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PROCEEDI NGS

CHAl RMVAN GRAHAM  Ckay. Call this neeting --
this hearing to order. It's docket nunber 10 -- |
am sorry, 14-0001-1 -- | amsorry -- E

Let the record show it is Mnday, Decenber the
first. And if | can get staff to read the notice,
pl ease.

M5. BARRERA: Conmm ssioner, the notice was
given that the Florida Public Service Comm ssion
was to hold a public hearing on Decenber 1st and
2nd. And the purpose of this hearing was to
receive testinony and exhibits relative to Florida
Power & Light's petition to recover oil and gas
expl oration and production cost via the Fuel
Cl ause.

CHAI RMVAN GRAHAM  Thank you.

Tinme to take appearances. M. Butler.

MR, BUTLER: Thank you, M. Chairman. John
Butler, Scott Goorland and Wade Litchfield on
behal f of FPL. Al so appearing for FPL is Charles
Guyton of the Gunster law firm

Thank you.

MR. MOYLE: Thank you, M. Chairman. John
Myle with the Moyle |aw firm on behal f of FIPUG

the Florida Industrial Power User's Goup. | would
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1 also like to enter an appearance for Karen Putnal
2 and Vi cki Kaufman with our offices.

3 Thank you.

4 CHAI RMVAN GRAHAM  Thank you, sir.

5 MR, LAVIA: Good norning, M. Chairman. Jay
6 Lavia on behalf of Florida Retail Federation. |

7 would |i ke to enter an appearance for ny | aw

8 partner, Schef Wight, also on behalf of the

9 Feder ati on.

10 MR, SAYLER® My nane is Erik Sayler with the
11 O fice of Public Counsel on behalf of FPL's

12 custoners and the citizens of the state of Florida.
13 I would like to enter an appearance also for the
14 Public Counsel, M. J.R Kelly, Charles Rehw nkle
15 and John Truitt.

16 CHAl RMAN GRAHAM  Ckay.

17 M5. BARRERA: Martha Barrera, Keino Young and
18 Kyesha Mapp on behal f of the Public Service

19 Conmm ssi on.

20 M5. HELTON: | amsorry, Mary Anne Helton, an
21 Advi ser to the Conm ssi on.

22 CHAI RMVAN GRAHAM  All right. Any other

23 attorneys of utilities that | need to take

24 appearance to?

25 Al right. Prelimnary matters, staff.
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M5. BARRERA: The O fice of Public Counsel has
filed a notion for official recognition. Staff has
no objection to this notion, but we don't know if
any of the parties do.

MR BUTLER. M. Chairnman, FPL doesn't object
to the Comm ssion taking official notice of
rel evant deci sions of other states high core
assi stance, which is what OPC is requesting. But,
frankly, looking at the cases, we are a little bit
at a loss to understand how they are relevant to
this proceeding and woul d ask that OPC enlighten us
in that regard.

CHAI RVAN GRAHAM  OPC.

MR TRU TT: W agree with FPL, that obviously
the cases aren't precedential before this
conm ssi on, however, they govern title to mnerals
i n Gkl ahoma, in which this case involves nultiple
| eases and the issue may conme up, so we figured
asking for official recognition ahead of tine,
rat her than going through that during the hearing
and interrupt cross, would be nore prudent.

CHAl RVAN GRAHAM M. Butl er.

MR, MOYLE: M. Chairman.

CHAl RVAN GRAHAM M. Moyl e.

MR, MOYLE: Sure. At the appropriate point in
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time -- | think we have had this discussion before
wi th the Comm ssion and your |egal adviser. But
with respect to official recognition of things |ike
the PSC orders and statutes and opi nions from ot her
states, it's been ny understanding that if we want
to reference those and cite those this our briefs
and maki ng | egal argunents, it's not necessary to
have official recognition taken of things |ike
orders, statute and cases. | just want to make
sure that | amnot m ssing sonmething with respect
to that point.

CHAl RVAN GRAHAM  All right. | amtrying to
figure it out nyself.

M. Butler.

MR BUTLER: | was just going to add, in
response to Public Counsel's comments, that | guess
we wll not object to your taking official
recognition but kind of retain, or reserve the
right to object at the end to it as irrelevant if
it turns out these cases don't end up being used
Wi th respect with respect to cross-exam nation of
the witnesses, it appears to be the basis for OPC s
request for official recognition.

CHAl RVAN GRAHAM  Ckay. Well, it doesn't

sound | i ke anybody is opposed to it right now |
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amjust trying to figure it out so we wll nove
forward

Staf f.

M5. BARRERA: Chairman, the -- M. Myle is
correct. You don't normally ask for official
recognition of cases. You put themin your brief
and you neke the argunment, and the parties have
requested post-hearing briefs. | don't know what
the purpose is, because | amnot really clear on
it, but like I said, we have no objection if it
woul d nove the proceedi ngs al ong.

CHAl RMVAN GRAHAM  kay. Then we w Il take
official recognition, and if we have to deal wth
it after-the-fact, we wll do that.

MR, BUTLER: Ckay. That's fine.

M5. BARRERA: The second --

CHAI RVAN GRAHAM  Hol d on, Mary Anne.

M5. BARRERA:  Pardon?

M5. HELTON: | think the difference is that,
whet her you are going to use the information in the
docunent for which you are taking official notice
as a fact or not. |If you are going to use
information in the cases that M. Truitt nentioned
as fact, then you would need to take official

notice. But if you are just going to use themto
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further your |egal argunent, | don't think you
woul d need to take official notice of themif you
were going to use themin a brief.

CHAI RVAN GRAHAM  OPC.

MR TRUTT: | was just following. | know
according to Rule 28.16213 versus offici al
recognition, it asked us go to through the
evidentiary requirenents as | did. So | wanted to
ensure that we were followng that to the letter of
the law to make sure that we could get it in there
and use it.

CHAl RVAN GRAHAM  Mary Anne.

M5. HELTON: | think OPC has done it the
appropriate way. But | also think M. Myle is
right. W have consistently said, if you want
official notice taken of a Florida Statute, Florida
rule or a Florida case, or a Conm ssion order, that
I's not necessary. For sonething out of Florida,
then it is necessary.

CHAl RVAN GRAHAM  You know what | hear you
saying right now? The answer is yes, but it's no.

M5. HELTON: Yes. Exactly.

CHAl RVAN GRAHAM  So are we or are we not
going to take official recognition of this?

M5. HELTON. My recommendation to you is to
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take official recognition of the information for
which M. Truitt has nade a request.

CHAI RMVAN GRAHAM  Thank you.

MR MOYLE: And, M. Chairnman, given that
col l oquy and that discussion, out of an abundance
of caution, FIPUG would like there to be official
recognition of PSC Order 13-0023, which was in
docket nunber 12-0015. That was the order
approving the revised stipulation and settlenent in
the FPL rate case, the order, the attachnent, we
woul d just like to, out of an abundance of caution,
to have official recognition taken of that.

CHAl RVAN GRAHAM  Mary Anne.

M5. HELTON. That is not necessary, but it
it's certainly within your discretion to do so.

CHAl RMVAN GRAHAM  All right. Let's do it and
let's nove on.

M5. BARRERA: (kay. The second prelimnary
matter is that FPL has requested that M. Forrest
be taken last on the order of rebuttal. He is
still first on direct, but he would be taken | ast
on the order of rebuttal.

CHAl RVAN GRAHAM | take it nobody has got any
problemw th that.

Ckay, staff.
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M5. BARRERA: Staff is not aware of any ot her
prelimnary matters.

CHAl RVMAN GRAHAM  Ckay.

MR. SAYLER. M. Chairnman, one prelimnary
fromthe Ofice of Public Counsel.

Last week, you nade a deci sion on our notion
to dismss for |lack of subject matter jurisdiction.
| believe nowis the appropriate to tinme to raise
an objection to that decision, just to continue it
for the process should an appeal be taken of this
matter.

CHAI RMVAN GRAHAM  So - -

MR TRU TT: So we are renew ng our objection
that this comm ssion has any subject matter
jurisdiction to review any costs or charges, or to
approve those costs or charges, and require the
custoners to pay for them

CHAI RMVAN GRAHAM  Conmi ssi oner Brown.

COW SSI ONER BROMWN:  May | just ask, is that a
notion for reconsideration?

MR SAYLER. No ma'am It's an objection to
t he decision |ast week.

COMM SSI ONER BROMN:  Ckay.

MR MOYLE: And FIPUG would join in that

obj ection, just for the purposes of the record.

Premier Reporting

Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
14

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CHAl RVAN GRAHAM  Dul y not ed.

MR, BUTLER. And FPL woul d oppose the
objection, to the extent that's rel evant.

CHAI RMVAN GRAHAM  Prefil ed testinony.

M5. BARRERA: Yes. Each party will nove for
the prefiled testinony of its witnesses to be
entered into the record at the beginning of each
W tness' testinony.

CHAl RVAN GRAHAM  Exhi bi ts.

M5. BARRERA: Yes, Chairman. Staff has
conpil ed a stipul ated conprehensive exhibit |ist.
Everybody is in agreenent that the conprehensive
exhibit list itself wll be introduced into the
record as Exhibit 1.

The conprehensive exhibit list includes the
prefiled exhibits attached to the w tness'
testinony in this case. The |list as been provided
to the parties, the comm ssioners and the court
reporter. This list is marked, it's the first
heari ng exhibit, and the other exhibits should be
mar ked as set forth in the |list.

Staff recommends that the Stipul at ed
Conpr ehensi ve Exhibit List be entered into the
record as Exhibit 1 at this tine.

CHAl RMVAN GRAHAM kay. So we will enter the
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conprehensive exhibit list into the record.

(Whereupon, Exhibit No. 1 was received into

MR. MOYLE: So what's being entered into the
record is just the list, not the exhibits?

M5. BARRERA: Just the list. That's what we
normal |y do.

MR, BUTLER: M. Chairman, for clarification
on that. Issues 17 and 18 are Ms. Qusdahl's
exhibits, KO5 and KOO6. W filed, on Novenber 5,
errata to that. And I think that this is, as we
think it should be, referring to the corrected
exhibits, KO5 and KO- 6, that were filed as the
errata, but it doesn't literally say that here.
gi st wanted to confirmon the record that the
under st andi ng.

M5. BARRERA: Well, we're -- yes. \Wat we are
proffering is the conpleted exhibit, including the
errata sheets and the signature page.

MR, BUTLER: Al right. Thank you.

M5. BARRERA: Now, staff recomends that
exhibits |isted on the conprehensive exhibit |ist
as Exhibits No. 44 to 54 be entered into the record
at this time. Exhibits No. 2 to 43 wll be

proffered at the end of each witness' testinony by
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the parties.,

CHAl RVAN GRAHAM  So you want to enter the
Staff Exhibits 44 through 54 into the record at
this tinme?

MS. BARRERA:  Yes.

CHAl RVAN GRAHAM  We wi || do that.

MR. MOYLE: Can we be heard? W have sone
obj ections --

CHAl RVAN GRAHAM M. Moyl e.

MR, MOYLE: -- to sone of the exhibits. So
think the easiest way to go through themis to just
reference the interrogatories. There are a whole
host of discovery responses that are being put into
the record.

The first objection is to interrogatory
response nunber 34. It references a report -- an
I ndependent report that was prepared by an expert
who is not here to testify. There is nobody from
t he conpany. The conpany here, there is reference
in the interrogatory to this report, we don't think
it's proper and woul d object to that docunent
com ng in.

CHAl RVAN GRAHAM  Nunber 347

MR MOYLE: 34.

CHAl RVAN GRAHAM  The staff exhi bit nunber
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is -- which one corresponds to nunber 34?

MR, MOYLE: Yeah, so | guess it's technically
within 44, It says, staff's response to second set
of interrogatories nunbers --

CHAl RMVAN GRAHAM 12 to --

MR, MOYLE: -- 12 to 54. So this is 34, so
it'"s within that scope.

And maybe, just to nove it along. | know
y'all want to hear w tnesses and opening
statenents. Maybe | could just -- | shared this
with staff and let them | ook at ny objection |ist,
but maybe | could just read theminto the record,
we could figure it out on a break and naybe nmake a
ruling later, if you want to it that way.

CHAl RVAN GRAHAM  Let's go ahead and read them
t hr ough.

MR, MOYLE: Ckay.

CHAl RVAN GRAHAM  And then if | eave us a copy
of that so staff can go over it and we could talk
about after the break.

MR, MOYLE: Sure.

W have objections to 36, 37 and 38. Those
are interrogatories, and they ask questions about
PetroQuest, whether PetroQuest has defaulted on any

financial obligations; whether they are involved in

Premier Reporting

Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
18

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

any litigation; whether they have any regul atory
proceedi ngs that could adversely affect them

There i s nobody here from PetroQuest to tal k
about that. |It's hearsay, and you can't nake a
finding, you know, based on hearsay, so | want to
preserve that objection.

39, there is a question about, wll Standard &
Poor's inpute debt to this deal. And there is an
answer, but there is nobody -- | nean, it's
specul ative. It's kind of |ike, who knows what
Standard & Poor's may or may not do in the future,
so we woul d object to 39.

M5. BARRERA: Chairman, can we respond at this
tinme?

CHAl RVAN GRAHAM  No. Let's just go ahead and
read themall through, and they will give you that
list, and then when we take a break, if staff can
cone and sit down with ne and we can go over it.

M5. BARRERA: (Kkay.

MR. MOYLE: 86, the sane point made with
respect to 36, 37 and 38; hearsay and best
evi dence.

92 is an interrogatory answer that's sponsored
by witness -- | amsorry, not by wtness but by FPL

enpl oyee Terry Keith. Terry Keith is not here, so
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it's a -- we understand it to be an answer that
Terry Keith signed an affidavit and says, you know,
| did this answer, but he is not here. So 92

shoul dn't cone in on that basis.

The same with 128 and 129, which is a risk
profile question, Joseph Balzaro (sic) is the one
who signed the affidavits for those. He is not
here. The sane with 140, Melissa Linton and Terry
Kei t h.

And then sane objections with 167, 169 --
actually, there is 167, 168, 169, 170, 171, 172,
173, Melissa Linton and M. Yupp (sic) are the
peopl e who sponsored those interrogatories. They
are not -- they are not here, so those should not
conme in.

And then 126, again, is an answer to a
question about this Forrest Garb i ndependent expert
report. It talks about -- the answer tal ks about
oh, they are independent and people rely on them
They regul ate conpanies that are SEC traded
conpanies. Again, there is nobody here fromthat
conpany, it shouldn't cone in.

So those are the objections that we have.

CHAI RMAN GRAHAM  The question | have for you,

and it sounds |i ke you have sone valid points.
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Were you not able to cross-exam ne or question any
of these people that you are speaki ng of?

MR. MOYLE: Well, none of themare w tnesses.
The people that we deposed down in Juno Beach were,
you know, were the wi tnesses that FPL put forward,
their two internal wtnesses, and then M. Deason.
And then they have a M. Taylor, who is not with
FPL, but he is with an FPL subsi di ary conpany.

CHAl RVAN GRAHAM St aff, briefly help ne
through this. | know you can get into the details
| ater, but tell nme the people that aren't here that
he wanted to question, why is it that he doesn't
have the opportunity to cross-exam ne these peopl e?

M5. BARRERA: Well, | believe that -- first of
all, it is the Comm ssion's practice to introduce
responses to interrogatories. Having said that,
there was no objection previously filed, so that |
don't believe FPL had the chance to call these
W t nesses, or even staff to call these witnesses to
i ntroduce the exhibits into the record. M. Myle
Is free to cross-exam ne the witnesses that are
avai |l able as to these statenents since,
essentially, the interrogatories were propounded to
FPL, and so it is FP&L's position on these

I nterrogatories.
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So if the witnesses are not available -- the
present wtnesses are not available to discuss the
matters in the interrogatories at that tine, then
the chair is free to nake a ruling as to the entry
of these interrogatories.

CHAl RVAN GRAHAM I f he had nmade an objection
earlier, he could have requested those specific
people to be here, though, to be cross-exam ned?

MS. BARRERA: Yes, sir.

MR, MOYLE: Well, just so the record is clear,
that -- | didn't get the list of these docunents
until last Monday. You know, | didn't know what

docunents staff was going to try to put in unti
Monday. | -- you know, that was two days before
Thanksgi ving. Sone of these people are third
parties. Subpoenas -- | nean, | don't think the

time would go have worked very well for ne to get

that. But even then, | am going to subpoena them
for trial? | nmean, it's kind of a challenge.
CHAl RVAN GRAHAM | nean, | know - -

MR. MOYLE: That's not consistent with how,
you know, the practice here, which is not to have a
| ot of live witnesses, to have all the prefiled
testinony. So -- | nean, | guess if you are going

to say, well, | could subpoena them and put them up
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as alive wtness, | guess | could on a go-forward
basis, but that's not ny understandi ng of how
things typically work here.

CHAI RMVAN GRAHAM  Well, ny -- | amjust trying
to get you answers to the questions it sounds |ike
you have. And if the wtnesses they have here can
answer those questions, ny -- | amjust trying to
under stand why those people specifically they need
to talk to. It seens |ike you have not been given
the opportunity, and | don't knowif it's because
you weren't tinely enough to give that opportunity
or you just weren't given the opportunity, and
that's what | amtrying to weed through.

MR, MOYLE: Sure. Yeah -- well, like, for
exanpl e, the independent expert report, that's
attached to the testinony of M. Taylor. He is
trying to put it in. W are going to say, hey,
that's not proper. | nean, if you have got an
I ndependent expert report, you ought to put the
I ndependent expert report so you can cross them
and | say, yes, | the independent expert, here's
what | did. You can ask themlive questions. You
don't ask M. Taylor, who it's all hearsay from M.
Tayl or, who goes, yeah, | read the report, you

know, and here's what it says. That's not
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consistent with ny understanding with, you know,
trial practice and jurisprudence and cross-exam ne
of W tnesses.

CHAI RMVAN GRAHAM  Let's -- nake sure that
staff has got a copy of that list of objections you
put in there --

MR MOYLE: Ckay.

CHAl RMAN GRAHAM  -- and then after the break,
staff and | will go through that stuff. But as we
go through, if we hit a sticking point, we wl|l
have to work through it at the tine.

MR, MOYLE: Sure.

MR, BUTLER. M. Chairnman, may be heard
briefly on this?

CHAl RVAN GRAHAM  Sure.  Yes.

MR BUTLER: First of all, just a
clarification. Dr. Taylor works for an affiliate
of FPL, it's not a subsidiary of FPL, but nore to
the point of M. Myle's comments.

First of all, we never received a request to
have a deposition or any other formof inquiry of
these individuals, and certainly would have tried
to acconmmodate if had -- | understand his point
that he didn't learn that these were going to be on

an exhibit list until late, but | just want to

Premier Reporting

Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
24

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

makes it clear that we didn't stand in the way of
anyt hing at FPL.

| would also note, regarding M. Myle's |ast
comment, that Dr. Taylor, | think, will be very
clear as an expert in his field of gas reserve
evaluation, and it's routine for experts to rely on
materials that are of the type that are used within
their field as sources of information to apply
their expertise. And | think you wll find, when
you get to that point, that M. Taylor -- or Dr.
Taylor is abundantly qualified to have relied upon
the FDA report that M. Myle referred to.

CHAI RMAN GRAHAM | hope you are right. |
think as we go through this, we will figure our way
through it. | knowthis is newterritory we are
goi ng through, so | want to nmake sure we dot as
many |'s and cross as nany T's as we can.

Any ot her objections about staff entering
their Exhibits 44 through 547

Al right.

MR, MOYLE: Just point of clarification, does
that include the deposition of M. Forrest and the
errata, which was the contract that was not
attached to M. Forrest's original prefiled

testinony is what you are trying to put in now?
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M5. BARRERA: The conpl ete deposition of M.
Forrest is what we are trying to put in now. So
what ever was added, not added, it's the conplete
deposi ti on.

MR, MOYLE: So does that include the filing
that FPL nmade as an errata filing, which is a 60-
or 80-page contract that was attached to his
testi nony?

M5. BARRERA: My understanding -- if | am
m slabeling it -- ny understandi ng was that that
contract was Exhibit Gto a direct testinony, not
to the deposition. And it was -- at the tine that
we took the depositions, it was discovered, and
then FP&L, everybody agreed, to nake it into a late
filing and FP&L filed it. M. Butler, | believe

that's -- do | --

MR MOYLE: | don't think everyone agreed to
it.

M5. BARRERA: Well, you asked for it -- excuse
me -- so we provided it on the 14th of Novenber.

MR MOYLE: So at the right point in tine, |
woul d |i ke to nake an objection to a docunent, a
contract, that was not produced, that was not
available. It was supposed to be part of M.

Forrest's testinony at his deposition, it wasn't
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there. It was a 60-page docunent. FPL nmade a
filing, and they said, this is an errata, the 60
page contract. | don't want to not object at the
right point in tinme and have sonebody say, well,
you mssed it, Myle. It already cane in. So
I'm--

MR, BUTLER: Just to clarify, M. Chairmn
that's not an exhibit to M. Forrest's deposition
exhibit. It is an errata -- what it is, it's an
exhibit to an exhibit. The exhibit is in M.
Forrest's testinony. The exhibit has several
attachments to it.

