFP? 

A.
No. 

Q.
IN RESPONSE TO THE RFP AS AMENDED, WERE BIDS RECEIVED FOR THE SUPPLY RESOURCES BEING SOUGHT? 

A.
Yes. The Companies received proposals from 19 bidders, totaling approximately 26,600 MW of capacity.  These bids were primarily for combined cycle and simple cycle gas-fired combustion turbine projects, although two coal proposals were received.  The coal proposals were evaluated by the Staff and were determined to be an uneconomical choice for supply side resource at that time.

Q. WHAT ROLE DID STAFF HAVE IN CONJUNCTION WITH THE COMPANIES’ BID EVALUATION PROCESS?

A. Staff’s role was to provide oversight in all phases of the bid evaluation process employed by the Companies. The basic methodology employed by the Companies was comprised of four steps: (1) assessing the bids for responsiveness to the RFP (also referred to as a “Responsiveness Screen); (2) reviewing each bidder’s qualifications, including its financials and experience; (3) ranking the bids based on total generation cost; and, (4)  performing a detailed evaluation of the best proposals. 

Q.
WHILE THE FIRST TWO STEPS IN THE COMPANIES’ PROCESS ARE FAIRLY SELF-EXPLANATORY, CAN YOU BETTER DESCRIBE WHAT IS DONE IN CONJUNCTION WITH USING TOTAL GENERATION COSTS TO RANK THE BIDS?

A.
Yes. At this stage of the process, the evaluation is done to assesses each bid’s resulting capacity payments, fixed operation and maintenance costs, variable operation and maintenance costs, fixed fuel charges as well as energy benefits based on PROVIEW modeling performed of the Southern Company system.  This is called the “Initial Price Screen,” which is used to provide a preliminary ranking of bids.  The best bids in the ranking make up what is referred to as the “Competitive Tier.” and are subjected to the detailed evaluation described below.

Q.
DESCRIBE THE DETAILED EVALUATION THAT BIDS IN THE COMPETITIVE TIER RECEIVE.

A.
The bids that make the competitive tier are evaluated in the fourth and final stage of the analysis, which ultimately results in a detailed evaluation being developed of a total cost impact of each bid including transmission grid cost impacts, transmission losses and fuel transportation costs.

Q.
WAS THE BID EVALUATION PROCESS THAT WAS EMPLOYED BY THE COMPANIES FOR THE 2005/2006 RFP DIFFERENT FROM ANY PRIOR EVALUATIONS DONE ON BEHALF OF THE COMPANIES? 

A.
No. The methodology that was employed was the same as that which was used previously in the evaluation of bids by the Companies in prior certification proceedings.

Q.
WHAT WAS STAFF”S OVERSIGHT OF THE BID EVALUATION PROCESS? 

A.
After the responsive bids were initially received by Southern Company Services, members of Staff went to its offices in Birmingham, Alabama, for a two-day period to review the original bids that had been submitted and to compare those bids to the data used in the Companies’ evaluation.  Subsequently, Staff reviewed the Companies’ PROVIEW modeling data and bid evaluation spread sheets as well as the costs assigned for transmission and gas transportation for each bid that made the Competitive Tier. 

Q.
DID STAFF SUPERVISE WHAT WAS DONE BY THE COMPANIES WITH THE BIDS THAT MADE THE COMPETITIVE TIER? 
A.
Yes. The best combination of bids from the top ranking individual proposals was assembled into what was referred to the as “Portfolio Analysis,” of which Staff reviewed the underlying components. This review consisted of a comparison of the input data to the original bids, an examination of the input data for the production cost modeling, an analysis of the methodology and calculations that were used for estimating costs related to transmission and gas transportation and a careful assessment of the spreadsheets of which the Portfolio Analyses was comprised. Members of Staff also discussed with representatives of the Companies specific qualitative factors such as transmission congestion that were a factor in the selection of the winning bids.

Q. WHAT DID STAFF CONCLUDE ABOUT THE REVIEW OF THE BIDS ?

A.
As a result of the oversight that I detailed previously, Staff concluded that the bid evaluation process that was employed resulted in a fair and impartial evaluation of the bids received in response to the Companies’ RFP.  The methodology used by the Companies included all relevant cost factors that could influence the winning bids. The evaluation process was implemented fairly, and the winning bids selected by the Companies appeared to provide the lowest cost option of the proposals received. Evaluation of the transmission and gas transportation costs used methodologies that were appropriate and was applied uniformly to all bids. Our oversight of the process led us to conclude that it was well managed and that it resulted in selection of the best combination of bids.

Q.
WHO SUBMITTED THE WINNING BIDS? 

A.
The first of the two winning proposals, referred to as “McIntosh,” was a bid by Southern Power Company to provide 1240 megawatts of capacity and associated energy to Georgia Power Company and Savannah Electric and Power Company for 15 years beginning June 1, 2005, and ending May 31, 2020.  Of the total 1240 megawatts of capacity, Savannah Electric will be allocated 200 megawatts and Georgia Power will receive the remaining 1040 megawatts.  This capacity will come from two gas-fired combined cycle units owned by Southern Power Company at Plant McIntosh in Georgia.

The other winning proposal, referred to as “Murray,” was submitted by Duke Energy Southeast Marketing, LLC to provide approximately 620 megawatts of capacity and associated energy from a gas-fired combined cycle plant located near Dalton, Georgia.  The capacity and energy under this bid was for a period of 7 years beginning in June 2005 and ending on May 31, 2012.

Q.
WERE THESE THE TWO PROPOSALS THAT WERE ULTIMATELY BROUGHT BEFORE THE GPSC BY THE COMPANIES FOR CERTIFICATION? 

A.
Yes.  On June 7, 2002, Georgia Power and Savannah Electric submitted applications for the certification of the Purchase Power Agreements resulting from the winning Southern Power Company and Duke Energy Southeast Marketing, LLC bids.  These applications were filed with the GPSC as Docket Nos. 15392-U and 15393-U, respectively. 

At hearings that subsequently were held, the Companies jointly presented their direct case on September 3, 2002, through a panel of four witnesses.  On October 30, 2002, Staff presented its responsive case through a panel of two witnesses who, among other thing, relayed their findings that the RFP and bid evaluation process employed in selecting Southern Company Power and Duke Energy Southeast Marketing, LLC were conducted in accordance with GPSC utility rules. Thereafter, on December 17, 2002, the GPSC issued its Final Order in which the agency, based upon matters of law and fact, granted Georgia Power and Savannah Electric’s applications for certification. 

Q.
DOES THIS CONCLUDE YOUR TESTIMONY? 

A.
Yes, it does. 

� Through the use of the word “Staff” in this testimony, reference is being made collectively to the Director of the GPSC’s Electric Section, who is an engineer; two other engineers and three financial analysts who work in that section; representatives of the consulting firm retained by the GPSC to assist on this project; and to me.  