One of the exhibits to that master agreenent
was i nadvertently omtted. That's what M. Myle

is referring to. We will be asking that it be

included with his exhibits as an errata. But right

now, it's not part of the deposition adm ssion

question that Ms. Barrera is referring to.

CHAl RVAN GRAHAM  Ckay. Well, we are going to

hold off on the staff's exhibits until after we

take our break and then go over that list that M.

Moyl e's got, and then we will decide if we are
going to take that up or not.
MR, SAYLER. M. Chairnman, just for

clarification. M understanding is we are
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1 di scussing Staff's Exhibits 34 through 54.

2 CHAI RMAN GRAHAM  That's correct.

3 MR, SAYLER: It is the depositions there, and
4 55 to 58, and OPC doesn't have any objections to 44
5 t hrough 54, but we do have specific objections to

6 the four deposition transcripts at the appropriate
7 time.

8 CHAl RVMAN GRAHAM  Ckay.

9 M5. BARRERA: Yes. M. Chairman, we are

10 requesting the introduction of 55 to 58. | just

11 made a m st ake, because | understood that anything
12 prior to 54 was stipulated to. So now that we find
13 out that M. Myle has stip -- not stipulated to

14 those exhibits, | -- we readdress ny introduction
15 requesting to introduce exhibits of staff from

16 Exhibit 44 to Exhibit 58.

17 CHAI RMAN GRAHAM  So you are not looking to

18 i ntroduce themright now?

19 M5. BARRERA:  Pardon?

20 CHAl RVAN GRAHAM  Say what you said again,

21 because you just confused ne.

22 M5. BARRERA: Ckay. | noved to introduce

23 Staff's Exhibit 44 to 58, not 44 to 54. It's

24 actually 44 to 58.

25 CHAl RVAN GRAHAM  Ckay. Well, we said that we
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are going to hold off on 44 to 54.

M5. BARRERA: Right.

CHAI RMAN GRAHAM  Now | et's hear what OPC has
got to say about 55 through 58.

M5. BARRERA: Right.

CHAI RMVAN GRAHAM M. Sayl er.

MR, SAYLER: Thank you, M. Chairman.

Good norning. OPC would like to address
staff's request to admt Exhibit 55 to 58. These
are the deposition transcripts of the four FPL
W t nesses that were taken earlier in Novenber.

OPC does not object to the inclusion of
staff's portion of the deposition transcripts, but
we do object to the inclusion of OPC and FI PUG s
portion of the deposition transcripts. W believe
that it's unnecessary, repetitive and barred by the
Florida Statutes and Rul es of Procedure.

As a conprom se, when this cane to |ight and
we infornmed staff of our objection to the inclusion
of our portions of those deposition transcripts, we
offered that if staff would identify what portions
of the transcripts they thought were essential for
the record, we would review and potentially
conprom se. \Wat we don't want do is to conprom se

our case by just flatly introducing all aspects of
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t he depositions, but that was rejected.

On an e-mail fromstaff on Novenber staff
wote, "as customary, staff will be introducing the
entire transcripts and exhibits of the depositions
of the witnesses. As we all know, under the
evidentiary rules, partial transcripts are only
acceptable if all parties agree. So we w !l not
agree to stipulate to the portions of the
transcripts so, parties, please go ahead and
prepare to address objections at this tine that the
exhibits are offered. Thanks, and have a great
weekend." That's end of the e-mail.

Qur argunents in support of excluding our
portion of the deposition transcripts are as
follows: One, we know that this is a Section
120.57(1) evidentiary hearing involving disputed
I ssues of material fact. W know that the Uniform
Rul es of Procedure, Chapter 28-106, deci sions
determ ni ng substantial interest are controlling in
this proceedi ng, and that the Comm ssion nust
conply with the requirenents about Chapter 120 and
the UniformRules as it relates to this proceeding,
including this evidentiary records.

Rul e 28-106. 206, whi ch governs how di scovery

I's obtained states, "parties nmay obtain di scovery
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t hrough the neans and in the manner as required by
the rules of Florida's Rules of Cvil Procedure",
and it lists those rules. And now we are in the
heari ng phase and it's really not the right tine to
conti nue doing discovery during an evidentiary
heari ng.

Furt hernore, pursuant to the rules of -- the
Florida Rules of Cvil Procedure, transcripts of
depositions are not filed routinely as a matter
with the Court, or in this case it's not custonary
to include deposition transcripts into the record.
The rule that allowed transcripts of depositions to
be just routinely admtted into the record, that
was repealed in 1992.

Now, this is the rule that governs the use of
admtting transcripts into the record, that is
Florida Rule 1-310 subsection (f) subsection (3),
subpart (a) states that rule states that
transcripts maybe filed by a party or a wtness.

Staff has made it abundantly cl ear on nunerous
occasions that staff is not a party to the
proceedi ngs before this commssion. And if staff
asserts that it's not a party to this proceedi ng,
then staff cannot introduce the entire deposition

transcript. There is a question of whether staff
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can even conduct discovery or even admt any
evidence into the record if they are not a party.
And OPC asserts that staff can't use its non-party
status as both a sword and a shi el d.

Furthernore, Section 120.59(2) subsection (Q)
prohibits the inclusion of irrelevant, inmateri al
and unduly repetitious evidence into the hearing
record. Let nme quote the statute.

Quote, "irrelevant, immterial or unduly
repetitious material, repetitious evidence shall be
excl uded, " end quote.

The depositions conducted by OPC and FI PUG
were truly discovery depositions, so there is
material in those transcripts that is both
irrelevant, immterial and unduly repetitious and
shoul d be excluded. That's why we asked staff to
identify what portions of the transcripts they
t hought were essential for the record.

Again, we attenpted to conprom se, but that
didn't happen. However, | would like to point out
that, back in 2009, during the big FPL and Duke --
or Progress rate cases, when staff was trying to
I ntroduce deposition transcripts into the record,
they worked with all the parties to explain what

portions of the transcripts they would Iike
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i ntroduce, and there was conprom se between the
parties and staff to allow those deposition
transcripts to be stipulated into the record. But
portions of the transcripts that were not
stipulated into the record, and staff thought was
essential for the record, staff went ahead and
asked those questions |live and cross-exam ned those
W t nesses to establish that record.

And finally, Rule 0.330 subsection (a) of the
Florida Rules of Cvil Procedure governs the use of
depositions at trial, subsection (c)(4) states, if
only a part of the deposition is offered into
evi dence by a party, then an adverse party may
require introduction of any other part that is, in
fairness, should be considered and any other party
may i ntroduce those parts.

Again, we don't believe the whole transcript
should go in unless it's requested by a party or an
adverse inpairnment. There is no rule of
conpleteness as it relates to the deposition
transcripts. And third, if staff is not an adverse
party or a party, then OPC maintains that staff
cannot require the introduction of the transcript.

And there may be another issue of Cherry

violation if staff recomends to you that these
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1 depositions -- or this evidence should go into the
2 record because staff is supposed to be neutral, not
3 take a position by advocating that certain evidence
4 should go into the record, that could cut agai nst
5 OPC, it could cut against Florida Power & Light, or
6 FPL, in the positions that we take. So in that
7 sense, there is a potential of a Cherry violation
8 by just whol esal e putting evidence into the record
9 that parties object to.

10 Thank you.

11 MR, MOYLE: M. Chairman.

12 CHAl RVAN GRAHAM  Mary Anne.

13 M5. HELTON: | amgoing to try to address the

14 argunents that M. Sayler raised. | hope that |

15 hit upon everything. | may have m ssed sone of

16 t hem

17 He quoted to you a part of Section 120.569

18 subsection (g), but he left out sone of that. The

19 rest of the paragraph says that all other evidence

20 of a type commonly relied upon by reasonably

21 prudent persons in the conduct of their affairs

22 shall be adm ssible in Section 120.57 proceedi ngs,

23 and that's what we are in today. Wether or not

24 such evidence would be adm ssible in atrial in the

25 courts of Florida, any part of the evidence nay be
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received in witten form and all testinony of
parties and wi tnesses shall be made under oath.

| am not sure why Ms. Barrera wants the entire
transcript in, but that has been a common practice
i n Comm ssion proceedings. There was a tinme -- |
think M. Sayler said it was the 2009 Fl ori da Power
& Light rate case where only portions of
transcripts were in. That case was a very uni que
case in Comm ssion history, and | am not sure that
that is a -- while that happened, that's not the
typi cal practice of Comm ssion proceedi ngs.

Wth respect to the argunents, whether -- that
staff is not a party, and that we are, perhaps,
goi ng down the road of Cherry violations if staff
were to admt -- ask for evidence to be admtted
into the record, or to conduct discovery in the
case, | disagree with that.

When you read the South Florida Natural Gas
case, and the LEAF case, when they objected to the
conservation goals back in the early '90s, | think
the Court nade it very clear that when the
Conmm ssion is going through a rate-mking
process -- and | think that we are in a rate-naking
proceedi ng here today -- that you may rely on your

staff to conduct discovery; you may rely on your
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staff to ask questions during the course of the
proceedi ng, and that there is no Cherry violation
in doing so, and it is a conpletely appropriate
practice for the Conm ssion staff.

| think, if | remenber right, the South
Florida Natural Gas case tal ks about that you,
sitting as the tribunal, can not be expected to get
into each case and do the digging that you expect
your staff to do. And | don't know how staff can
hel p you devel op a record w thout conducting
di scovery. | don't know how staff can help you
build a record for you to nake a decision if they
cannot allow you to see that discovery during the
course of the proceeding.

| think that under Rule 1.330 of the Rul es of
Cvil Procedure, it is appropriate for the
Comm ssion to all ow deposition transcripts to go
into the record. The rule that M. Sayler quoted
you -- or the paragraph that M. Sayler quoted you
in rule nunber four, it says that, yes, any -- an
adverse party may require the party to introduce
any other part of, in fairness, of a deposition
transcript. But the last part of that paragraph
al so says that any party may introduce any ot her

part .
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CHAl RVAN GRAHAM M. Moyl e.

MR, MOYLE: | just wanted to be on the record
joining in the objection that was articul ated by
the O fice of Public Counsel for the reasons they
set forth. | won't go through them

| guess | would just nake one observati on,
that this is a factual determ nation on a new issue
for everyone, including the Conm ssion, and these
deposi tions were discovery depositions to | earn
nore about, you know, what is going on.

Al of the wtnesses involved will be here on
the stand, so, you know, the depos cone in. | read
them you know, they are not that exciting. But
for you all to understand all of the facts
contained in there, | would suggest the better
practice is to ask live witnesses on the stand
guestions, as conpared to taking whol esal e
depositions and then putting themin, particularly
to the extend that findings of fact are going to be
made on them

So we would join in the objection.

MR, LAVIA: M. Chair, Retail Federation would
join too. This is an issue about protecting the
record.

Thank you.

Premier Reporting

Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
37

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

25

M5. BARRERA: M. Chair man.

CHAl RVAN GRAHAM  This i s untouched ground
that we are dealing with right now, and in this
case, especially staff is trying to get as nuch
information into the record we can get so they can
cone up with a final order, or a fina
recommendation. So | amgoing to allow 55 through
58 to be entered. We will cone back to 44 through
54 after the break.

(Wher eupon, Exhibit Nos. 55 through 58 were
ved into evidence.)

CHAI RMAN GRAHAM  Staff, what's next? Is it
openi ng statenents?

MR, SAYLER: M. Chairman, for the record, we
object to the ruling, and we wll preserve that for
appeal .

CHAl RVAN GRAHAM  Dul y not ed.

MR, MOYLE: M. Chairman.

M5. BARRERA: At this point, M. Chairman, it
is the time for opening statenents of the parties.

CHAl RVAN GRAHAM M. Moyl e.

MR, MOYLE: Sir, | just had two other brief
prelimnary matters. One, in the discussion with
the prehearing officer, FIPUG w tness M. Poll ock

may have an issue, and so | ask that he be all owed
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1 to go on Tuesday. | wll -- 1 didn't want to

2 surprise you. | just wanted to advise you that |

3 amtrying to figure that out, and I will work with
4 FPL and others on the M. Pollock issue.

5 And then secondly, with respect to order of

6 cross and openi ng, we have agreed anongst oursel ves
7 that it would go fromthe set of to the right, with
8 OPC going first. | think that typically happens,

9 but | just wanted to nmake you aware of that as

10 wel | .

11 CHAI RMAN GRAHAM  You nean fromthe right to
12 the left?

13 MR. MOYLE: Depending on where you are

14 sitting, right.

15 M5. BARRERA: Well, ny understandi ng,

16 Chairman, is that FP&L's w tnesses go first, then
17 OPC, then FIPUG So | am kind of not understandi ng
18 what M. Myl e neans.

19 CHAI RMVAN GRAHAM Wl |, as far as wtness

20 order goes, as far just as -- just as long as

21 Fl ori da Power & Light and the other intervenors, if
22 It doesn't matter to them it doesn't matter to ne.
23 MS. BARRERA: That's fine. WlIl, it's the

24 same is all | am saying.

25 CHAI RMAN GRAHAM  Fai r enough.
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Al right. Anything else before we go to
openi ng statenents?

And it says here that Florida Power & Light
has got 10 mnutes, and the intervenors wll have
20 mnutes to share, |I take it, and you guys ki nd
figure out howto divvy that up, all right.

MR, SAYLER  Yes.

CHAI RMVAN GRAHAM  All right. M. Butler.

MR, BUTLER: Thank you. Good norni ng,

M. Chairman and Conmi ssi oners.

W are here today to consider a truly exciting
opportunity, to take a neasure of control over what
FPL and our custoners pay for the gas that runs
FPL's power plants.

In a nutshell, FPL is proposing to replace a
smal|l portion of its existing financial hedging
programwith a formof |onger term physical hedging
that it is also expected to produce custoner fuel
savings. And the approach that FPL proposes to
take is step-wise in nature so that FPL can nove
forward with this innovative programin a
t hought ful and neasured way, subject to regular and
meani ngf ul conmm ssi on revi ew.

The need for FPL's proposal is clear. In

recent years, FPL has invested in clean, fuel
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efficient natural gas generation facilities. The

I nproved efficiencies conbined with the currently

| ower natural gas prices have hel ped FPL keep its
custoners' bills low FPL's investnents in natural
gas power plants have saved custoners nore than six
and a half billion dollars in fuel costs since
2001, and they wll continue to provide custoner
savi ngs for decades.

As a consequence of these efforts to keep
custoners' bills |ow and reduce em ssi ons,
approximately 65 percent of the electricity that
FPL supplies to custoners cones from natura
gas-fired generation. This neans that natural gas
is the | argest single conponent of FPL's fuel bill.

In a hearing held in this docket a little over
a nonth ago, you approved 2015 Fuel C ause factors
that will recover nore than $2.9 billion that FPL
will pay to buy natural gas all at nmarket prices
that are extrenely volatile. Wth natural gas
representing such a |l arge conponent of FPL's fuel
bill, we have been searching for a way to both
reduce and stabilize the cost of natural gas for
custoners. W believe we found the answer.

FPL is proposing to invest in gas reserves

that would neet a portion of our gas needs at the
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1 cost of production, rather than having to buy that
2 sane volune of gas at market prices. Consistent

3 with the Comm ssion's established precedent, FPL is
4 asking to recover the cost for the gas reserve

5 I nvest nent through the Fuel C ause, including a

6 return on FPL's investnent at the m dpoint of the
7 Conmm ssi on approved ROCE

8 Recovery through the Fuel C ause sinply

9 repl aces one formof gas cost wth anot her.

10 Accordingly, not allow ng the cost of gas reserves
11 to be recovered through the Fuel O ause would be a
12 significant disincentive to such an investnent. At
13 the sane tine, Fuel C ause recovery provides

14 assurance that custoners will pay only the actual
15 cost of the gas reserves with the cost being

16 subject to routine annual audits by Comm ssion

17 staff.

18 | f approved by the by the Comm ssion, FPL wi ||
19 house gas reserves in a wholly owned subsidiary in
20 order to provide greater accounting transparency,
21 tax advant ages and ot her custoner benefits. The
22 subsi di ary woul d be consolidated wwth FPL for

23 regul atory purposes and would transfer gas to FPL
24 as the cost, raising none of the concerns about

25 conventional affiliate relationships that OPC and
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FI PUG suggest.

This past spring, FPL identified an excell ent
candi date for the first gas reserves project in the
Whodf ord Shal e region of the Cklahonma's Arkoma
basin. The Wodford will allow FPL to partner with
PetroQuest, an industry | eader in gas devel opnent
and production fromthe Wodford region, with which
FPL's affiliate, US Gas, already has extensive and
favorabl e experience. It wll be |located an area
where PetroQuest and US Gas al ready have been
produci ng gas for several years.

FPL's witness Dr. Tim Tayl or has an exhibit
that vividly illustrates the advantage of this
| ocation. We have put a poster size version up
here on the left. It's his exhibit TT-8.

The red boundary |ines, roughly rectangul ar
area on this exhibit, show the area where the
Whodford Project wells will be | ocated. The bl ack
i nes show the existing US Gas wells, all of which
are currently producing a strong, predictable flow
of gags. The purple lines on the exhibit show
where the new wells in the Wodford Project will be
drilled for FPL.

As you can see, each of the purple lines is

very close to a black Iine. This neans that FPL's
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new wells will be tapping into the exact sane
reservoir of gas as the existing US Gas wells. As
a result, there is an extrenely strong |ikelihood
that the new wells will be just as productive as

t he exi sting ones.

You will hear a ot fromthe intervenors about
the risk associated with the gas exploration
busi ness, but Dr. Taylor's exhibit shows quite
clearly that the Wodford Project isn't gas
exploration. [It's the straightforward busi ness of
extracting additional gas fromthe known producing
reserve.

Wil e OPC and FIPUG do their best to conflate
exploration with production risk, the two
activities are not even in the sane ZI P Code as far
as the risk profiles. As Dr. Taylor puts it, the
Whodford Project is derisked.

Anot her huge advantage for FPL's custoners is
that the Whodford Project will produce what's
referred to as dry gas, neaning that it's al nost
all methane. Now, that's exactly what FPL needs to
burn in its power plants. By fortunate
condition -- or coincidence, dry gas isn't the
current focus of oil and gas producers looking to

sell their outputs in the open nmarket. Therefore,
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the Whodford Project is available to FPL on
extrenely favorable terns.

Tal ki ng about those favorable terns; FPL
estimtes that the Wodford Project wll save
custoners al nost $107 million on a net present
val ue basis, for an investnent of only 191 mllion.
And those savings are projected to start in year
one and continue in each and every year thereafter.
This is illustrated by FPL wi tness Sam Forrest
exhibit SF-7, which is the blowp on the right in
front of you.

If you | ook on that exhibit, you will see a
yellow line that is below a red Iine. The yellow
line represents the estimted cost of production
for gas fromthe Wodford Project, and the red |line
Is the projected market price of gas. As you can
see, the yellowline is |lower than the red line
t hroughout the entire life of the project. This is
a remar kabl e opportunity.

You will hear a ot fromintervenors about
uncertainty in the gas price forecast used to
eval uate the Whodford Project. It's true that
there is no certainly in gas price forecasting,
because the prices thenselves are quite volatile.

But uncertainty in forecasted gas prices shouldn't
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obscure two fundanental and essential points about
t he Wodford Project.

First, the Whodford Project is estimated to
generate tens of mllions of dollars in net present
val ue fuel savings for custoners under all three
al ternative approaches to gas price forecasting
presented by the intervenor witnesses. This is
illustrated on M. Forrest's rebuttal exhibit
SF- 10, which shows custoner savings ranging from
26.8 mllion to $90.8 mllion under the
i ntervenors' three forecasting approaches. Those
substantial estinmated savings show that the
Whodford Project is a great deal for custoners
under a wi de range of gas price assunptions, even
t hose underpinning the intervenors' positions in
this case.

Secondly, and equally inportant, the
I ntervenors' testinony about uncertain gas prices
hi ghl i ghts the val ue of the Wodford Project as a
fuel price hedge. The cost of production fromthe
Wodf ord Project will be the sanme regardl ess of
what gas prices turn out to be. This decoupling is
exactly what one wants in a fuel price hedge, and
the Whodford Project can provide this hedging

benefit over a considerably longer tinefrane than
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Is achi evabl e under FPL's current short-term
financi al hedgi ng program

Anot her central intervenor thene is that FPL
supposedly will be guaranteed a return on gas
reserve projects. This is sinply untrue. In fact,
it's belied by OPC s and FI PUG s frequent
chal l enges to FPL's recovery of investnents and
expenses on a w de range of theories.

As is clear fromFPL's petition and supporting
testinony in this case, the Comm ssion and the
intervenors will review the prudence of gas
reserves costs. FPL may only recover the costs if
they are prudently incurred. There is no
guar ant ee.

Furthernore, while the intervenors fret about
FPL earning its authorized m dpoi nt ROE on gas
reserves investnents, even if custoner savings turn
out to be lower an projected, they conveniently
i gnore the converse, that FPL wll earn no nore
than its authorized m dpoint ROE if custoner
savings turn out to be greater than projected.

That prospect is by no neans renote.

The estimated $107 million in custoner savings

is a mddle of the road figure, based on the sane

forecast that FPL used for its 10-year site plan
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and the recent DSM goal s docket. Actual savings
coul d be either higher or |ower.

Again, FPL is sinply asking to recover the
cost for the gas reserves project in the sane
manner that FPL and other utilities recover a host
of other -- or yeah, excuse ne, recover a host of
ot her costs through the Fuel C ause.

Finally, let nme comment briefly on FPL'Ss
proposed gui delines for future gas reserve
proj ects.

During FPL's search for a suitable initial
project, it becane clear that potenti al
counterparties are unwilling to defer closing on a
project for the anmount of tinme required by
regul atory review and approval. In this instance,
FPL was able to structure an arrangenent whereby
its affiliate US Gas initially owns the Wodford
Project but will transfer it at cost to FPL if we
recei ve your regulatory approval. However, FPL
cannot count on of that arrangenent, which anounts
to US Gas giving FPL a free option for future
proj ects.

Therefore, FPL has proposed guidelines wthin
whi ch FPL could confidently nove forward with

future projects that likely would not remain
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available if FPL had to wait for an advanced
prudence determ nation. The guidelines in no way
precl ude subsequent prudence reviews of such
projects, but rather provide the context within
prudence woul d be eval uat ed.

In summary, FPL | ooks forward to presenting
its case to you and responding to your questions
about our gas reserves proposal. W are confident
that the nore you understand the proposal, the nore
you Wi I | appreciate what an exciting opportunity it
wi Il be both to reduce and stabilize of the cost to
custoners of the biggest conponent of FPL's fue
bill.

Thank you.

CHAl RMAN GRAHAM  Thank you, M. Butler.

| take it we are going to start on this end
and work our way through?

MR SAYLER: Yes, sir.

CHAl RMVAN GRAHAM  All right. M. Sayler.

MR, SAYLER: Al right.

CHAl RVAN GRAHAM  You have the top end of 20
m nut es.

MR SAYLER Sir?

CHAl RVAN GRAHAM  You have the top end of 20

m nut es.
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1 MR, SAYLER: Al right. Thank you.

2 Good norning, M. Chairnman, Conm ssioners.

3 Erik Sayler wwth the O fice of Public Counsel on

4 behal f of FPL's custoners. |1'mgoing to provide a
5 qui ck roadmap to ny opening argunent.

6 First, | amgoing to provide a brief overview
7 of FPL's proposal that differs somewhat from how

8 they charactered it, how that departs from Chapter
9 366, |ist sone reqgulatory policy issues that OPC
10 has with FPL's proposal that we think you shoul d
11 consider, and list a fewthings that FPL is

12 prom sing but cannot guarantee to the custoners and
13 share sone concl udi ng observati ons.

14 First, we are gathered here today because FPL
15 has filed a petition in this docket to invest in
16 natural gas reserves. That is to invest in

17 quantities of gas that FPL projects will be in the
18 ground and cost-effective to extract over the

19 50-year life of these projects.

20 FPL wants to obtain a portion of its natural
21 gas to generate electricity at what they call as
22 production cost instead of market cost. |It's

23 i nportant for you to note that, despite FPL's

24 characteri zation, acquiring gas at well head or

25 production cost is quite different fromthe risks
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associated wth obtaining it at market cost.

I n addition, FPL proposes to presunptively
recover through the Fuel O ause all costs
associated wwth FPL's gas reserves investnents so
| ong as those investnents neet FPL's proposed
gui delines. The inportant thing for you to
consider today is really the guidelines, because
that's where all the noney is at, up to
$750 mllion a year.

Those costs would be FPL's share -- portion of
t he production cost that FPL nust pay its natural
gas drilling partners. But to obtain gas at
production costs requires FPL to invest in a highly
conpetitive and risky natural gas exploration
drilling and production industry, an industry in
whi ch FPL has no experience. |Instead, FPL proposes
to shift all the risks associated with the industry
and its proposed investnents to its custoners in
exchange for a guaranteed, trued up sharehol der
return on those investnents so |l ong as they neet
FPL's broad and generous gui deli nes.

Secondly, FPL's proposal is not a hedge. Wen
you hedge, you elimnate or m nimze risks instead,
FPL is proposes to shift all the risk to the

custoners wthout really mnimzing or elimnating
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any ri sks.

FPL's proposal is a clear departure fromthe
regul atory paradi gm established by the Legislature
in Chapter 366. As you know, utilities are all owed
an opportunity, not a guarantee, an opportunity to
earn a reqgqulated return or profit on any utility
i nvestnment that is allowed pursuant to Chapter 366,
and that is deened used and useful in the public
service by this comm ssion.

For an electric utility, those investnents are
I n generation, transm ssion, distribution plant
services, along with the necessary equi pnent to
support those functions, trucks, warehouses, heavy
equi pnent and supplies. If it is deened used and
useful in the public service, then it's placed into
rate base, and the utility has an opportunity to
earn its regulatory return or profit on it.
Simlarly, if a cost is determned to be an expense
by this comm ssion, then the utility does not earn
a return on that.

For instance, the cost of fuel recovered
t hrough the Fuel C ause is an expense, and thus, an
electric utility does not earn a return or profit
on this cost. But FPL is actually proposing to

earn a profit or return on fuel costs that it flows
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t hrough the Fuel d ause.
Pursuant to Chapter 366, drilling for natural
gas is not a core function for supplying
el ectricity, nor are natural gas reserve
I nvestnent, quote, "fossil fuel related costs

normal Iy recovered through base rates,"” end quote.
Moreover, to date, no regulated electric utility
has never attenpted to invest in gas reserves that
FPL is proposing, $750 million a year, attenpted to
put gas reserve investnents into rate base, or
attenpted to seek recovery of those costs inits
base rates.

So by definition per statute and per prior
Conmm ssi on orders and precedent, FPL cannot recover
t hese gas reserves investnents through base rates
or, as FPL proposes, through the Fuel C ause.

FPL's petition can be summed up as a new way
t o decoupl e sharehol der risks from sharehol der
profits by shifting all the risks associated with
the natural gas industry to the custonmer. FPL's
proposal is a significant paradigmshift fromthe
custoner protections automatically built into the
regul atory conpact. Its petition is a gane
charger, not only for FPL, but for every other

regulated utility in the state of Florida that has
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natural gas fired generation. Up.

Here are a few regul atory policy issues that
t he custoners have:

FPL is petitioning the Conm ssion to approve
as prudent the Wodford Project partnership with
PetroQuest, along with all the future costs
associ ated, both known and unknown, associated wth
this venture.

Secondly, the guidelines are sonething you
shoul d carefully scrutinize because FPL wants the
Conmm ssion to approve guidelines that provide for
presunpti ve prudence determ nation on the
front-end, and presunptive Fuel C ause recovery for
costs, including sharehol der profits, associ ated
with the future natural gas reserve investnents
that FPL mekes.

Mor eover, FPL's proposal under the guidelines
does not allow the Conm ssion to review the
reasonabl eness or prudence of any of the nmanagenent
deci sions or activities that cause the costs which
FPL seeks to recover. Once FPL invests in a gas
reserves project to its guidelines, it's
essentially on a glide path to recovery.

Secondly, Comm ssion staff which does a great

job auditing utilities, will really be limted in
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their ability to audit the utilities and be limted
to auditing the JIB sheets submtted by FPL's
producti on partners.

Essentially, FPL wll be reconciling the
checkbook -- or excuse ne, the Comm ssion will be
reconciling the checkbook. They won't be able to
really see if any of those costs incurred were
reasonabl e or prudent.

As noted, FPL proposes to recover its
i nvestnments through the Fuel C ause, and they
propose to recover all their investnents,
regardl ess of whether any gas is found or produced,
or whether the gas production costs are at or bel ow
mar ket price.

FPL's proposal essentially will transformthe
fuel cost recovery clause into a guarantee risk
hol der/ shar ehol der profit center for any investnent
that FPL clains, projects or forecasts on the front
end, could result in net fuel savings to custoners
over 50 years.

Those are the things -- these are the things
that FPL prom ses but can't guarantee. |Its
petition is long on prom ses forecasted fuel
savings to custoners, but is short in providing

guarantees that custoners realize those fue
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1 savi ngs.

2 One of the contingent requirenents to seek

3 recovery through the Fuel Cause is that the

4 reserve -- or the investnent will result in fue

5 savings. However, FPL is not saying that it wll

6 result in fuel savings. They are projecting fuel

7 savings. And FPL's projections of fuel savings are
8 based on a |l ot of variables, alnost all of themare
9 conpletely outside of FPL's control.

10 For instance, over the next 50 years, FPL

11 cannot control the market price for natural gas,

12 | et al one accurately forecast the market prices

13 fromyear to year

14 Over the next 50 years, FPL cannot control the
15 costs of exploration, drilling, hydric fracturing,
16 or fracking, and the production costs needed to

17 extract natural gas.

18 OPC nentions fracki ng because the Wodford

19 Project is a shale gas play, and the only way to

20 obtain any shale gas in a sizable quantity is

21 t hrough frayi ng.

22 Further, FPL control or ensure the production
23 costs wll remain at or below the market price for
24 natural gas. And we are talking a 50-year horizon.
25 Further, FPL is cannot control or guarantee
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that the Whodford Project, or any of its other gas
reserve projects, wll produce the projected

vol umes of gas necessary to keep the lights on in
Florida. FPL, in its proposal, wants to purpose
about 20 percent -- or replace 25 percent of its
daily natural gas burn with these proposals. And
i f FPL cannot secure quantities of gas of that
anmount, then FPL will be required to be to go out
into the marked and buy repl acenent gas, and the
custoners wll be placed in the position of paying
for the sane gas tw ce.

These are all the risks that FPL proposes the
shift -- excuse ne, not only are these vari abl es
outside of FPL's control, but these variables are
al so conpetitive market risks that FPL proposes the
shift to the custoners.

FPL's custoners, under FPL's proposal, wll
indermmi fy FPL and its sharehol ders from al
conpetitive market risks associated with these
activities. FPL and its custoners currently do not
face any of these conpetitive market risks by
obt ai ning natural gas at market prices. That is
because any conpetitive market risks associ ated
with obtaining gas at market prices is already

built into the price of the natural gas.
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One instance of a variable outside of FPL'Ss
control is this: The financial viability of the
Whodf ord Project depends upon FPL's ability to
forecast 50-year fuel forecasts, and it sinks or
sw ns based on FPL's ever-changi ng forecasts.

Inits petition, FPL initially projected
$107 mllion of fuel savings to customers, and that
was based upon the fuel forecasts that M. Butler
site, which was Cctober 2013. And it's al so based
as a justification to reject our notion to dism ss.
However, according to discovery responses from FPL,
and using a nore recent, current, July 2014
forecast, the projected Wodford Project was
revi sed downward to $51.9 nmillion. 1In less than 10
nont hs, $55 million in projected custoner fuel
savi ngs have evapor at ed.

QO her issues with the petition, at an August
i ssue I D neeting between the staff, the utilities
and the parties, FPL was asked if FPL was willing
to share any of the risks associated with natural
gas reserves investnents. FPL's counsel candidly
stated that FPL's sharehol ders shoul d not bear any
of the, and | quote, "extraordinarily risks", end
guote, associated with FPL's proposal. That begs

the regulatory question this conmm ssion should
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consider. |If FPL and its sharehol ders are
unw I ling to bear any of these extraordinary risks,
t hen why should FPL's custoners?

Earlier | nmentioned that FPL's proposal was a
gane changer for all the regulated utilities in
Florida. Just last nonth, in an interview wth
Bl oonberg, Duke CFO, Steve Young, stated that Duke
I's wat ching the outcone of this conm ssion's
decision. The inplication being that Duke wants to
get a piece of the gas reserves action and a chance
for its shareholders to earn guaranteed returns on
its profit.

A coupl e concluding remarks. First, FPL's
request to approve the guidelines, which are very
inportant, is remniscent of the type of
guaranteed, risk free recovery that electric
utilities received in the 2006 nucl ear cost
recovery statute before it was anended in 2013.
It's rem niscent, because under FPL's proposal, if
it projects fuel savings, it will receive a
guaranteed, trued up return or profit on its gas
reserves investnents, even if those investnents do
not produce one nodul e of natural gasp.

Secondly, if FPL's gas reserves projected fuel

savi ngs are such assure thing, why is FPL's
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testinony replete with ganbling term nol ogy to
explain those fuel savings? M. Forest, in
rebuttal, says, there is an 85 percent probability
of fuel savings. At his deposition, he said that
FPL had these Monte Carlo sinulations to calcul ate
probabl e fuel savings.

And if the Comm ssion allows FPL to invest in
natural gas reserves that are projected to do fue
savings, then what's to stop FPL, or any ot her
regul ated electric utility, frominvesting in other
projects, such as uraniummne oring -- or mning
urani um ore, or investing in solar panels
manuf acturing, so long as they project that sone
fuel savings will result to the custoners?

And I w il conclude with M. Lawson's
conclusion. If the Comm ssion were to grant FPL's
petition, the Comm ssion would be guarant eei ng FPL
sharehol ders risk free profits on the Wodford
Project for the next 50 years, as well as risk free

profits on other gas exploring

- expl orati on,
drilling and possibly fracking activi -- projects
under FPL's proposed guidelines. 50 years is a
long tinme to receive guaranteed profits on

I nvestnents that are not guaranteed to deliver the

prom sed fuel savings. And, Conm ssion, that
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I nequity is -- basically suns up the custoners'
concerns with FPL's proposal.

For this and all the reasons in the testinony
of M. Lawton and Ms. Ramas, FPL, on behal f of
FPL's cus -- OPC, on behalf of FPL's custoners,
request that you deny FPL's request.

Thank you.

CHAI RMAN GRAHAM  Thank you, sir.

There is about seven mnutes left.

MR, LAVIA: Thank you. Good norni ng,
Conmm ssi oners.

Florida Retail Federation supports OPC s
positions in this proceeding, and follow ng the
rule of brevity, we wll cede the rest of our tine
to Fl PUG

CHAl RVAN GRAHAM M. Moyl e, still about seven
mnutes |eft.

MR MOYLE: Seven?

No thank you. Three words. Very conci se.
Stated firmy. Hopefully clearly. No thank you.
That is what, collectively, the custoners, the
rat epayers, the consuner interest are trying, in
earnest, to communicate to FPL and to this
comm ssion. No thank you.

In this case, you will hear a | ot of
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testinony, it's a new issue for you, but FlIPUG
thinks it's inportant that you look at this
arrangenent fromthe interest of the various
parties.

First of all, you have a conpany call ed
PetroQuest. Nobody is here from PetroQuest today
to talk to or to ask questions. W think that's a
m st ake, since they are going to be the operator --
kind of the entity on point.

You will hear that they are not a particularly
hi gh quality conmpany froma financial standpoint.
They are rated bel ow i nvest nent grade. We wil|
explore that. But how does this deal | ook from
PetroQuest's advantage? | would suggest it's a
pretty good dial.

PetroQuest, as | suggested, is not that
financially sound, but they have a regul ated
utility, Florida Power & Light, NextEra, comng in
to basically pay a significant portion of the
operating cost of oil drilling in Cklahoma. That's
a pretty good deal for PetroQuest. They then can
take the product and market it. That's their core
busi ness.

You know, let there be no doubt that what is

before you today, purely and squarely, is FPL
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asking your blessing to get into the oil and

nat ural gas business in Ckl ahoma, and Texas, and

pl aces beyond. And they are not just asking that
for this project. They have guidelines. They want
you to say, you are good to go from here on out.
$750 mllion a year, which, if you are FPL and

| ooking at from FPL's perspective, that's a pretty

good deal .
| think you will hear FPL wi tnesses adnmit that
there is very little risk associated to -- with

this project for FPL. They are going to act as
sort of a paper gatherer. They get paper from
PetroQuest, they push it through to the Commi ssion
in the Fuel Cause. You all look at it. They have
very little risk associated wwth that. They get a
return on those costs, which heretofore, they never
have. So in effect, we think they have kind of
figured out a way how to nake noney on hedgi ng.
And they are going to get an RCE, return on these
costs, that are being incurred by a third-party in
a conpetitive business.

W are going to ask M. Deason sone questions
about the policy of this, in effect, allowng a
conpetitive business to be used to pull costs in

and then, in effect, put those costs into a
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regul atory construct.

And why is this happening? FromFPL's
perspective, they have built out a lot of their
power plants, the repowerance about $1 billion, 1.5
billion they have done. They are long in power.
They don't have nuch power. How are they going to
grow the conpany? Here's one way, we wll get into
the oil and gas business. W buy a ton of natural
gas, but right now we don't make any noney on the
natural gas. |If we could conme up with a way where
we coul d make noney on the natural gas, earn a
return on it, that will be a good growth vehicle
for our conpany for years to cone. How do we do
that? Bring this in front of the Comm ssion, ask
for the approval of the guidelines and off you go.

The ratepayers' perspective, this is not a
good deal. Not a good deal for the ratepayers,
because, as you will hear, the ratepayers are
getting all of the risk put on them just about.

M. Forrest, | think, wll talk about not many
people are willing to take fixed, long-term
positions on natural gas. Maybe, except for the
rat epayers of Florida, because that's what he is
asking. He is saying that the production costs

will be static. You wll is a those production
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costs, and it will be the equival ent of a hedge,
you know. It will be that way for 20 years. So
this risk, this market risk that nost people won't
take, they are asking the ratepayers to take.

| think it's inportant, as you hear testinony
today, to note what is not before you. | nentioned
PetroQuest. They are not here. They are the
operator. W submt that's a key player. And for
you to nmake a decision like this, wth significant
policy ramfications, respectfully, you should hear
fromthe person who is going to be on the point of
the spear, the one that's going to be doing the
drilling, the operating, get a feel for their
busi ness experience. They are not here.

Forrest Garb, this is an expert who said, |
have | ooked at this deal. He has done a report.
FPL is going to ask you to consider his report, but
no one fromthat conpany is here to talk to you
about the report that they did.

A signed operating agreenent, thereis -- M.
Forrest has a lot of contracts. This is inportant.
It's a contractual relationship. This docunent
that we have tal ked about a little bit, that was
just discovered that it wasn't part of the case in

sone depositions, it was provided late, it's -- it
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doesn't even have a signed operating agreenent.
There is no signed operating agreenent that FlIPUG
can tell that's even before you today. So we think
it'"s a stretch to ask you to approve a deal worth
hundreds of mlIlions wthout a signed operating

agr eenent .

There is no witten due diligence report. M.
Forrest, | think, wll suggest there wasn't a
witten due diligence report. And there is no risk
anal ysis that, you know, was that done that FPL
wi Il stand up and say, here is our risk analysis.
There is a ton of risk.

We are going to introduce you to a PetroQuest
SEC filing that shows all of the risk that they are
telling investors go along with the oil and gas
busi ness, and the testinony wll be all of these
risks ultimately end up on the doorstep of the
ratepayers, and we don't think that is appropriate.

We think the right answer to this is, again,
no thank you. And would al so suggest that a policy
I ssue of this magnitude should not rest on the
doorstep of the Comm ssion, but should be sonething
like they did in Montana. Let the Legislature |ook
at this. |If this is such a good deal, let the

Legi sl ature give you direction.
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| know you all, | think, sonetines have said,
we execute policy. W don't make policy. This is
purely making policy, and we don't think it should
be done without giving the Legislature a chance to
| ook at it and say, thunbs up, or thunbs down.

So, M. Chairman, we | ook forward to the
heari ng. Thank you for the chance to nmake an
openi nhg st atenent.

CHAI RMVAN GRAHAM  Thank you, M. Myl e.

Ckay. It's tinme to get around to w tnesses.

Most of you have been before ne before, but |
guess to rem nd you, no friendly cross. Wen you
ask a question, you need to give the witness one or
two sentences to reply. [|If you want to, that
person to editorialize, they can talk as |long as
they want, that's your discretion. |[If you want for
them just to answer the question briefly, then |et
t hem know and we w Il make sure, but you have to
allow themto clarify. They can say yes, and
clarify that yes, or no, and then clarify that no,
or they could ask you to restate the question.

Staff, what other things do | need to touch?
That -- y'all know the w tnesses are going to be
allowed to summarize in five mnutes of their --

sunmari ze their testinony in five mnutes. W wll
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1 enter their prefiled direct testinony into the

2 record before they speak, and all their exhibits

3 and other things. |If other materials are handed

4 out, we can enter those into the record after the

5 wi tness i s done.

6 Are there any other questions about w tnesses
7 before we swear themin?

8 Staff, did | m ss anything?

9 M5. BARRERA: There are no questions.

10 CHAl RVAN GRAHAM  Ckay. If you are a witness
11 that's comng before us in this hearing, if | can
12 get you to stand and rai se your right hand, please.
13 (Wher eupon, all witnesses currently present in

14 the hearing roomwere duly sworn to speak the truth, the

15 whole truth, and nothing but the truth.)

16 CHAI RMVAN GRAHAM  Thank you.

17 All right. | think this is probably a good

18 time for us to take a brief break. By that clock
19 back behind us, at five till we will reconvene, so
20 that's about eight or nine m nutes.

21 Thank you.

22 (Brief recess.)

23 CHAl RMAN GRAHAM  All right. Let's reconvene.
24 Before we start with our first witness. Let's
25 deal with the objection fromM. Myle on staff
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1 entering the Exhibits 44 through 54.

2 Staff, | see you passed out the exhibits in

3 guesti on.

4 M5. BARRERA: Yes, we did passed out copies of
5 the contested interrogatories responses. And at

6 this tine, staff is prepared to address M. Myle's
7 obj ecti ons.

8 M5. HELTON: M. Chairnman, before you hear

9 fromstaff, though, you may want to hear from al

10 of the parties now that they have had an

11 opportunity to see the exhibits that M. Myl e has
12 guesti oned, and hear from Florida Power & Light as
13 wel | .

14 MR MOYLE: So | only have the yell ow pi ece of
15 paper that | think |I provided to staff that's now
16 part of the exhibit. | don't have the other

17 portion of that exhibit. But for whatever reason,
18 we shoul d probably just mark themas -- mark them
19 and have thema part of the record so we are al

20 clear on this.

21 CHAI RMAN GRAHAM  You don't have --

22 M5. HELTON: | amsorry, | thought that those
23 were distributed.

24 M5. BARRERA: The parties did not get this

25 exhibit on the basis --
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MR. MOYLE: | have the yellow one, but | don't

have the second page.

M5. BARRERA: The second page of -- | am
sorry, | don't know what you are tal king about.
MR, MOYLE: | thought you had descri bed that

there was an exhibit, you had said it was nore than
a one-page exhibit.

CHAI RMAN GRAHAM  It's all the exhibits that
they want to enter.

MR MOYLE: Ckay, it's the actua
i nterrogatories?

CHAI RVAN GRAHAM  Yes.

M5. BARRERA: Right.

MR, MOYLE: Ckay.

M5. BARRERA: This is just for ne and the
Conmm ssioners to have a copy of the interrogatories
that you objected to.

MR, MOYLE: Ckay.

M5. BARRERA: So | am assum ng you have them

MR MOYLE: | have themin a big pile, but I
didn't get the excerpt portion that you have.

M5. BARRERA: They aren't excerpts. They are
t he answers.

MR. MOYLE: In any event, could we have the

yel | ow sheet marked as an exhibit?

Premier Reporting

Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
70

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CHAl RVAN GRAHAM  Let's work our way through
this.

M. Butler, do you have any coments?

MR, BUTLER: Not nmuch. W are prepared to
have M. Myl e ask the witnesses who are here about
these interrogatories, and wll assist in directing
himto the appropriate witness if he chooses. W
are, essentially, indifferent to whether these go
into the record or not. W certainly support
staff's desire to have a conplete record, but
aren't really here to charge the hill for their
adm ssi on.

CHAI RMAN GRAHAM  Retail Federati on.

MR, LAVIA: W support the objection.

CHAI RVAN GRAHAM  OPC.

MR, SAYLER. W already stipulated, so we take
no position.

CHAI RMVAN GRAHAM  Ckay. Staff.

M5. BARRERA: It's ny understandi ng that FP&L
will stipulate to the authenticity of the responses
of the interrogatories that are contested, is that
correct?

MR BUTLER It is, yes. W did stipulate to
their authenticity.

M5. BARRERA: All right. W have reviewed the
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list of objections that M. Myle has handwitten.
At this tine, our responses are, nunber one, the
list -- the exhibit list was provided to all the
parties on Novenber 14th. The one that was

provi ded | ast Monday with the covering e-nmail was
basi cally nade one correction to a nunber of an
exhi bit and deened it confidential.

The OEP basically requests, or dictates that
all responses and di scovery be copied with -- every
party should be copied with any and all responses
t hrough the discovery. Thus, the interrogatories
that staff put out were, in essence, beginning, |
think in July. And the responses began to cone in
as of July 2014, after the petition was fil ed.

Staff discovery is designed to provide
addi tional information that staff believes is
necessary to conplete the record in its advisory
role. Thus, all exhibits are relevant and
mat eri al .

Al parties were provided an opportunity
t hrough the depositions noticed by FI PUG OPC and
staff to ask witness deponents about the
informati on and the contested interrogatories. And
t hose depositions took place on Novenber 12, 13 and

14.
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1 The fact that the evidence sought to be

2 I ntroduced, which is FPL's responses to

3 interrogatories, may be detrinental to a party's

4 position is not a valid objection. Nothing

5 prevents a party, on cross-exanmnation, to ask a

6 W t ness questions regarding the interrogatory

7 responses, since, of course, the interrogatory

8 responses are the position of the utility, not of

9 one specific person.

10 The interrogatory responses are coll ected and
11 mai nt ai ned by staff in the course of staff's

12 duties, and constitute the official business record
13 of the agency.

14 On an adm nistrative hearing i s governed by

15 120. 569 Florida Statutes and 120.57 Florida

16 St at ut es.

17 Under 120.57, hearsay evidence is allowed in
18 adm ni strative proceedings as long as it is

19 suppl enenting or expl aining other evidence. It

20 shall not be sufficient itself to support a finding
21 unless it will be adm ssible over objection. It is
22 adm ssi bl e over the objection of hearsay as it is
23 busi ness records of the Agency. But specifically,
24 the interrogatories serve to supplenent or explain
25 ot her evi dence.
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The way that staff proceeds on it is that they
| ook at the direct testinony and rebuttal testinony
of the witnesses, and then proceeds fromthere to
ask questions that will address sone of the -- or
suppl enment or explain sonme of the responses in the
I nterrogatories.

So the interrogatories are based on the
testinony of the parties and we believe that they
shoul d be admtted into evidence.

CHAl RVAN GRAHAM  Mary Anne.

M5. HELTON:. We have al ready | ooked at Section
120.59(2)(g) earlier today, and in that provision,
the Legislature said that in admnistrative
proceedi ngs, the standard for allow ng evidence
into the record is broader than what you would find
in acivil proceeding or a crimnal proceeding. So
I think you need to think about that backdrop in
maki ng your deci sion today.

| agree with everything that Ms. Barrera said
with respect to why the information in question
shoul d be admtted into the record. | also think
it's inportant to keep in mnd Rule 28-106. 211,
which is the rule on the conduct of proceedings,
adm ni strative proceedings. And there, the

Adm ni strati on Comm ssion has said that the
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presiding officer before himin cases pendi ng may

I ssue any orders necessary to effectuate discovery,
to prevent delay and to pronote the just, speedy
and i nexpensive determ nation of all aspects of the
case. And | think that's what staff is trying to
do with its exhibits, and nmy recommendation to you
to admt them

MR, MOYLE: Can | just be heard on one thing?

CHAI RMVAN GRAHAM  Sure, M. Myl e.

MR, MOYLE: A couple of points in response.
The stipulation with respect to authenticity is
apparently a stipulation between staff and FPL,
because FI PUG has not stipulated to authenticity on
any of those contested interrogatories. | just
want the record to be here on that.

Staff said all of this stuff was nade
avai | abl e Novenber 14. The order establishing
procedure will confirm but any ny recollection is
is that the discovery cutoff deadline was Novenber
13. So in ternms of, you know, them saying here is
the stuff we are going to rely on and put into the
record, | got it after the, you know, the discovery
cutoff deadline. So anyway, the records wll bear
it out. | just wanted to nake that point.

And finally, | guess because it's been handed
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out, the handwitten notes that | used to state the
obj ecti ons has been distributed, probably just
better for record purposes if that's marked and
nmade a part the record.

CHAl RVAN GRAHAM | don't have a problem
entering it. |Is there any objections? | wll give
it Exhibit No. 59.

MR MOYLE: 697

CHAl RVAN GRAHAM  59.

MR, MOYLE: 59. Thank you.

(Wher eupon, Exhibit No. 59 was nmarked for
I fication.

MR. MOYLE: | guess the only other point,
there was one that was based on specul ation that
sonebody is saying here is what Mbodies is going to

do, and all the staff responses related to hearsay

and other things. | don't know this if that was
specifically, you know, addressed. If it was, |
m ssed it.

M5. BARRERA: Well, speculation is sonething
that you cross-exam ne people on. You don't -- it
doesn't forma valid objection to an exhibit.

CHAI RMAN GRAHAM  All right. The decision is
going to be enter Exhibits 44 through 54 into the

record.
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24

25 was called as a witness, having been first duly sworn to

(Wher eupon, Exhibit Nos. 44-54 were received
evi dence.)

CHAl RVAN GRAHAM  To gi ve you guys an idea of
what to expect today before we start with our first
W tness, we are probably going to break for |unch
around 1:00. We will probably -- when we get to a
ni ce stopping spot, we will stop for about an hour
around for lunch. W wll probably break for
di nner around 6: 00, depending on a good stopping
spot, and we will stop for about an hour or so.

And | anticipate going tonight until about 10:00 or
11: 00, depending on a good stopping spot as well.

W will, again, do the sane thing tonorrow.
Hopefully, we did can get it done earlier tonorrow,
but we have two days to get it done, so that's why
we are going long today, and if we go short
tonorrow, then God bl ess you all.

Ckay. Florida Power & Light, your first
W t ness.

MR, GUYTON: Florida Power & Light calls Sam
Forrest to the stand. | believe he has previously

been sworn.

SAM FORREST
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speak the truth, the whole truth, and nothing but the
truth, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR GUYTON:

Q Wul d you pl ease state your full nane?

A Sam Forrest.

Q And by whom are you enpl oyed and in what
position?

A Vi ce- President of Energy Marketing and Tradi ng
busi ness unit for Florida Power & Light.

Q M. Forrest, did you have occasion to prefile
direct testinony on June 25th, 2014, in this case,
consi sting of 45 pages?

A Yes, | did.

Q And did the conpany have occasi on, on your
behal f, to file an errata sheet for that direct
testi nony on Novenber 5th?

A Yes, they did.

Q And are there any other corrections to your
direct testinony?

A No, there are not.

Q All right. So if | were to ask you the
questions today that appear in your direct testinony,
woul d your answers be the sane as appear in your direct,

as corrected by your errata?
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A Yes -- yes, they woul d.

Q Now, you have also prefiled exhibits SF-1
through SF-11 with your direct testinony?

A | believe SF-9 -- SF-1 through SF-9 was
direct.

Q Thank you.

MR. GQUYTON: And those have been identified,

Conmm ssioners, as Exhibits 2 through 10 in the

conprehensi ve exhibit |ist.
BY MR GUYTON:

Q Did you have occasion to file an errata for
your exhibits in this case?

A Yes, | did.

Q And was that errata filed on Novenber 17th?

A | believe that is correct. Yes.

Q And did it supplenent what has been identified
as Exhibit 5, your Exhibit SF-67?

A Correct.

Q And is the information as is contained in your
exhibits, or your Exhibits SF-1 through 9, Exhibits 2
t hrough 10, true and correct to the best of your

know edge and belief?

A Yeah, to the best of ny know edge. | think --
let me correct. You said SF-6. SF-4, | believe, is the
errat a.
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Q Thank you.
A Ckay.

Q Wul d you pl ease summari ze your testinony for

A Yes.

MR, MOYLE: M. Chairman.

MR GUYTON. |I'msorry, | would ask that his
testinony be inserted into the record as though
read.

MR, MOYLE: So, at the appropriate point in
time, we would lIike to have a discussion about the
errata supplenentation that | previewed, | think,
earlier. You know, | don't want to waive that
obj ection by having himsumarize and tal k about
the exhibit. So nmaybe we should just deal with it
now if that's your pleasure, but the errata --

CHAI RMAN GRAHAM | think we should deal with
that after -- after we are done with all the
cross-exam ne, when they decide to enter that into
the record, then we can deal wth it.

MR, MOYLE: Okay. Don't want -- we have had
di scussi ons about when is the right tinme object.

CHAI RMAN GRAHAM  That's fine. You are doing
right.

All right. W wll enter your prefiled direct
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1 testinony as though read.
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ERRATA SHEET

WITNESS: SAM FORREST — DIRECT TESTIMONY

PAGE #

33
36
36
37

14
15
23

CHANGE

Change capital expenditures from $119 million to $125 million.
Change customer savings from $61 million to $60 million.
Change capital expenditures from $119 million to $125 million.
Volatility factor is 21.6% which rounds up to 22% instead of 21%.
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I. INTRODUCTION

Please state your name and business address.

My name is Sam Forrest. My business address is Florida Power & Light
Company, 700 Universe Boulevard, Juno Beach, Florida 33408.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (“FPL” or the
“Company”) as Vice President of the Energy Marketing and Trading (“EMT”)
Business Unit.

Please describe your educational background and professional
experience.

I hold a Bachelor of Science in Electrical Engineering from Texas A&M
University and a Masters of Business Administration from the University of
Houston. Prior to being named Vice President of EMT for FPL in 2007, | was
employed by Constellation Energy Commodities Group as Vice President,
Origination. In this capacity, | was responsible for managing a team of power
originators marketing structured electric power products in Texas, the Western
United States, and Canada. Prior to my responsibilities in the West, | was
responsible for Constellation’s business development activities in the

Southeast U.S.

Before joining Constellation, from 2001 to 2004, | held a variety of energy

marketing and trading management positions at Duke Energy North America
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(“DENA”). Prior to DENA, | was employed by Entergy Power Marketing
Corp. (“EPMC”) in several positions of increasing responsibility, including
Vice President — Power Marketing following EMPC’s entry into a joint

venture with Koch Energy Trading.

Prior to my entry into the energy sector, | was involved with a successful
start-up organization in the automotive industry from 1996 to 1998. From
1987 to 1996, | worked for AlliedSignal Aerospace at the Johnson Space
Center in Houston, Texas, in increasing roles of responsibility.
Please describe your duties and responsibilities in your current position.
I am responsible for the overall direction and management of the EMT
Business Unit, which handles FPL’s short-term and long-term fuel
management and operations. These fuels include natural gas, residual and
distillate fuel oils, and coal. Additionally, EMT is responsible for FPL’s fuel
hedging program, long-term fuel transportation and storage contracts, power
origination activities and short-term power trading and operations. EMT is an
active participant in the short-term and long-term natural gas markets
throughout the Southeastern United States.
Are you sponsoring any exhibits in this case?
Yes. | am sponsoring the following exhibits which are attached to my direct
testimony:

e SF-1 Map of FPL’s Existing Natural Gas Transportation

e SF-2 Map of U.S. Natural Gas Transportation Pipelines
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e SF-3 Map of U.S. Shale Gas and Oil Production Locations

e SF-4 Drilling and Development Agreement (confidential)

e SF-5 Tax Partnership Agreement (confidential)

e SF-6 PetroQuest Agreement Term Sheet (confidential)

e SF-7 PetroQuest Transaction Production Profile

e SF-8 Results of FPL’s Economic Evaluation (confidential)

e SF-9 Proposed Transactional Guidelines (confidential)
What is the purpose of your testimony in this proceeding?
My testimony supports FPL’s primary requests in this proceeding. First, FPL
is seeking a determination by the Florida Public Service Commission (“FPSC”
or “Commission”) that investing through a joint development agreement with
PetroQuest Energy, Inc. (“PetroQuest”) to develop gas reserves in the
Woodford Shale region located in southeastern Oklahoma is prudent and that
the revenue requirements associated with this investment may be recovered
through the Fuel and Purchased Power Cost Recovery Clause (“Fuel Clause”).
My testimony explains why such an investment would be appropriate and
prudent for FPL, how it can be viewed as the next step in our overall strategy
of securing reliable sources of natural gas at more stable prices for our
customers, and why recovery through the Fuel Clause is both appropriate and

necessary.

Additionally, FPL is requesting the Commission approve a set of guidelines

for acquiring future gas reserve projects, such that FPL would be
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presumptively eligible to recover revenue requirements through the Fuel
Clause for projects that meet the guidelines, subject to the usual review of
fuel-related transactions that the Commission conducts in Fuel Clause
proceedings. My testimony explains why such guidelines are necessary if
FPL is to continue to participate in this market and make further investments
in gas reserve projects. In this regard, | also explain the limited role that an
affiliate has agreed to play in helping to make the first project a possibility for
FPL.

Please provide a brief summary of your testimony.

FPL currently supplies 62% of the electricity consumed in Florida with
approximately 65% of this coming from natural gas fired generation. This
equates to FPL purchasing up to 600 billion cubic feet (“Bcf”) of gas
annually.  With such a large demand for natural gas, establishing a
predictable, reliable, and low cost fuel supply is imperative for FPL and its
customers. Since 2002, FPL has had a hedging program in place to help
dampen price volatility over the short run (approximately 12 to 24 months
out) and has recently entered into Commission-approved contracts for gas
transportation on a new, independently routed third pipeline system. FPL is
looking to continue its efforts to ensure a reliable and stable source of delivery

of clean electricity for its customers by investing in natural gas production.

The PetroQuest transaction provides FPL’s customers with a source of

physical gas supply that provides for stable pricing over the production term
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of the project, thus mitigating volatility inherent in FPL’s natural gas
procurement. The agreement also establishes a source of supply that is low
cost by comparison to FPL’s forecast of natural gas prices. This investment is
a real opportunity to capitalize on the advances that have been made in the

exploration and drilling of shale gas reserves.

One of the keys to success in this market is being able to move quickly.
Exploration and production companies typically are not willing to wait for a
prospective investor to obtain regulatory approvals before a transaction
becomes effective. The market is too active and drilling decisions need to be
made quickly. To bridge this challenge in this first instance, NextEra
Energy’s Gas Infrastructure and Development (*GI”) business unit, which has
extensive experience in these kinds of joint ventures, has formed USG
Properties Woodford I, LLC (“USG”) to transact with PetroQuest and begin
the drilling program (1 will refer to USG and Gl collectively as “USG”). USG
is an affiliate of FPL and will assign the PetroQuest transaction to FPL upon
approval by the Commission (as discussed by FPL witness Ousdahl, the
assignee would be a wholly-owned, fully regulated FPL subsidiary, but for
simplicity | will refer to FPL as the assignee). Otherwise, USG will retain the
transaction for its own interest. While this arrangement serves the needs of
FPL and its customers, in this instance, for purposes of framing the proposal
and allowing the Commission to consider this initiative, it amounts to USG

providing FPL’s customers a free option to acquire the PetroQuest transaction.
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Therefore, for FPL to engage in transactions of this nature in the future, FPL
needs Commission approval of a framework for making gas reserve
investments within which FPL would have reasonable assurance as to the
prudence of those transactions.

Please identify FPL’s other witnesses in this proceeding and the areas
they cover.

The following is a listing of FPL’s other witnesses and the areas they cover:

e Dr. Tim Taylor, Chief Technology Officer, NextEra Energy Project
Management, LLC - Gas Infrastructure & Development — Overview of
the gas reserves market, valuation methodology used to value the
PetroQuest transaction and results of valuation;

e Kim Ousdahl, Vice President, Controller & Chief Accounting Officer,
FPL — Overview of gas reserve accounting and request for Fuel Clause

recovery of the PetroQuest transaction.

1. SUMMARY OF FPL’S REQUEST

What is FPL asking the Commission to determine in this proceeding?

FPL’s petition asks the Commission to find that it is prudent for FPL to
acquire an interest in a natural gas reserve project that will provide price
stability and projected fuel savings for customers, and that the revenue
requirements associated with investing in and operating the gas reserves are

eligible for recovery through the Fuel Clause. FPL further requests that the
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Commission establish guidelines under which FPL could participate in future
gas reserve projects and recover the associated costs through the Fuel Clause
without prior Commission approval, subject to the Commission’s established
process for reviewing fuel-related transactions in Fuel Clause proceedings.
Why does FPL need the Commission to make a prudence determination
with respect to the PetroQuest transaction?

While there are multiple utilities across the U.S. investing in gas reserves, the
PetroQuest transaction will be FPL’s first acquisition of gas reserve interests.
Due to the size of the investment and the length of the commitments required,
FPL believes it is appropriate to seek a prudence determination from the
Commission before proceeding. FPL cannot justify undertaking such a
sizable financial commitment without assurance that the Commission concurs.
Is FPL’s request to recover the gas reserve costs for the PetroQuest
project through the Fuel Clause consistent with Commission precedent?
Yes. As a matter of policy and practice, the Commission may allow Fuel
Clause Recovery of “fossil fuel-related costs normally recovered through base
rates but which were not recognized or anticipated in the cost levels used to
determine current base rates and which, if expended, will result in fuel savings
to customers.” Order No. 14546, Docket No. 850001-EI-B, issued on July 8,
1985. This policy was reiterated in Order No. PSC-11-0080-PAA-EI, Docket
No. 100404-El, issued on January 31, 2011, which provides that “the
appropriate policy going forward is to restrict capital project cost recovery

through the Fuel Clause to projects that are “fossil fuel-related’ and that lower
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the delivered price, or input price, of fossil fuel.” Consistent with Order No.
14546, FPL has recovered costs through the Fuel Clause for several projects
that generated fuel savings, such as the Martin gas pipeline lateral project that
was addressed in Order No. PSC-93-1331-FOF-EI. Similarly, it is appropriate
to recover charges paid for gas reserves that result in fuel savings for
customers. The application of the Commission’s precedent to recovering gas
reserve costs through the Fuel Clause, as well as the appropriate regulatory
accounting for those costs in the Fuel Clause proceedings, are addressed in

greater detail by FPL witness Ousdahl.

I11.  FPL’S USE OF NATURAL GAS

Does FPL rely heavily on natural gas to fuel electric generation?

Yes. FPL generated 67.4% of its total energy from natural gas in 2013. This
number will drop to approximately 65% going forward, as shown in FPL’s
most recent Ten Year Power Plant Site Plan (“TYSP”). This is largely a result
of increased nuclear production through the recently completed nuclear uprate
project. In 2013, FPL used approximately 550 Bcf of natural gas,
substantially more than any other investor-owned utility in the country,
according to the U.S. Energy Information Administration (“EIA”). As noted
in its TYSP, FPL’s natural gas usage is expected to remain fairly constant
over the next couple of years before beginning to grow again in 2016 and

beyond. With this continued emphasis on natural gas as its primary fuel, it is
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important that FPL continue to diversify its fuel portfolio from a supply
standpoint, as well as mitigate volatility and price risk associated with the
supply of natural gas.

Please describe the benefits of natural gas generation for Florida in
general and specifically for FPL.

In recent years, FPL has invested in clean, fuel-efficient natural gas generation
facilities, significantly reducing emissions compared to older, oil-fired
generation.  In addition, the improved efficiencies combined with the
currently lower natural gas prices have helped FPL keep its customers’ bills
low. By significantly reducing the amount of fuel FPL uses to generate
power, FPL’s investments in natural gas power plants have saved customers
more than $6.5 billion in fuel costs since 2001, and they will continue to
provide customer savings for decades. Replacing 1960s-era generation units
with Cape Canaveral Next Generation Clean Energy Center, Riviera Beach
Next Generation Clean Energy Center and Port Everglades Next Generation
Clean Energy Center (the “Modernization Projects”) is an important extension
of this strategy. These types of investments have helped reduce the annual
amount of foreign oil consumed by FPL over the last decade by more than
99%. The emissions reductions, along with the significantly reduced costs,

have benefited FPL’s customers, as well as the rest of Florida.
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Please describe how FPL currently supplies the gas that is burned in its
power plants.

FPL has a robust supply portfolio that includes more than 40 natural gas
producers and marketers, firm transportation on five pipelines including three
upstream pipelines that provide FPL access to on-shore shale gas supply in
Texas and Louisiana, and 2.5 Bcf of firm natural gas storage. FPL delivers
natural gas to its power plants on the Florida Gas Transmission (“FGT”)
pipeline and on the Gulfstream Natural Gas System (“Gulfstream”) pipeline.
With the Commission’s recent approval for FPL to acquire firm transportation
on both Sabal Trail Transmission (“Sabal Trail”) and the Florida Southeast
Connection (“FSC”) pipelines, FPL is well positioned to provide access to
both conventional on- and off-shore supply and unconventional on-shore shale
supply. A map of FPL’s transportation contracts has been included as Exhibit
SF-1 to my testimony. Additionally, a map of the U.S. natural gas
transportation system has been included as Exhibit SF-2.

How does FPL currently mitigate the price risks inherent in acquiring the
large volumes of natural gas needed for its power plants?

Price risk is defined as the risk of market fluctuations in natural gas prices.
FPL currently secures physical gas, months or several years in advance, with
pricing formulas based on publicly available index postings. These pricing
formulas are commonly used by industry participants; however, these
formulas can result in a large degree of price volatility due to movements in

the underlying natural gas and/or index postings.
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Today, FPL’s method of mitigating price risk is its short-term hedging
program, which is approved by the Commission. FPL’s hedging objectives
are to effectively execute a well-disciplined and independently monitored fuel
hedging strategy to achieve the goal of fuel price stability (volatility
minimization). FPL achieves this objective by financially hedging a portion

of its projected gas consumption for the following year.

However, the current hedging program has three substantial limitations that
could be addressed by investing in upstream production (such as gas reserves).
First, the financial market typically does not have the liquidity - i.e., the
volume of gas contracts available without driving up the price of gas - to
provide fixed-price hedges over the 30 years or longer that gas can be
produced from a portfolio of gas reserve projects. Second, during periods of
rising market prices, financial hedges will also reflect rising costs whereas an
ownership interest in gas production is better able to keep long-term costs
low. Investing in gas production will enable FPL’s customers to pay lower
prices for gas supply purchases and serve as a low-cost alternative to financial
hedges in a market of rising prices. Third, while FPL maintains a strong
balance sheet, there are nonetheless limits on its ability to provide the credit
support required for a long-term hedging program that provides meaningful

protection against rising prices.
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Why doesn’t FPL simply buy long-term, fixed-price gas?

There are significant practical constraints on contracting for long-term, fixed
price physical supply. First, these types of contracts are not readily available,
as gas suppliers typically only hedge on a shorter-term basis. Second, there is
significant credit exposure to a counterparty that has sold at a fixed price. If
the market rises after the sale is made, credit support is required to ensure the
full value of the position is protected. This can often be problematic for the
counterparty, which may not have access to the liquidity required to provide
the required credit support. Conversely, FPL could be forced to provide
significant credit support to the counterparty if the market price for gas falls,
reducing FPL’s liquidity and forcing FPL’s customers to pay for the credit
support. Not even a balance sheet as strong as FPL’s is designed for this type

of credit risk.

IV.  OPPORTUNITIES FOR FPL IN GAS RESERVES

Please describe the current production of natural gas in the U.S.

America is currently experiencing an energy boom that will continue for
decades, according to the EIA. U.S. production of natural gas overall is
projected to grow steadily, increasing 56% from 2012 to 2040. Demand also
is expected to grow. In its Annual Energy Outlook 2014, EIA forecasts that

natural gas will replace coal as the largest source of U.S. electricity by 2035.
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Significantly, however, the areas from which natural gas is being produced are
changing dramatically. Production from the Gulf of Mexico has declined
significantly and is projected to remain flat at the current reduced levels
through 2040. Production in the Mobile Bay area, historically a major source
of supply for FPL, has also declined steadily. To address these declining
reserves, significant efforts were undertaken by the gas industry to research
drilling and completion techniques on shale gas formations. The result was
improved drilling and well stimulation methods, which considerably increased
the yield and recovery rate of natural gas from shale formations, previously
thought uneconomic to drill. These improved drilling methods are now being
applied in many parts of the U.S. The result has been a tremendous increase

in natural gas production activity.

These enhancements in drilling and completion technology have led to a surge
in recent years in natural gas production from unconventional sources of
natural gas, primarily shale formations. U.S. shale production was 10.3
trillion cubic feet (*Tcf”) in 2012, a jump of 21% over the previous year. The
rapid increase in shale production is shown graphically in Exhibit TT-3 to
FPL witness Taylor’s testimony. In 2012, remaining proven U.S. shale
reserves increased 276% from 2008 to 129.4 Tcf. In its Annual Energy
Outlook 2014, the EIA increased its current estimate of technically
recoverable shale gas reserves in the U.S. to 664 Tcf, which is enough to serve

the entire U.S.’s needs for more than 25 years — from shale gas alone.
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In 2000, shale gas provided only 1% of U.S. natural gas production; by 2010
it was more than 20% and the EIA predicts that by 2035, 50% of the natural
gas supply in the United States will come from shale gas.

Please describe shale gas and its impact on gas pricing in the U.S.

Shale formations are fine-grained sedimentary rocks that can be rich sources
of petroleum and natural gas. Shale rock is highly porous, yet highly
impermeable such that gas gets trapped in the formation. Shale gas refers to
the gas that is trapped within the shale formations. A thorough discussion on
this unconventional source of natural gas supply is provided in FPL witness

Taylor’s testimony.

As mentioned previously, shale gas production has been growing rapidly over
the past few years and is projected to continue this rapid growth in the
future. As a result of the focused investment in shale gas production, the cost
of drilling and producing gas from shale has dropped dramatically, leading to
lower natural gas pricing from shale gas formations, such as the Woodford
Shale in Oklahoma, and an increase in the amount of economically
recoverable gas reserves. This combination of lower prices and additional
reserves means that now is an excellent time to begin investing in gas
reserves.

Why is FPL seeking to invest in gas production?

FPL purchases natural gas from more than 25 producers and much of this

supply originates from unconventional sources of supply like shale gas. The
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gas supply contracts are typically on a one-month to three-year term, and the
prices are not fixed. As a result, the prices FPL pays for gas supply are
subject to significant change based on market conditions. Natural gas fuel
costs are recovered through the Fuel Clause, so FPL customers are directly

exposed to gas price volatility.

Because the market price of natural gas is volatile and is a large component of
the price of electricity, it can cause significant short- and long-term swings in
customers’ electric bills. Acquiring an interest in natural gas reserves and
drilling operations would provide a longer-term physical hedge against future
increases in natural gas costs for FPL’s customers. Because the gas reserves
are effectively delivering both physical supply and prices at or below FPL’s
current projections, they would partially supplant the need for financial
hedges and allow FPL to reduce the amount of short-term financial hedges
that it places. At the same time, by procuring only a portion of FPL’s gas
requirements through investments in gas reserves, FPL maintains the
flexibility to purchase lower-priced gas in the market, if available, for the
remainder of FPL’s needs. This means that FPL customers can benefit should
gas prices unexpectedly or temporarily fall, but will be partially protected by
investment in gas reserves should prices rise over both the short- and long-

term.
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Does FPL currently procure gas from unconventional supply sources,
such as shale?

Yes. FPL estimates that roughly 70% of its natural gas supply portfolio is
made up of shale gas, up significantly from just five years ago. These supply
sources include shale formations in Texas, Louisiana, Oklahoma, and
Arkansas, and also now include gas sourced from West Virginia, Ohio, and
Pennsylvania. FPL will remain heavily dependent on this relatively new
source of supply as shale production increases and traditional sources of
supply like the Gulf of Mexico continue to decline. FPL recognized the
projected growth in the shale gas market, combined with the importance of
shale gas as a part of FPL’s fuel supply portfolio, and initiated a review of
opportunities to acquire an interest in the production of shale gas in order to
provide customer savings and price stability. A map of the shale production
areas in the U.S. is provided as Exhibit SF-3.

Please describe FPL’s review of gas reserve opportunities.

FPL began by exploring options with its existing suppliers, specifically
looking for shale areas and suppliers that could meet requirements such as
production from well-established reserves in close proximity to existing gas
transportation pipelines that could deliver the gas efficiently to FPL. FPL
then explored options beyond existing suppliers, with producers who would
be able to meet FPL’s conditions. FPL had initial conversations with more
than 25 counterparties. Of those, several were eliminated because they were

not interested in a joint venture under the terms FPL required to ensure
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savings for FPL customers, or were unwilling to wait the time necessary for
FPL to complete the regulatory process. FPL eventually exchanged data with
the remaining counterparties, but determined that a few of the opportunities
were uneconomic for customers based on engineering consultant reports,
which indicated that estimated reserves for these counterparties were lower
than what the counterparty had indicated, or that the projected capital
expenditures would be higher than what the counterparty had indicated.

Did FPL find a counterparty willing to wait for a final regulatory
outcome to consummate a transaction?

No. While there were transactions that appeared to be economic, the six-
month or more delay in the required regulatory review proved to be
problematic. Counterparties are looking for a definitive start date to begin (or
continue) their drilling program and cannot wait more than a month or two as
market prices fluctuate. Additionally, without a certain end date to the
regulatory approval process, counterparties are unable to appropriately
manage their annual capital expenditures and drilling programs while
attempting to secure sources of funding. Therefore, they were unwilling to
take the market price risk of waiting for FPL to gain Commission approval,
particularly as there are many other potential drilling partners available that

can make commercial decisions more rapidly than FPL.
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Was FPL nonetheless able to make arrangements with a counterparty to
enter a joint venture for investment in gas reserves and production?

In this initial instance, yes; however, as | will discuss later in my testimony,
this was only with the assistance of an affiliate that FPL will not have
available on a regular basis going forward. FPL has been able to reach an
agreement with PetroQuest to invest directly in gas reserves and procure
natural gas from the Woodford Shale Gas region (the “Woodford Project”).
Please provide an overview of PetroQuest, the counterparty for the
Woodford Project.

PetroQuest is a well-known and highly regarded independent oil and natural
gas company, engaged in the exploration, development, acquisition, and
production of oil and natural gas properties in the United States. The
company was founded in 1985 and is based in Lafayette, Louisiana. It is a
publicly traded company under the symbol PQ, with 2013 revenues of $182
million and a market capitalization of approximately $438 million as of June

16, 2014.

PetroQuest has operations in Oklahoma, Texas, Louisiana, and the Gulf of
Mexico. As of December 31, 2013, the company had approximately 48,000
developed net acres and an additional 59,000 undeveloped net acres in the
Woodford Shale Gas region. It has proved reserves of approximately 302
Bcf-equivalent, with approximately 64% of this located in the Woodford

Shale Gas region.
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How has FPL solved the regulatory delay problem for the Woodford
Project?

USG, an affiliate of FPL, is currently engaged in the exploration and
production of oil and natural gas in many regions of the U.S. USG has
successfully participated in drilling programs in 12 different shale formations
around the country and is a partner in more than 800 producing wells as a
non-operating entity. This includes a successful joint venture with PetroQuest
in the Woodford Shale Gas region. In order to facilitate a successful joint
venture for FPL, FPL and USG worked together to negotiate an agreement
with PetroQuest (the “PetroQuest Agreement”) for the development of
properties not currently being drilled under the joint venture. USG was
willing to make accommodations to begin the drilling program with
PetroQuest on a schedule mutually agreed to by the parties, effectively

providing a no-cost “bridge” for FPL to consummate the transaction.

Upon a determination by the Commission that entering into the PetroQuest
Agreement is prudent and that the associated costs may be recovered through
the Fuel Clause, all of USG’s working interests in these properties and its
rights under the PetroQuest Agreement will be transferred to FPL at net book
value. If the Commission determines not to approve the prudence and cost
recovery of the transaction for FPL, then USG would simply retain its interest
and value in the PetroQuest Agreement. Thus, USG is effectively providing a

no-cost “bridge” for FPL to consummate the PetroQuest transaction.
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Can FPL plan on USG providing a “bridge” for future transactions?

No. The PetroQuest Agreement provides a unique opportunity in an area of
the country where USG already has substantial experience with a known
partner that has produced good operating results. The PetroQuest Agreement
presents economics that are favorable to USG and is of a size that fits within
its profile. However, this set of factors may not be present for future
transactions, and FPL cannot rely upon it occurring again. USG has
undertaken to “hand off” this project at net book value to FPL, should the
Commission provide the relevant authorizations; however, this free option is,
understandably, clearly not part of USG’s ongoing business model. For this
reason, and as | will discuss in detail later in my testimony, FPL is seeking
approval of a framework for future transactions that allows FPL to enter
transactions on a more expedited basis, consistent with the market timing and

commercial terms that are characteristic of the gas drilling industry.

OVERVIEW OF THE WOODFORD PROJECT AGREEMENT

Please provide an overview of the PetroQuest transaction with USG and
FPL.

On June 18, 2014, USG entered into the PetroQuest Agreement to invest
directly in shale gas reserves and receive natural gas from the Woodford Shale

region. The PetroQuest Agreement consists of several documents, including:
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a. Drilling and Development Agreement (“DDA”): The DDA lays

out the terms of development of future wells per the schedule
established by PetroQuest. The DDA is included as Confidential
Exhibit SF-4. Included as an Exhibit to the DDA is a Form of
Operating Agreement that will govern the operation of the wells
both during drilling and once they are completed and operational.

b. Tax Partnership Agreement (“TPA”): FPL will have a tax

partnership agreement with PetroQuest that will allow FPL to
expense, for tax purposes, Intangible Drilling Costs (“IDCs”)
incurred during drilling. The IRS defines IDCs as capital costs
related to items with no salvage value such as labor, fuel and
transportation.  This enhances the tax treatment for FPL and
accordingly further improves the economics of the gas reserves for
FPL’s customers. The TPA is included as Confidential Exhibit

SF-5.

In order to provide an opportunity for Commission review of the prudence of
the transaction for FPL’s customers, the PetroQuest Agreement is structured
such that USG may assign all of its benefits and responsibilities under the

Agreement to FPL.
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What is PetroQuest’s financial incentive to bring in FPL as a non-
operating investor for the Woodford Project?

The PetroQuest Agreement uses a common approach wherein FPL will be
paying a higher percentage of the capital expenditures (“CapEx”) than FPL
receives as its share of output from a well. This increase in the CapEx share,
which is referred to in the industry as the “carry,” is meant to provide payment
for an ownership interest in the leasehold and associated mineral rights
currently owned by PetroQuest that are located in the area where the wells
either exist or are to be drilled under the PetroQuest Agreement. Without
acquiring the leasehold interest, FPL would not be entitled to any wells drilled
or the associated production on this acreage. Additionally, the carry serves to
compensate PetroQuest for acting as the operator and to reimburse it for
previous expenses incurred and risks taken in purchasing the mineral rights,
developing the acreage and enhancing the drilling and completion tactics that
increase the productivity of future wells in that acreage. This allows firms
such as PetroQuest to obtain capital to continue funding the planned drilling
program while still receiving a benefit for the development efforts incurred to
date. FPL’s investment is defined as a “working interest” in the properties. A
working interest is a well-established form of investment in oil and gas
drilling operations in which the investor is directly responsible for a portion of
the ongoing costs associated with exploration, drilling and production. The

working interest owner also fully participates in the profits of the drilling
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program, or in the case of the PetroQuest Agreement for FPL, a percentage of
the physical gas.

Is this “carry” arrangement common in the oil and gas industry?

Yes. As | indicated, the concept of non-operating working interest owners
“carrying” the operator is standard throughout the oil and gas industry. While
the specifics of the carry arrangements will vary depending on the needs of
each set of agreeing parties, some common “carry” arrangements include one
or more of the following elements:

e Increased share of all future CapEx paid by non-operating working
interest owner to operator for a fixed share of the working interest.
This structure will be used by FPL and PetroQuest.

e Upfront payment from non-operating working interest owner to
operator followed by a proportional payment CapEx relative to
working interest received.

e Increased share of future CapEx paid by non-operating working
interest owner to operator until an agreed upon threshold for “total
carry” has been met, followed by a proportional payment of CapEx

relative to working interest received.

Each potential structure accomplishes the goal of reimbursing the operator for
efforts undertaken to date in an arrangement that provides value to both the
non-operating working interest owner and the operator. FPL’s “carry”

arrangement under the PetroQuest Agreement is of the first type listed above.
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As mentioned previously, different structures can be employed based on the
financing or cash flow needs of the parties, each effectively achieving the
same value to each party. In the case of the PetroQuest Agreement, the first
structure met both FPL’s and PetroQuest’s needs.

Will FPL make a payment to USG related to USG’s existing interest in
the acreage associated with the PetroQuest Agreement?

Yes. As previously mentioned, USG has been in a joint venture with
PetroQuest since 2010 for acreage in the Woodford Shale (“Original JV”).
The acreage described in the Woodford Project is already contained in the
Original JV between USG and PetroQuest. As part of the DDA, USG and
PetroQuest will reassign acreage from the Original JV to the new Woodford
Project. Assuming FPL receives Commission approval, FPL will have to
compensate USG for drilling rights in the acreage in which USG had already
earned an interest under the Original JV. Thereafter, USG will have no
remaining economic or ownership interest in any of the proposed wells
contained in the Woodford Project, and FPL will be entitled to the full
working interest as described by the DDA.

Please describe the PetroQuest Agreement in greater detail.

USG, as the initial party to the agreement, will begin the drilling program with
PetroQuest. Upon approval from the Commission, FPL will take assignment
from USG of their working interests and continue the drilling program with

PetroQuest.
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The structure of the PetroQuest Agreement is consistent with common
industry practice for contracting to purchase an interest in gas production and

reflects the following:

a. PetroQuest will function as the operator for production within an
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Area of Mutual Interest (“AMI”) in the Woodford Shale region.
The AMI is defined as 19 sections, within which there are 19
existing horizontal wells operated by PetroQuest. FPL witness
Taylor describes the AMI in greater detail. Dr. Taylor also
includes a map of the Woodford Shale and the AMI as Exhibits
TT-5 and TT-6, respectively. USG has been a partner in 17 of the
existing wells. As noted above, FPL will have no rights and will
not compensate USG for the existing wells located within the AMI
The PetroQuest Agreement contemplates that 38 additional
horizontal well locations will be drilled in the AMI;

USG (FPL upon Commission approval) will pay PetroQuest a
carry amount that reflects a percentage of PetroQuest’s share to
drill and complete each of the sections under a defined drilling
program in the AMI, but may include additional wells in each
section in order to economically optimize gas production;

In exchange, USG (FPL upon Commission approval) will receive a
percentage of PetroQuest’s working interest in the natural gas

production from each well that is developed in the AMI; and
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d. USG (FPL upon Commission approval) will retain the right to
“non-consent” or not participate in the future wells upon notice to
PetroQuest. This will allow USG (and, ultimately, FPL) to review
and analyze production data and operating costs for each proposed
well to ensure that customers will benefit from any participation.
There is a minimum commitment to drill 15 wells by December
31, 2015. This minimum commitment is subject to PetroQuest
meeting mutually agreed to targets on drilling costs, safety, and
environmental compliance. The minimum commitment provision
IS meant to ensure PetroQuest that it will receive enough
investment from USG/FPL to justify acquiring the necessary two

drilling rigs and assembling the team needed to drill those wells.

It is estimated that FPL will have a total capital expenditure of approximately
$191 million under the PetroQuest Agreement. A high-level term sheet
providing a more detailed description of the PetroQuest Agreement is
included as Confidential Exhibit SF-6 to my testimony.

Does FPL expect that it will be able to meet the minimum commitment on
the drilling schedule?

Yes. FPL fully expects to drill more than the minimum 15 wells if the drilling
program is running properly, and as mentioned previously, the commitment
only applies if PetroQuest meets the prescribed drilling cost, safety and

environmental targets on wells that have been drilled. Per the current

28



10

11

12

13

14

15

16

17

18

19

20

21

22

23

108

schedule, PetroQuest plans to begin drilling 14 of the planned new wells
before the end of 2014. USG intends to participate or non-consent for these
new wells prior to assignment of the PetroQuest Agreement to FPL. It is
assumed the first 14 wells will be consented to by USG prior to transfer to
FPL, thus committing FPL to consent to just one more well prior to December
31, 2015. All 38 wells proposed are expected to begin flowing gas by the end
of 2015.

Please describe how the PetroQuest Agreement will be transferred from
USG to FPL.

Upon the Commission’s determination that the PetroQuest Agreement is
prudent for FPL and the costs recoverable through the Fuel Clause, USG will
transfer its working interest to FPL at net book value based on the capital
invested by USG prior to the transfer, less the value of depletion of reserves.
FPL witness Ousdahl will discuss the basis for the transfer price to FPL in

more detail.

As mentioned previously, PetroQuest plans to begin drilling approximately
37% of the planned new wells before the end of 2014. Of the 14 wells to be
drilled in 2014, only four will begin producing gas prior to the assumed
January 1, 2015 assignment date to FPL. The remaining 10 wells will still be
undergoing some level of completion prior to the first flow of gas. As a
result, the great majority of gas from these wells will be for the benefit of

FPL’s customers if the Commission approves FPL’s request by the end of
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2014. Once the PetroQuest Agreement is assigned to FPL, FPL will receive
the rights to its share of the physical gas produced from the Woodford Project
without any charge to FPL’s customers separate from recovery of the revenue
requirements associated with this proposed investment (i.e., FPL will recover
the cost of exploration and production instead of purchasing gas at market
pricing), plus applicable transportation and operating costs, which are all
taken into account in the calculation of customer savings presented later in my
testimony. Going forward, FPL would decide whether to participate in the
development of new wells in the Woodford Project based on expected
production costs, natural gas market price forecasts, and expected production

volume.

During the drilling phase, FPL will provide the Commission in its annual Fuel
Clause final true-up filing a report on its decisions related to the number of
wells in which it participates. Additionally, FPL will report annually its costs
and the volume of natural gas received during the life of the proposed
investment in the Fuel Clause. FPL witness Ousdahl will discuss accounting
and reporting in more detail.

What incremental services, functions and staffing will be required at FPL
to manage gas reserves investments?

The primary areas of responsibility for the management of FPL gas reserves
are accounting, technical services and business management. FPL, through an

outsource provider experienced in oil and gas back office accounting, will
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manage the billing reconciliation process with PetroQuest and process and
report on the costs through the Fuel Clause. FPL will use industry standard
joint interest billing software to track and reconcile all costs, royalties, taxes
and fees from PetroQuest. Technical services will be provided by USG to
FPL under established affiliate services terms. Technical services include
reservoir engineering and operational guidance during the drilling and
production phases. Business management will be handled within FPL’s
existing EMT business unit. Financial and operational decisions related to
FPL’s investments in gas reserves will be made by FPL. FPL proposes to
include for recovery in the Fuel Clause any incremental costs that are incurred

to manage these activities.

ECONOMIC EVALUATION OF THE WOODFORD PROJECT

How did FPL estimate the economic benefits of the transaction?

FPL utilized estimated natural gas production and projected costs provided by
FPL witness Taylor. These inputs were applied to FPL’s economic models
containing current projections on fuel usage and market pricing to calculate

FPL’s revenue requirements needed to support the investment.
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Can you describe how the volume of expected gas production was
estimated for FPL’s prospective investment in the wells in the Woodford
Project?

Yes. FPL witness Taylor performed what is referred to as an Estimated
Ultimate Recovery (“EUR”) analysis, which is described in detail in his
testimony. Dr. Taylor utilized production data from the existing wells in the
AMI to estimate the future volumes of natural gas reserves that can reasonably

be expected to be recovered from the new wells.

Within any given section of the AMI, there are numerous working interest
owners besides PetroQuest. Over the 19 sections of the AMI, PetroQuest and
USG currently have on average 60% of the working interest jointly, meaning
the other 40% is represented by other organizations or individuals. These
other 40% working interest owners have varying rights to non-consent to
future wells, meaning they have the right to decide whether to participate in
the drilling of a respective well. If the other working interest owners non-
consent to a well, FPL is permitted, but not required, to pay for their share of
the drilling costs and receive their share of the well’s output in return. For
purposes of the evaluation, FPL has conservatively assumed that all working
interest owners with such rights non-consent on all 38 proposed wells, such
that FPL and PetroQuest would step into these other working interest owners’
rights under the carry structure terms of the PetroQuest Agreement. This

conservative assumption results in the highest level of projected capital
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expenditure by FPL and the highest level of projected gas production for
FPL. As a sensitivity to this base case, FPL also has calculated the estimated
customer savings if all other working interest owners do consent. In this
event, FPL will have an estimated capital expenditure of approximately $119
million under the PetroQuest Agreement. The results of the economic
evaluation are presented later in my testimony.

What steps has FPL taken to ensure that the estimate of production from
the Woodford Project reasonable?

First of all, Dr. Taylor has extensive academic training, as well as many years
of experience, in estimating gas reserves. Dr. Taylor’s direct testimony
describes his analysis in detail. In addition, FPL retained Forrest A. Garb &
Associates, Inc. (“FGA”), to provide an independent, confirmatory analysis.
FGA performed a formal reserve evaluation, which included an evaluation of
reserves and future net revenues. FGA analyzed the existing wells in detail to
determine their own type curves and reviewed the maps, operating expenses,
CapEx, and development schedule. FGA concluded that Dr. Taylor’s analysis
is a reasonable estimate of the volumes of gas to be expected from the drilling
program and, in fact, developed independent estimates which almost exactly

coincide with Dr. Taylor’s.

FPL intends to rely on FPL witness Taylor’s expertise on a going-forward

basis to evaluate its non-consent option under the PetroQuest Agreement.
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How did FPL determine the revenue requirements for FPL’s interest in
the Woodford Project?

Under the current drilling schedule, FPL’s capital investment will be required
in the first year after taking assignment, during which time the planned new
natural gas wells will be drilled. Then, minimal production, processing and
gathering costs will be incurred over the remaining 30-plus year economic life
of the wells. The economic life of a well is determined by comparing the
operating cost of a well to the market price of the natural gas. Production
from a well remains economic when the value of the gas produced from the
well is greater than the ongoing operating costs. The revenue requirements
associated with FPL’s investment reflect the assumption that FPL will invest
in the development of all planned wells permitted by the PetroQuest

Agreement.

To perform an economic evaluation of this investment, FPL’s revenue
requirements were converted to an estimated cost per MMBtu of natural gas,
using the total expected gas production volumes provided by FPL witness
Taylor. As shown on my Exhibit SF-7, that production is expected to be at its
highest annual level during the first few years of the transaction and peak in
the year 2016 at an average volume of approximately 46 million cubic feet
(“MMcf”) per day, decreasing to around 7 MMcf per day in 2030. This
production curve closely aligns with the capital investment spend curve

discussed above.
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It is important to note that FPL’s methodology for forecasting fuel prices has
been reviewed and approved by the Commission as reasonable in a number of
Commission dockets. See, e.g., Docket Nos. 110309, 130001-El and 130009-
El. The results of FPL’s economic evaluation are provided on the attached
Confidential Exhibit SF-8.

What assumptions did FPL make on the gas transportation needed to
physically deliver the gas from the Woodford Project?

For purposes of the economic evaluation, FPL assumed it would procure firm
transportation on an existing pipeline system to accept gas from the gathering
system and deliver it to the Perryville Hub in Louisiana. From there, FPL
would utilize its existing agreement on the Southeast Supply Header (see
Exhibit SF-1) to move the gas into either FGT or Gulfstream for delivery into
Florida. The costs associated with this incremental natural gas transportation
are included in the economic evaluation included as Confidential Exhibit SF-8
and reflect a conservative approach to how this transaction would be
managed.

When would FPL’s customers start to benefit from FPL’s investment in
the Woodford Project?

The benefits will start immediately upon FPL taking assignment of the
PetroQuest Agreement with customer savings beginning in year one, and will
continue over the productive life of the Woodford Project wells. The
PetroQuest transaction is projected to be highly beneficial for FPL’s

customers, providing needed natural gas at a lower and more stable cost per
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MMBtu than would otherwise be incurred if the same amount of natural gas
were to be purchased at market prices.

What are the estimated revenue requirement benefits for customers?

The revenue requirements associated with the project, on a cumulative net
present value (“NPV”) basis, are projected to be approximately $107 million
lower than the cost of the natural gas FPL would otherwise be required to
purchase over the expected economic life of the project. Further, as can be
seen from the production profile in Exhibit SF-7, approximately half of the
expected gas would be produced in the first seven years after taking
assignment of the PetroQuest Agreement, resulting in $47 million in customer
savings during that period. As was mentioned previously, FPL ran a
sensitivity that assumed all other working interest owners consent to their
participation in the PetroQuest Agreement drilling program. This results in
customer savings of approximately $61 million on capital expenditures of

$119 million.

In addition to the customer savings, it is also important that the proposed
investment also will provide long-term price stability for a portion of FPL’s
natural gas needs. By disassociating a portion of FPL’s natural gas purchases
from volatile market prices, and instead obtaining a portion of its natural gas
requirements at a stable, lower cost of production, this investment will allow
the Company to replace a portion of its short-term financial hedging program

for fuel purchases with, in effect, a longer-term physical hedge.
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Can you provide an example of how investment in gas reserves also
provides price stability?

Yes. By way of simplified illustration, suppose that FPL procures 25% of its
gas requirements from reserve projects at a stable, unit cost of production.
Further suppose that the price of gas in Year 5 turns out to be $2.00 per
MMBtu higher than the forward curve projected in Year 1. Without the
investment in gas reserves, FPL’s customers would have to pay the full
additional $2.00 per MMBtu in Year 5, because FPL’s short-term financial
hedging program does not extend that far out in time. However, because FPL
would be procuring 25% of its gas requirements on a cost-of-production basis
that is independent of what the Year 5 market price turns out to be, FPL’s
customers would only pay $1.50 of this $2.00 per MMBtu increase in the
Year 5 market price. This is a valuable form of longer-term volatility
reduction that FPL simply cannot offer through its existing financial hedging
program.

How would the customer savings be affected by movements in forecasted
gas prices or changes in the expected production from the wells?

FPL evaluated the impact to customers across assumed movements in gas
prices and production levels. The gas price scenarios considered are
consistent with what is included in the Company’s annual TYSP filing. The
base case for customer savings assumed the TYSP Base fuel cost forecast,
with sensitivities to the High fuel cost forecast and the Low fuel cost forecast

that reflect the same volatility factor of 21% used for the TYSP. Additionally,
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the Base production levels for the project were varied to a High case, with
estimated production being adjusted upwards by 10%, and a Low case, with
estimated production being adjusted downwards by 10%. As discussed by
FPL witness Taylor, the 10% adjustment figure is considered to be an industry
standard for capturing the potential upside or downside case in production. A

summary of the range of impacts on customer savings is shown below.

Sensitivity Cases for Customer Savings
"Low Fuel™ "Base Fuel™ "High Fuel"
Low Production ($14.4 MM) $726 MM $159.5 MM
Base Production $10.3 MM  $106.9 MM  $203.5 MM

High Production $34.1 MM  $140.4 MM  $246.7 MM

As can be seen from this table, the Woodford Project is projected to generate
fuel savings for FPL customers in all but one out of the nine analyzed cases,
with the most likely case yielding savings of approximately $107 million on

an NPV basis.

In the event lower market fuel prices were to materialize, as in the “Low Fuel”
sensitivity cases, FPL’s customers would enjoy substantial reductions in their
electric bills due to the reduced cost for gas that FPL would acquire at those
lower market prices. By way of example, if the “Low Fuel — Low

Production” scenario materialized, the lower price that FPL would be paying
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on the 97% of its natural gas requirements that would not be provided under
the PetroQuest Agreement would reduce FPL’s typical 1000-kWh residential
customer bill in 2016 by $4.93 per month. In contrast, the cost impact of the
gas provided under the PetroQuest Agreement would only increase that
monthly bill by $0.07, leaving a significant net reduction of $4.86 per month.
In other words, in the event that natural gas prices turn out to be lower than
projected, it would be a very positive circumstance for our customers.

Is it appropriate to recover the costs of FPL’s Woodford Project through
the Fuel Clause?

Yes, as will be described in greater detail by FPL witness Ousdahl, it is
appropriate to recover these costs through the Fuel Clause. The Woodford
Project is eligible for Fuel Clause recovery under Item 10 of Order No. 14546
and subsequent decisions interpreting it, because it is reasonably projected to
lower the delivered cost of fuel and the costs for the project are not recognized

or anticipated in the cost levels used to determine current base rates.

GUIDELINES FOR REGULATORY TREATMENT OF FUTURE GAS

RESERVE AGREEMENTS

Is FPL considering future potential opportunities to invest in gas
reserves?
Yes. To the extent the proposed investment in the PetroQuest transaction is

approved by the Commission as prudent and recoverable through the Fuel
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Clause, FPL will be in a position to evaluate similar investment opportunities
to achieve an expanded and continuing level of fuel cost savings and price
stability for its customers. The PetroQuest transaction described herein is an
example of just one agreement in a broad market.

What types of projects will FPL pursue for future investments in gas
reserves?

As further described in the testimony of FPL witness Taylor, there are a
number of different classifications of reserves that are determined by current
technological and economic conditions, and the distinction between proved,
probable and possible reserves, as defined for reporting purposes, can be
relatively small. Because producers typically own a mix of each category of
reserves, the transactional opportunities would be substantially reduced if FPL
were to pursue only those reserves labeled as Proved. This is demonstrated by
the Woodford Project, where 25 of the proposed wells are characterized as
Proved, while 13 are characterized as Probable. All of the proposed wells in
the Woodford Project are in close proximity, so there is only a low chance of
substantial differences in productivity among the wells regardless of their

current classification.

Another dimension in the range of potential projects available in the market is
the mix of hydrocarbons. FPL witness Taylor explains that production is
characterized by a wide array of commodities, from methane to natural gas

liquids (“NGLs”) to oil. FPL will focus on the development of natural gas
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resources to physically supply its power plants, but also understands the value
of NGLs and oil and the real economic benefit in lowering the ultimate cost of
natural gas from having those hydrocarbons present. Thus, while the
Woodford Project produces dry gas, when analyzing future projects the value

of NGLs and oil will be considered as well.

As mentioned previously, FPL currently has natural gas supply from sources
which include shale formations in Texas, Louisiana, Oklahoma, and Arkansas,
West Virginia, Ohio, and Pennsylvania. FPL will remain heavily dependent
on these relatively new sources of supply as shale production increases and
traditional sources of supply like the Gulf of Mexico continue to decline. In
order to maintain a flexible and robust portfolio, FPL will pursue transactions
that provide geographic diversity, such that it does not become too reliant on

any one production area.

Finally, FPL believes it is important to pursue a portfolio of assets that
maintains an economically beneficial stream of gas production for our
customers. In order to accomplish this, a mix of all categories of reserves
must be considered so as not to limit FPL’s opportunities to deliver economic
benefits for our customers. Additionally, considering a mix of natural gas and
NGLs will be important as there is a real potential to “buy-down” the cost of
gas with the presence of NGLs. FPL witness Taylor discusses NGLs in more

detail in his testimony. Ultimately, a mix of different reserve types will help

41



10

11

12

13

14

15

16

17

18

19

20

21

22

23

121

provide for a steady flow of physical gas deliveries from natural gas
production on favorable terms for FPL’s customers.

Are there constraints that limit FPL’s ability to enter into future
beneficial agreements for gas production similar to the PetroQuest
Agreement?

Yes. As described earlier in my testimony, most counterparties to date have
been unwilling to wait for standard regulatory approval timing in order to
execute an agreement, and FPL cannot depend on having USG or any other
entity “stand in” until the regulatory review process is completed and then to
simply hand over the project at net book value. Moreover, because of the
volatile nature of the gas markets, the start date of a transaction can have
significant impacts on the value as viewed by the counterparty, as well as the
benefit to FPL’s customers.

How does FPL propose to accommodate the need for prompt action on
future gas reserve opportunities?

FPL is proposing a set of guidelines, which would provide a framework to
allow FPL to consummate a transaction when an agreement has been reached
that meets the guidelines, without having to wait on the normal several-
month-long Commission approval process.

Has FPL developed proposed guidelines within which FPL could make
timely investment decisions on future gas reserve opportunities?

Yes. In order to ensure that the benefits available to customers can be secured

in a timely fashion, FPL requests that the Commission approve guidelines for
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gas reserve projects, such that FPL would be eligible to recover through the
Fuel Clause the revenue requirements for future projects that meet those
guidelines, subject to the usual review of the prudence of fuel-related

transactions that the Commission conducts in Fuel Clause proceedings.

By allowing FPL to move forward on future projects without the need for
prior approval, the Commission would facilitate FPL’s ability to take
advantage of additional opportunities to achieve lower and more stable gas
prices for customers, while maintaining the Commission’s ability to review
those projects in the same manner that it reviews other fuel-related
transactions.

Would the adoption of guidelines be consistent with how the Commission
has administered the short-term hedging programs?

Yes. Starting with a set of initial guidelines in 2002 and then expanding and
refining those guidelines in 2008, the Commission has worked with FPL and
the other investor-owned utilities to develop and implement both a process
and substantive guidance for what should and should not be part of the short
term hedging programs. This collaboration has been effective in giving the
Commission a clear line of sight into the nature and extent of the utilities’
planned short-term hedges, while at the same time giving the utilities comfort
that they can execute on what are often very substantial financial positions
without having their decisions second-guessed as market conditions unfold.

Similar to the hedging guidelines, the Commission could establish a
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framework whereby the company could enter into several transactions that are
within a range of predetermined terms/guidelines. Also similar to the hedging
guidelines, the Commission should acknowledge that there are potential
drilling/production risks with pursuing gas assets and as long as the
transaction was within the guidelines, it cannot be deemed imprudent based on
the results.

What are FPL’s proposed guidelines?

FPL’s proposed guidelines are attached as Confidential Exhibit SF-9. Certain
key provisions in the guidelines need to be kept confidential, because their
disclosure would disadvantage FPL in negotiating with potential
counterparties for future gas reserve projects, which in turn could reduce the
fuel savings for FPL’s customers. Generally, the guidelines describe the
parameters under which FPL will be able to transact on future gas reserve
opportunities. They cover the scope of FPL’s project participation as a
percentage of average daily burn, as well as on an annual capital expenditure
basis. They also describe how the deals will be evaluated against FPL’s then-
current forecast of natural gas prices. Finally, the guidelines will discuss the
composition (percentage of methane versus NGLs of gas reserves that FPL
can pursue).

Are there other examples of industry participants establishing guidelines
with their commissions for future transactions around gas reserves?

Yes. There are other industry examples which exist. For example,

NorthWestern Energy included acquisition criteria for gas reserve properties
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in its current (2012) Natural Gas Biennial Procurement Plan, as to which the
Montana Public Service Commission commented favorably in May 2013.
While each utility is different in terms of the mix of their fuel portfolio and
every jurisdiction is unique in some way, there has been recognition that
establishing a framework for future deals will help the utility to transact on a
more expedited basis in ways that will benefit customers. Essentially, there
are different specifics on the composition of reserves, but the same general

ideas in terms of the benefits to customers and future gas prices.

VIIl. CONCLUSION

Please summarize why investing in gas reserves will benefit FPL’s
customers.

Fundamentally, investing in gas reserves is about delivering lower and more
stable prices for the commodity that is by far the largest component in FPL’s
fuel bill: natural gas. The Woodford Project is projected to deliver
approximately $107 million of customer savings on a net present value basis.
This is an extremely attractive financial opportunity for our customers. While
future transactions may not present the level of savings the Woodford Project
does, the proposed guidelines will ensure that future gas reserve projects are

also projected to deliver net savings.
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At the same time, gas reserve projects will help stabilize gas costs for our
customers over a longer time frame than can be realistically achieved with
FPL’s existing financial hedging program. That program extends only 12 to
24 months into the future, with prohibitive costs and credit risks associated
with extending it for a longer period of time. However, similar to the current
hedging plan, the volatility in the fuel bill will be greatly reduced as additional
reserves are added to the portfolio. The benefit of the gas reserves projects is
that they will provide gas at a well-understood and predictable cost of
production for decades and allow for longer-term volatility reduction without
the potential collateral and liquidity issues of the current hedging program.
Finally, if market prices for gas were to fall and were expected to remain low
in the future, FPL could quickly curtail customer exposure to gas reserve
revenue requirements by simply non-consenting on any wells yet to be drilled
in the Woodford Project and not continuing to invest in replacement gas
reserve projects. Once these steps were taken, the rapid gas production and
associated depletion in existing wells would reduce the remaining investment
to a small fraction of its original value in just a few years. In short, gas
reserve projects offer customers an unparalleled opportunity for substantial
savings and certainty in the face of a volatile gas market.

Does this conclude your direct testimony?

Yes.
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CHAl RVAN GRAHAM  You can do your five-mnute
summary.

MR, MOYLE: And | going to ask him questions
about that w thout waiving ny right to object to
this.

CHAI RVAN GRAHAM  Yes.

MR MOYLE: Ckay.

THE W TNESS:. Good norning, M. Chairman and
Comm ssioners. | think it's inportant at the
outset to understand FPL's proposal. Sinply put,
FPL is proposing to replace a small portion its
exi sting financial hedging programwth a form of
| onger termfiscal hedging that is al so expected to
provi de custoner savings.

FPL currently supplies 62 percent of the
el ectricity consuned in Florida, wth approxi mtely
65 percent of this fueled by natural gas. FPL
purchases nore natural gas than any ot her investor
owned utility in the country, neking the need to
establish a predictable, reliable and | ow cost
supply and inperative for FPL and its custoners.

The Whodford Project does just that. This
transaction offers the opportunity to procure
natural gas at production costs that will be very

stable over the long run, and wll provide a hedge
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agai nst volatile market prices. Additionally,

t hese production costs are projected to be
significantly lower than the prices forecasted in
t he market.

FPL currently secures physical gas at market
prices which has resulted in |arge price swi ngs for
custoners. FPL's nethod of mtigating this price
risk is this Comm ssion approved hedgi ng program
whi ch hel ps FPL achieve its objective of fuel price
stability by financially hedging a portion of its
proj ected gas consunption for the foll owm ng year.

The current hedgi ng program has substanti al
limtations, including the lack of liquidity for
fixed price hedges over the long-term And while
FPL mai ntains a strong bal ance sheet, there are
limts on the ability to provide the current
support required for longer termfinancial hedges.
Because of these Ilimtations and others, FPL's
custoners renmain 100 percent exposed to the
long-termvolatility inherent in the natural gas
mar ket beyond what can be mtigated by our current
hedgi ng program

Fortunately, these limtations could be
addressed by investnents |ike the Wodford Project.

Owmnership in gas production offers long-termprice

Premier Reporting
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stability as the cost of gas is tied directly to
production cost, thus concl udi ng decoupling
purchases fromthe factors that drive market
volatility. Inportantly, by procuring only a
portion of FPL's gas requirenents through
I nvestnents in gas reserves, FPL's custoners wl|
still benefit should gas prices drop, but will be
partially protected by investnent in gas reserves
shoul d prices rise over both the short- and
| ong-term

As this conmm ssion wells knows, shale gas
production has grown rapidly in recent years. The
cost of drilling and producing gas from shal e has
dr opped dramatically, leading to | ower natural gas
prices and an increase in the anount of
econom cal ly recoverabl e gas reserves.

It's worth noting that approximtely
70 percent of FPL's current supply is net with gas
from unconventi onal sources such as shale. Because
of these factors, nowis an excellent tine to be to
begin investing in gas production. The Wodford
Project is projected to save FPL's custoners
approxi mately $107 mllion on a net present val ue
basis conpared to the costs custoners are

forecasted to incur over the life of the project,

Premier Reporting
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1 with the benefits of |ower fuel cost beginning
2 i mredi ately in 2015.
3 In addition, to the Wodford Project, FPL is
4 proposing a set of guidelines simlar in nature to
5 t he hedgi ng gui delines, and approved by this
6 conmm ssion in 2008. These gas reserves gui delines
7 would facilitate FPL's ability to achieve | ower and
8 nore stable prices for custoners, and maintain the
9 Commi ssion's ability to review projects in the sane
10 manner that it reviews other fuel rel ated
11 transacti on.
12 The gui delines that have been proposed as
13 producers are not willing to wait for regul atory
14 approval before a transaction becones effective as
15 capital and schedul e deci sions need to be nade
16 qui ckl y.
17 For the Whodford Project, an affiliate of FPL
18 that has experience in these kinds of projects has
19 al ready transacted with PetroQuest as a bridge to
20 Conmm ssion approval. |f the Comm ssion approves
21 this transaction, FPL will take assignnent of the
22 agreenent at net book val ue through a wholly owned,
23 fully regul ated FPL subsidiary.
24 I f the Comm ssion does not approve the
25 assignnment to FPL, our affiliate will retain the

Premier Reporting Reported by: Debbie Krick
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transaction for its own interests. However, FPL
sinply cannot depend on our affiliate to provide
this bridge in the future and, therefore, as for
Comm ssi on approval of the framework for making gas
reserves investnents that woul d provide reasonabl e
assurance those transactions will be viewed as
prudent and recoverabl e.

Comm ssi oners, fundanentally investing in gas
reserves is about delivering | ower and nore stable
prices for the commobdity that is the | argest
conponent in FPL's fuel bill, making the Wodford
Project an extrenely beneficial transaction for our
custoners. |In short, gas reserves projects offer
custoners an unparal |l el ed opportunity for
substantial savings and predictability in the face
of a volatile gas narket.

And this concludes ny sumary.

MR, GUYTON:. We tender M. Forrest.

CHAI RVAN GRAHAM  OPC.

MR, TRU TT: John Truitt, with the Ofice of
Publi c Counsel. Thank you, M. Chairman,
Conmm ssi oners.

CROSS EXAM NATI ON

Q M. Forrest, good norning.
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A Good nor ni ng.

Q | kind of -- | know you discussed it in your
direct testinony a little bit of the background of how
FPL canme about this, so | want to kind of nove through
that first.

Isn't it true that in 2011 your unit Energy
Mar ket i ng and Tradi ng business unit, EMI, |earned of
other utilities investing in gas reserves and that
know edge peaked your interest?

A We becane aware of a transaction that
Nort hwestern Natural did in Canada up in the Pacific
Nort hwest, and it was at that tine when we started
pursuing different ideas around potentially taking a
| onger term physical transactions.

Q Ckay. And then | know in response to one of
staff's interrogatories nunber 87, which we di scussed at
t he depo before, you found four orders from ot her
service comm ssions allow ng investnent in gas reserves
in base rates, is that's correct?

A That's correct. A nunber of -- nost of them
are, as | said, in the northwest, but there are a nunber
of other jurisdictions that have approved these types of
transacti ons, yes.

Q So of those four orders, isn't it correct that

three of those orders dealt strictly wwth LDCs that did
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not burn gas to fuel electricity generation?

A That's ny understandi ng, yes.

Q Ckay. And the fourth one, that one is
Nor t hwest er n?

A Nort hwest ern Energy, yes, out of Montana.

Q Now, Northwestern, it's an LDC and el ectric
utility, correct, it's conbi ned?

A That's correct.

Q Ckay. Isn't it true that the Northwestern
case in Montana, Mntana PSC only allowed the inclusion

of gas reserves in the natural gas utilities base rate,

not as fuel

A I

certainly could be true. | know it was done for the

primary benefit of the gas LBC.

Q Ckay. Did you review the order in that case
at all?
A | amfamliar with the order. | don't know

that | read it cover to cover, no.
Q Ckay. | amgoing to offer an exhibit, it's
going to be that order.

MR TRU TT: What | am handing out, it's the

final

Comm ssion for this. The order is actually cited

in staff interrogatory nunber 87. W didn't have a

for the electric utility?

amnot entirely positive of that. That

order for the Modntana Public Service
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copy of the order, but I would like to offer this
exhibit for the record. | will wait unti
everybody has one.

CHAl RMAN GRAHAM  Mary Anne, remind ne if it's
a different --

M5. HELTON. I'msorry, | ama little bit
confused. |Is this one of the orders that we took
official recognition of earlier?

MR TRU TT: No, it is not.

M5. HELTON: But did you said it was cited in
an interrogatory?

MR TRUTT: It was in an interrogatory. And
during discovery, we found out that he had | ooked
at it. And since it's one of the cases that
I nvol ves, not an LDC, it's conbined, this order is
going to be used to cross-exam ne exactly where
t hose gas reserves are.

M5. HELTON:. And it was an interrogatory
response by Florida Power & Light?

MR TRU TT: To staff, yes.

CHAl RVAN GRAHAM  So would we give it an
exhi bit nunber?

M5. HELTON: Yes, sir.

CHAl RMVAN GRAHAM  All right. W will give it

Exhi bit No. 60.
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1 (Whereupon, Exhibit No. 60 was marked for
2 I dentification.)
3 THE WTNESS: And | am sorry, which
4 I nterrogatory was that?
5 BY MR TRU TT:
6 Q It was nunber 87.
7 A Ckay.
8 Q Ckay. It's going to be -- it's the copy of
9 the order of that first part of that interrogatory.
10 If you could for nme, I would just like to turn
11 to the very first page of it, towards the bottom of the
12 first page, after the cover sheet, of course, under
13 procedural history.
14 | f you could read the one under nunber one,
15 pl ease. The, on March 30th, that paragraph starting,
16 can you read that out loud into the record, please?
17 A Yes.
18 "On March 30th, 2012, Northwestern Energy
19 filed an application with the Conm ssion seeking
20 authorization to include the Battle Creek Natural Gas
21 production and gathering properties "-- Battle Creek in
22 the parenthesis -- "in the natural gas utility rate base
23 and to recover associ ated expenses. Included in the
24 filing was stipulation and agreenent between
25 Nort hwest ern Energy and the Montana Consuner Counci
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regarding Battle Creek return on equity and capit al

structure and RCE sl ash capital structure is
stipulation in parenthesis.

Q kay. That you. And if could you flip to
page 13 of 14. Ckay. Under order -- | am |l ooking
specifically at nunber eight. |If you could read the
first sense out |oud, please?

A “I'n approving Northwestern Energy's
acquisition of the Battle Creek reserves, the
Commi ssion's intent is that all of the reserves e used
to serve Northwestern Energy's natural gas custoners
until the reserves are conpletely depleted "-- | am
sorry -- "entirely depleted."”

Q kay. So would you agree with nme that it

appears in this order the intent was that it goes to the

natural gas utility rate base?

A Yes.
Q Ckay. Now, | amgoing to fast forward -- | am
done with that. | amgoing to fast forward to 2014 now.

So your unit had been | ooking for options for
roughly three years investing in gas reserves and filed
this petition June 25th, 2014, specifically seeking a
prudence determ nation fromthis comm ssion for a joint
venture with PetroQuest and Wodruff Arkoma in Ckl ahons,

correct?
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A That's correct. Yes.

Q Okay. Now, isn't it true FPL originally
settled on a different partner for a joint venture
bef ore PetroQuest?

A We had a nunber of discussions with
counterparties over the |last couple of years. W did
get to various stages through the negotiations with
t hose counterparties. One counterparty we did nove
fairly far down the path, had would what we thought was
an agreenent and they backed out of it at the last --
the | ast m nute.

Q Ckay. Now, that counterparty, that was as
recently as May 5th of 2014, correct?

A On or about, yes, sonewhere in that tinmefrane.

Q Ckay. And then isn't it true that that
tentative agreenent after May 5th it fell apart when a
particul ar board nenber was not supportive the
transacti on?

A That is ny understandi ng of what happened.
Yes.

Q Ckay. And isn't it also true that NextEra, in
fact, proposal provided to FPL?

A They have an existing -- yes, they have an
existing relationship with PetroQuest in the Wodford

Arkoma. As we have been pursuing these types of

Premier Reporting Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
137

1 opportunity, US Gas, who has a | ot of experience dealing
2 wth these types of transactions has been helping us in
3 that process. They are the ones that brought it forward
4 and proposed the idea. But | can also tell you that

5 there has been a ot of things that were happening in

6 paral l el after the May episode with the other

7 counterparty that this idea was brought forward. [It's

8 been in discussions prior it that.

9 Q Ri ght, but NextEra brought it to FPL?

10 A That's correct.

11 Q Correct. Now, the Wodford Project is an

12 unconventional play, |I think we heard that in opening, |

13 want to nake sure we have it in the record.

14 A That's correct.

15 Q Ckay. So it's an unconventional play, it wll
16 I nvol ve hydraulic fracturing, correct?

17 A That's correct.

18 Q Isn't it true fracking operations generally,

19 there is wastewater fromthe process, which is usually
20 injected in wells el sewhere?

21 A There is different ways of injecting it.

22 Dr. Taylor certainly can give you a very thorough

23 understandi ng of what's being done in the Wodford

24 Project. But, yeah, you can inject it into wells or

25 shall ower water -- excuse ne, shallower deposits.
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Absol ut el y.

Q Ckay. Now, besides the deal falling through
at the last mnute, would you agree with ne that there
are other risks investing in gas reserves? Again, | am
tal ki ng generally.

A General ly speaking, there is -- there are
risks involved in drilling for gas, just as there are
ri sks involved in everything that we do every day.

Q Right. I'mgoing to go -- | would like to
expl ore a couple of these risks.

So isn't exploration a risk in investing in
gas reserves?

A Expl oration, in the sense that your
wi | dcatting.

Q No. | don't nean any industry terns |ike
w |l dcatting or anything else. | nmean when you are
actually going out to pick an area, if a project is not
al ready set up |Ii ke Wodford?

A Yeah, if you are pursuing -- and, again, |
woul d defer to interest Taylor for his vast experience
in the area, but when you are pursuing opportunities in
an area to drill, if you are searching for acreage that
doesn't al ready have existing wells located on it, there
Is a level of risk associated with that. Certainly the

quality of data that you receive wth respect to seismc
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data and other information in the area will help in the
understanding of that. In the Wodford Project, there
Is a very, very well known set of data that has been

made avail able to us.

Q | amsorry. | don't nean to interrupt, | am
going to get to the Wodford. | amgoing to talk
generally first. | don't want to get the record
conf used.

A kay. So to the extent that you are pursuing
opportunities in an area that doesn't have exiting
wells, and they are just pursuing acreage, if you wll,
then, yeah, there is a level of risk association with
exploration. But again, a lot of that is driven by the
quality of data that you have about that acreage.

Q Ckay. And you would agree with nme al so that
seismc issues can be a risk of investing in gas

reserves, correct?

A | am aware there are discussions around
seismc activity in certain areas. | amnot aware of
any in this specific area. Again, | know you are

tal ki ng about the Wodford Project, in that particular
area, but | know there are people that are kind of |ined
up on both sides of the scientific community discussing
seismc activity and potential inpacts.

Q Ckay. Now, in terns of at the drilling site
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itself, you would agree with ne that there are
environnental issues at a drilling site that's a risk of
I nvesting in gas reserves, such as possible | and

contam nation, or accidents, or anything like that is

possi bl e?
A There is that potential, true.
Q Ckay. And environnental risks could also go

over into the wastewater injection site, wouldn't you
agree that that's a potential risk as well?

A Again, there is certainly that possession.
There are mtigants to many of those risks, but there
are risks, yes.

Q Ckay. And isn't it true that the Cklahoma
Cor porati on Comm ssion has issued a nenorandum stati ng
It was going to be taking a proactive approach in
dealing with I'inks between injection wells and seismc
activity?

A Dr. Tayl or could probably tal k about that at
| ength. | amsort of cursory aware of it, but | would
suggest Dr. Taylor is probably a better resource for
t hat response.

Q Ckay. | amgoing to have another exhibit.
The exhibit they are handing out for nme -- thank you --
I's the menorandum from the Okl ahoma Corporation

Comm ssion's website regarding seismc activity.
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CHAI RVAN GRAHAM  We will give this Exhibit
No. 61.

(Wher eupon, Exhibit No. 61 was marked for

I dentification.)
BY MR TRU TT:

Q Ckay. As | said, thisis just -- it's a neno
t hey have on the nmain page of their website that the
Okl ahoma Cor porati on Conm ssion out, and you said you
were vaguely aware -- | don't renenber the exact word
you used -- that they had been looking into it, you
didn't know the exact --

A Correct.

Q | just want to | ook at the second and third
paragraph. Actually, let's start with the second
paragraph first, while a direct, could you pl ease read
t hat out | oud?

MR, GUYTON:. (Objection. | don't think a
proper foundation has been read -- been laid for
this docunent. W don't even know if this wtness
is famliar with the docunent.

CHAIl RVAN GCRAHAM  Let's ask him

MR TRU TT: He said he is vaguely famli ar
with their policy. And this is a public record
that's obviously avail able on their website, hasn't

been altered or anything else, so | can ask himthe
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1 initial question if heis famliar with this

2 docunent at all, and then if he says no, then |

3 will still ask that it be admtted and he doesn't

4 have to read fromit if that would be the

5 Comm ssion' s preference.

6 CHAl RVAN GRAHAM Let's do it that way. Let's

7 wal k into this alittle bit.

8 MR TRU TT:. Ckay.

9 BY MR TRU TT:

10 Q Have you ever seen this docunent?

11 A No.

12 Q | guess | foreshadowed that.

13 MR TRU TT: Since this is a public record

14 fromanother state jurisdiction, and it would be
15 the type of evidence that would be normally relied
16 upon in the course of these proceedings, | would
17 ask that it be admtted into the record.

18 CHAl RVAN GRAHAM  Mary Anne.

19 MR GUYTON. |If we may object just to its |ack
20 of authenticity, and it is not a self-evident

21 public record that is appropriately admtted

22 wi t hout any sort of foundation.

23 CHAl RVAN GRAHAM  Mary Anne.

24 And just so you guys know, | amgoing to

25 probably go to ny attorney quite a bit during this
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heari ng, because we are on unchartered territory,
and when this gets challenged, |I want to make sure
that all the |I's are dotted and T's are crossed.

M5. HELTON:. M. Chairman, | think the w tness
has said that he is not famliar with this
particul ar docunent. So | think if M. Truitt
wants to ask questions about seismc activity in
general, | think there has been no objection to
that fromFlorida Power & Light. But what | heard
the witness say was that he is not famliar with
this docunent. This is a docunent from Okl ahoma.
It's not a docunent fromFlorida. Wile it may be
readily relied upon in Cklahoma, that's not where
we are, and | amwondering if this would have been
better | ooked at through judicial notice or
official recognition versus trying to get it
admtted into the hearing this way.

CHAI RMAN GRAHAM  As far as authenticity of
this, are we doabl e?

M5. HELTON: W have al |l owed docunents in the
past to be admtted that were gained fromthe
internet fromthe website, but that's when
generally -- like, for instance, if it was a
Florida Power & Light source fromthe internet, if

it was a Florida Power & Light docunent, that would
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1 be different than versus an Okl ahoma docunent that
2 we -- none of us in the room or nost of us in the
3 room have never seen before.

4 MR, TRU TT: M. Chairman.

5 CHAI RVAN GRAHAM  Yes.

6 MR TRUTT: If | may offer a solution, since
7 it's -- I wll ask a direct question. | won't ask
8 for it to be admtted and we won't have to worry

9 about an objection and sustained, overruled in the

10 record.

11 CHAI RMVAN GRAHAM  Sounds perfect.

12 BY MR TRU TT:

13 Q Are you aware that Okl ahonma Corporation

14  Comm ssion is not waiting for proof of a direct link to

15 oil and gas activity, seismc activity?

16 A | can read that in the second paragraph.

17 Q |"mjust asking if you are aware besides the

18 docunent sitting in front of you?

19 A Not in those words, no. | amaware that they

20 are looking at seismc activity, yes.

21 Q Ckay. Are you aware that they are considering

22 under possible newrules that if seismc activity is

23 linked to injection wells that wells may have to be shut

24 down?

25 A | am not aware of that, no. Again, | would
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1 defer specific questions to Dr. Taylor on that.
2 Q Ckay. | will cone back to the risk of that in
3 just a second.
4 Now, speaking of shutting down wells, are you
5 aware of any states that have a noratoria on injection
6 wells, fracking?
7 A Specific states, no, | amnot. | amaware
8 that there are local jurisdictions that are | ooking at
9 it, but specific states | am not aware.
10 Q Isn't it true that there is an area in
11  Arkansas that has a noratoria on injection wells?
12 A Like | said, there are |local areas within
13 states, yes.
14 Q Ckay. Isn't it true that, generally speaking,
15 the noratoria on injection wells is usually fromthe
16 wastewater used to actually frack the well itself?
17 A The di sposal of that, yes.
18 Q Isn't it also true that there is actually
19 water that sonetines cones out of these wells as wel
20 that has to be disposed of?
21 A That's ny understandi ng, yes.
22 Q So isn't it true that, even though a well is
23 currently producing, the water is com ng out and bei ng
24 I njected sonewhere else, there is a noratoria on
25 I njection and that well would have to stop producing?

Premier Reporting Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014

146
1 A Again, | would defer to Dr. Taylor to answer

2 any specific questions about the disposal of wastewater.
3 Q kay. And isn't it true that there are

4 liabilities, like in any legal situation, that would

5 attach to investing in gas reserves?

6 A There are certainly liabilities, and there are
7 certainly mtigants to those liabilities as well.

8 Q Ckay. So | amgoing to give you a

9 hypot hetical, we are going to talk sone about the DDAs,
10 | amwant to give you a scenario first.

11 PetroQuest drills a well under this Wodford
12 agreenent, breaches an existing environnental

13 regul ati on, which requires a report to a governnent al

14 entity, nost environnental breaches do, would you agree
15 with that?

16 A | would agree with that, yes.

17 Q Ckay. Now, | am not worried about negligence
18 or wllful, or anything like that, no | egal standards at
19 all. How would FPL, and consequently this conm ssion,
20 know of that breach?

21 A The operator in this case, PetroQuest woul d be

22 responsi ble for reporting it to the appropriate
23 regul atory body.
24 Q Okay. So PetroQuest is not regulated by this

25 conmmi ssi on. How woul d this conm ssion find out about
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t hat breach?

A They would find out, | guess, through the
i nformation that's provided by Florida Power & Light.

Q Ckay. You have your SF-4 in front of you, |
think it's been noved in -- or not yet, but SF-4, | am
| ooki ng at page 17 of 78.

A Flipped right to it.

Q Okay. Now, | know this is confidential, so |
don't want anything actually said out |oud of the actual
details and terns. | amgoing to point to you a
section. Now 17 of 78 is fully confidential, but I am
| ooki ng at Section 4.2 sub (a) sub (8), about
three-quarters of the way down page 17 there.

A Correct.

Q So if you take a second to read that quietly,

A Yes, | have that.

Q Ckay. Now, regarding that hypothetical of
reporting, wouldn't you say that the first eight words
of that termare extrenely critical to how infornmation
I s passed about ?

A | would agree with that. As | understand it,
there is a very free flow of information between the
operator and the working interest owners such that this

I s not unheard to have request for infornmation.
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Q Ckay, but | amjust saying, in terns of the
contract and what we have in front of us, you would
agree that that termis relevant to that question?

A Yes.

Q Ckay. Now, in the Whodford Project, what
happens if one party fails to pay required rentals or
sheddi ng paynents, or royalties, sonething that they

have to pay as part of |eases which cause the | oss of

the right to drill, what happens?
A They would be in default and woul d be excl uded
fromany of the benefits of the drilling activities.

Q kay. If we could flip to page 19 of the DDA
And | am |l ooking at sub (d), it's right before Section

4.5, just below the hal fway point.

Now, that first -- let's see, | amsorry --
4.4(a)(i). | apologize. It's nunber one at the top of
the page. | apol ogi ze.

A Ckay.

Q Now, you woul d say that that clause right
t hrough there kind of governs royalties and things that
we are tal king about, again, without the details of it?
A Yeah. This is details of what the obligation
of the operator are in terns of paying royalties and
associ ated ot her costs, yes.

Q Ckay. Now, if we go down to (d), and woul dn't
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you say that the first full sentence of subsection (d)
kind of renmpoves a significant nunber of protection?

A Well, there are provisions within the
agreenent. (Qobviously, anything within the gross
negligence or willful m sconduct that would put them on
noti ce and have thembe in default, which there are a
nunber of other obligations that they have through the
operating agreenent which would include paynent of any
due fees on a tinely base.

Q Right. And | understand there are -- |
understand there are sone other terns. | amjust
| ooki ng at these two as they |ink together.

You woul d agree that (d) significantly renoves
sone of the protection that four point A one gives,
renoves sone - -

A Again, | think the operating agreenent would
cover that. In the event that they don't pay their
royalty paynents to the | andowners, they would be in
defaul t.

Q Ckay. And if we could flip to page 21 of the
DDA. Now, | amlooking at section -- subsection (b) of
4.6, okay.

And again, confidential, but wouldn't you
agree with ne that the terns in this renove a | ot of

FPL's ability to use the mnerals in the nost efficient
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1 manner? | wll give that you question as you read so

2 you can keep that in mnd.

3 A | am not sure what you are suggesting by that.
4 Q Ckay. There is a tine clause in subsection

5 (b) there in 4.6, correct?

6 A That is correct.

7 Q Ckay. And that tinme clause is going to enact
8 how FPL takes things one way or another from one of

9 these wells? Again, | amtrying to tap dance around the
10 confidenti al.

11 A Yes. W have actually spoken publicly that we
12 are taking our gas in kind.

13 Q Ckay, right. But there is -- it could go

14 anot her way according to the agreenent?

15 A According to the agreenent. And pl ease

16 understand that this agreenment was witten in a way that
17 allowed US Gas, as our affiliate, to own the transaction
18 initially, which they do today, and then provided

19 provi sions where it could be assigned to Florida Power &
20  Light.

21 Qur intent, as Florida Power & Light, is to

22 take the gas in kind, or take the physical gas, and then
23 deliver that into our pipeline systemfor burning in

24 power plants here in Florida. So that's the primary

25 I ntent of any gas reserves transaction that we would
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| ook for, is to take our gas in kind and be able to nove
it.

This particul ar provision being, references
just that option for us. There are other provisions of
the marketing agreenent would allow US Gas to utilize
PetroQuest to sell that gas on their behalf. W don't
have any indent in doing that.

Q Ckay. So you are saying don't have any
intent. Are you guys going to anend this DDA or are you
| eaving it as stands if the Wodford Project goes
t hr ough?

A W will exercise our rights under 4.6(b) to
take the gas in kind.

Q | want to | ook at page 13 of the DDA. And I
am |l ooking at sub (b). [It's right above the hal fway
poi nt of the page.

A Yes.

Q Okay. Now, isn't it true that this provision
pl aces an incentive on FPL to consent at the front end,
regardl ess of whether it appears prom sing or not?

A | don't agree. The -- this is a nonconsent
right. So we have a right to nonconsent to a nunber of
wells if things aren't going the way we want themto go.
If there are -- if gas prices have fallen to a | evel

that these wells are no | onger economc, we have the
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1 right to nonconsent if a well is proposed.

2 Pl ease al so understand that PetroQuest has the
3 sane interest in seeing gas prices at a higher level in
4 terns of proposing wells, so they may well not be

5 proposing wells if gas prices are falling.

6 Q | amsorry, just a second. | would love to

7 hear the rest of the clarification, but what | am

8 talking about in this one -- | understand the consent

9 and nonconsent. This is a specific consent termthat's
10 on the first well. And the clause here, doesn't it --
11 I f a consent occurs on the first well, it kind of

12 affects a lot of options down the |ine, doesn't it?

13 A For only two of the 19 units. In two of the
14 19 units, there are no wells drilled today. So those

15 are called first well drilling units. So of the 17 --
16 and | think that Dr. Taylor's exhibit was pulled down --
17 but there are actually two -- two of the 19 units that
18 don't have any wells drilled on themtoday. The other

19 17 units have wells drill ed.

20 Those two that have no wells drilled are
21 called first well drill units. | f we nonconsent to the
22 first well on those first well drilling units, we | ose

23 our rights to those sections. So effectively, if we
24 nonconsented to the first two in those first wel

25 drilling units, we are forfeiting our rights to those
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1 sections, still retaining all of our rights on the other
2 17 and that sanme. And that sane -- that sanme provision
3 does not apply to the other 17. It's just for those two
4 where the first wells are being drill ed.

5 Q So then isn't it true, then, on that unit, you
6 have an incentive to say yes to the first one if you

7 want to get to the rest of the wells?

8 A | think we wll approach every decision froma
9 consent versus nonconsent in the sanme manner. | don't

10 know that it matters to us whether it's a first well

11 drilling unit or a subsequent well.

12 Q Now, if we flip to page 24, |ooking at Section

13 6.3. Ckay -- are you there?

14 A | am yes.

15 Q All right. W have a liability clause here,

16 and you woul d agree that that clause actually gives FPL

17 sone corrections -- or protection, correct?

18 A | agree that it does, yes.

19 Q Ckay. Now, you have a nodel form operating

20 agreenent that got a little late attached as Exhibit G

21  do you have that in front of you?

22 A | do.

23 Q Ckay. Can you turn to page three of that?

24  Ckay, | am | ooking under Section Bl sub (e). So again,

25 above the hal fway point of the page.
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A Ckay.

Q Now, isn't it true that that clause negates
part of the protections that you had in that other
cl ause in the DDA?

A I n what way?

Q Joint versus several. Now, the issues here
being how that liability is going to go. Wuld you
agree that those clauses don't fully nmesh? | guess |
will words it that way.

A | see in the operating agreenent that it says
that they are borne severely. Were it's the sane thing
being -- sane thing as 6.3 of the DDA covers, any one of
these conflict with one another, the DDA rul es.

Q The DDA is going to trunp the JOA every tine?

A That's what's been stated in the docunent,
yes.

Q Ckay. Now, you have testified that the
Wodford Project and projects under the guidelines, if
approved, should go through the Fuel C ause, correct?

A That's correct.

Q Ckay. Now, the Fuel Clause as it stands
today, we did sone hypotheticals in your depo, and I
just want to rehash that whole thing again, so | am
hopi ng you renenber.

A Ckay.

Premier Reporting Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
155

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q For a fixed price fuel contract, if the
supplier doesn't deliver the fuel, you have coll ateral
where you w thhold paynent, correct?

A That is generally true. W wthhold
collateral for a fixed price client contract. W would
typically hold collateral, and we woul d have sone renedy
to recover those costs. Yes.

Q Ckay. Now, for a longer termvariable price
contract, the market is pretty liquid, so you agree with
me if the supplier does not deliver, you could obtain
fuel from another source, correct?

A That is generally true. There is a |ot of
very liquid points in the physical market. There are
ot her areas which are nuch less illiquid. To the extent
that this happened in an area |ike the Perryville Hub,
which is an incredibly liquid area, where we buy a | ot
of our gas on a daily basis, if a counterparty was --
you know, stops delivering gas, we could certainly
procure that gas. There m ght be sone financi al
I nplications, kind of depending upon the terns of how
they were negotiated, but certainly we could find
physi cal gas el sewhere.

Q Ckay. Now, supposing a supplier does not
supply fuel under one of the type of contracts you

operate under now, the risk to custonmers FPL nay have to
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obtain higher priced fuel fromthe market, is that
correct?

A Say that again, the first part.

Q If a supplier does not supply fuel under one
of the contracts that you have now, and suppose you have

to go out and get replacenent fuel --

A It's a fixed price or it's variabl e?

Q Vari abl e.

A Ckay.

Q So the risk to custoners is that if that

happens, then FPL m ght have to pay for slightly -- or
the custoner m ght have to pay for slightly higher fuel?

A There is that potential, yes.

Q Now, you stated in your testinony, you would
agree that order 14546 requires fossil fuel related
costs to be the type that normally coul d be covered
t hrough base rates? | believe you quoted the order.

A That's correct.

Q And in the quote fromyour direct testinony,
again you quote that order as saying, quote, "wll
result in fuel savings," is that correct?

A That's what the order says, yes.

Q Ckay. And then you al so quote from order
nunber 11-0080, quote, "that |ower the delivered price

or input price of fuel," correct?
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A That's correct. | think in all of those
| nstances there have been subsequent foll ow on orders
that have clarified certain provisions of that, such as
In the 14546, the will deliver |ower cost of fuel has
been clarified in a couple of different occasions, |ike
the Scherer railroad cars are a great exanple, where
they use the word estimated -- the Conm ssion has used
the word estimated. It's clear that when any
projections are forecasted, they are based on the best
avail able information. But there is no guarantee of
t hat based on where gas price or fuel prices necessarily
cone in. So it's typically an estimted | evel of
savi ngs anyway.

Q Ckay. Now, in the guidelines -- | am |l ooking
at pages one of your guidelines -- you actually cite PSC
order 08-0667. I1t's in the end of the second paragraph.

A That's correct.

Q Ckay. And you quote it saying, "reduce the
variability or volatility in fuel costs paid by
custoners over tine," correct?

A That's correct.

Q Now. | want to -- we don't have a copy of
that in front of us, so | amgoing to hand out a copy of
t hat order.

A Thank you.
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Q And | amgoing to ask you to flip to
attachnent A page one of three. The guidelines are
state cited at page two, but | want to | ook at page one
for a second.

CHAl RVAN GRAHAM W are going to go ahead and

give this Exhibit No. 62.

(Wher eupon, Exhibit No. 62 was marked for
I dentification.)
THE WTNESS: | amsorry, you want ne to | ook
where? | amsorry.
BY MR TRU TT:

Q Attachnment A, page one of three.

A Ckay.

Q All right. And | am |l ooking at Roman nuneral
1, where it starts off with hedging activities in
quotes. Do you see that?

A That's correct.

Q Ckay. Could you please read the first
sentence into the record?

A Yes. Hedging activities that are
appropriately reported by 10OUs and are obtained in
I nformation reports are defined to be natural gas and
fuel oil fixed price financial or fiscal transactions.

I nstrunents include fixed price swaps options, et

cetera.
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1 Q Ckay.

2 Can | respond to that?

3 Q | didn't ask a question for you to respond to,
4 but | amsure we are going to get to one that you wll

5 be able to respond to.

6 Now, isn't it true that Wodford Project's

7 production costs are not fixed?

8 A Not entirely, no. They are well known.

9 Again, | think Dr. Taylor will give you a very good

10 description of those costs that are fixed and those that
11 are variable. There is a high degree of understandi ng
12 of what those costs will be. For an individual well,

13 once the well is drilled, the vast majority of costs are
14  understood, with the exception of |ease operating

15 expenses, which can vary, you know, just a tiny anount.
16 And the overall |ease operating expenses nake up about
17 five percent of the overall annual costs. So once a

18 well is drilled, it's very well understood.

19 Q Ckay. Now, isn't it true that in these

20 gui del i nes here where your cite that order, there is no
21 clause in these guidelines that fix production costs in
22 future investnents, is there?

23 A No, | am not aware of any.

24 Q Ckay.

25 A | amaware that in the guidelines, the nain
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body of it does give the Conm ssion sone -- sone |evel
of flexibility to allowthe utilities to adjust the
guidelines to the extent that they are to the benefit of
t heir custoners.

Q Ckay. Now, isn't it also true the custoner
savings are not fixed in the Wodford Project?

A They are not fixed, no.

Q Ckay. Now, you would agree with ne that one
of the major determ nants that protect customer savings
for the Wodford Project is FPL's natural gas price
forecast, correct?

A That is certainly one of the inputs, yes.

Q Ckay. Now, isn't it also true that these
proposed gui delines, we don't have any termin there
that's going to fix custoner savings at a certain |evel,
correct?

A That's correct. | amnot aware of any
I nvest mrent that FPL makes that fixes custoner savings.
We build a power plant, we nmake an estinate of what
t hose fuel savings will be based on the sane fue
forecast nethodol ogy we used in this case, and we are
not guaranteeing fuel savings in a power plant. So it's
your best estimate of the information that you have
avail able at the tine the decision is made, and there is

no guar antee beyond that.
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Q Ckay. And isn't it true production levels in
the Whodford Project aren't fixed either?

A The production |levels at the Wodford Project
are not fixed. They are well understood. Again,
woul d encourage you to engage Dr. Taylor to understand
just how well those are projected.

Q Now, you would agree with ne, though, that if
approved for the Fuel C ause, FPL shareholders will be
allowed to earn an authorized return at 10 and a hal f
percent, correct?

A For prudently incurred costs, yes.

Q Right. And you would agree that it's FPL's
intent if the proposed guidelines are approved, under
those guidelines will also earn FPL -- allow the
opportunity to 10 and a half percent for FPL
shar ehol ders, correct?

A That's right. It would allow us to earn at
the m dpoint of the range for, again, prudently incurred
cost s.

Q Ckay. Now, | would like you to | ook at SF-9,
your guidelines here. | am/looking at guideline 2A
toward the bottom of the page, right before Section 3.

Now, isn't it true here, it states that -- for
a prudence determnation, isn't it true that this

gui deline places this conm ssion inside of a new
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prudence box by mandating those are the terns of

prudence?

A | amnot sure | follow your question.

Q Ckay. It's stated in here that eval uation of
t he prudence wll be based on showing the project is

estimated to generate savings for custoners on a net
print value basis relying solely on information relative
to these guidelines available to FPL at the tine the
transaction is entered, including independent
third-party reserve engineering report and FPL standard
fuel price forecasting nethodology? | don't see any if,
maybe's or anything else in terns of that. So would you
agree with ne that that guideline, if approved, is
telling the Comm ssion what they can | ook at for a
prudence determ nation?

A | don't agree. | think it's inportant to
under stand when you are | ooking at the guidelines, there
are several guidelines proposed within this set of
gui delines. These are not exclusive. They are all
ands. You have to neet the threshold of the maxi num
anopunt spent in the year, the nmaxi num percent age
provided in a year, the fact that it provides custoner
savings, the fact that it's froma well-known proven
area of reserves. Every one of these are an ands, so

they are not nutually exclusive.
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1 Wth respect to this particular guideline,

2 what we are basically saying is that we are going to

3 denonstrate with the best available information that we
4 have at the tinme that it presents custoner savings. To
5 the extent that the Comm ssion reviews the transaction
6 and determ nes that they were nmade with flawed anal ysi s,
7 then it wouldn't be determ ned to be prudent.

8 Q Okay. Now, that references the third-party

9 reserve engineering report. Now, it's true that Forrest
10 A Grb's will review the Wodford Project in this case,
11 correct?

12 A That is correct, yes.

13 Q And isn't it true that your understandi ng of
14 the Forrest A Garb review in the Wodford case is that
15 Forrest A Garb obtained information solely from

16 Pet roQuest, USG and FPL?

17 A That is correct, and that would be the case in
18 any third-party review

19 Q kay. So it's true that Forrest A Garb didn't
20 go independently and get anything on their own?
21 A No, | wouldn't agree with that. There is
22 definitely publicly avail able information. And agai n,
23 Dr. Taylor can give you a lot of information about
24  what's available publicly. There is information
25 available on the -- | believe it's the Ckl ahoma's
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1 Comm ssion's, but you can correct ne if I"mwong --

2 that lists all of the.

3 MR MOYLE: M. Chairman, just to interrupt

4 here, but FIPUG does nake the objection related to

5 this Forrest Garb report. |It's an independent

6 report. Nobody from Forrest Garb is here. | don't
7 want to interrupt the flow of things. How about if
8 we just have a standi ng objection to anything

9 related to the Forrest A Garb report?

10 CHAI RVAN GRAHAM  Dul y not ed.

11 THE WTNESS: And Dr. Taylor can certainly go

12 t hrough the Forrest A Garb cover to cover in great

13 detail if needed.

14 But with he respect to the publicly

15 information, Forrest Garb, ny understanding is they
16 went out and got that publicly avail able

17 i nformation that shows what the production wells

18 are and other wells in the area, and verified that,
19 they verified the input costs. It was a conpletely
20 I ndependent eval uation of the project, both froma
21 public perspective and a cost perspective.

22 BY MR TRU TT:
23 Q So you stated they only got information from
24 PQ USG -- well, PetroQuest, I'msorry -- USG and FPL

25 and now you are saying they also got publicly available
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I nf ormati on?

A My understanding is that they woul d have made
use of that publicly available information.

Q Ckay. Now, going back to the Fuel Cd ause that
exists today. |If the supplier fails to deliver, FPL's
custoners are not paying for fuel twice, correct?

Meani ng, they didn't pay for fuel that didn't show up

and they didn't pay again when they got fuel; is that

correct?
A That is -- if we get cut by a supplier for, of
course, mmjor event, as an exanple, we wll go acquire

new fuel and we only pay for the fuel that's delivered.

Q Ckay. Now, under the Wodford Project,
assum ng a decision to drill is prudent, isn't it true
that FPL's custoners are going to pay for the drilling
of that well -- again, it's prudent -- and then if the
well is dry, they are going to have to pay for fuel that
FPL purchases on the nmarket to replace that gas that
didn't cone out of that well?

A That is correct. | think the chances of a dry
well in this particular area are extrenely renote, at
best. Again, relying on Dr. Taylor to provide a |ot
nore detail behind this, but this is not exploration,
this is true production.

Q | understand. But | amsaying, in terns of

Premier Reporting Reported by: Debbie Krick



Florida Public Service Commission 12/1/2014
166

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

what we have in front of us, there is nothing that woul d
prevent FPL's custoners from paying tw ce, correct?

A That is correct, other than to the extent that
It was due to the gross negligence or willful m sconduct
of PetroQuest or sone other liability that they own,
that is correct.

Q Ckay. Now, in the sanme hypothetical, that
assumng it was prudent to drill and it happened to be a
dry well, the custoners pay for it. Now, under that
hypot hetical, isn't it true that FPL sharehol ders are
still allowed to earn a return of 10 and a half percent
under that investnent?

A Again, if the costs incurred were deened to be
prudent, then yes.

Q Ckay. | amgoing to go to page 38 of your
direct where you have a 9-box.

Now, isn't it correct when this was filed with
your original direct testinony wwth the petition back in
June, that this 9-box is supposed to represent the
sensitivity cases for custoner savings?

A Yes. And if | can explain what 9-box does.

Q Yes.

A So essentially, we provide three fuel
forecasts. W have a base fuel forecast which uses the

sane net hodol ogy that we have used for years in front of
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this comm ssion that relies heavily on third-party

| ndependent inputs to develop that case. W then go
back and we cal culate historical volatility on a forward
basis to determ ne just how volatile prices can be on a
forward basis and apply that as a | ow band and a hi gh
band. So in this case, it's around 28 -- excuse ne,

22 percent. So we take the base case analysis for our
fuel forecast and then multiply it by plus or m nus

22 percent, which creates a band around that. So that's
how we create our high band and | ow band.

And then for the base production, Dr. Taylor
made an estimate of how nmuch production he thought we
were going to get, and then plus or mnus 10 percent
estimate on that to determ ne just exactly how nuch
production within a certain band.

And again, Dr. Taylor can describe why
10 percent is an appropriate nunber, a nunber that he is
very confortable with, and it's a nunber, on an
I ndi vidual well, is nore appropriate on an aggregated
basis. As you drill nore and nore wells, that nunber
gets tighter and tighter to the base.

(Transcri pt continues in sequence in Vol une

2.)
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