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Vol une 1.)

Ther eupon,

PROCEEDI NGS

(Transcript follows in sequence from

SAM FORREST

was called as a witness, having been previously duly

sworn, was exam ned and testified as foll ows:

CONTI NUED CROSS EXAM NATI ON

BY MR TRU TT:

Q
10 percent

Now, | note on page 38 right above the

you just referenced, you said it was

Taylor's direct testinony, or as discussed by FPL

Wi tness Taylor is how you state it?

A
Q
direct?

A

Yes.

Could you tell us where that is in his

Yeah, we covered this in the deposition. |

beli eve he covered it in discovery as well.

Q
page 38, t

Now, in this 9-box that we have here on

his 9-box assunes all other interest owners

do not consent, correct?

A
Q

Correct.

And the ramfication of that decision is that

it's the highest capital expenditure, correct?

A

That is correct. W felt it was nost

Premier Reporting

Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
173

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

appropriate to show the nost conservative nunber in
ternms of the capital outlay and so there are other
wor ki ng interest owners that exist within these
properties. And to the extent that they do not consent
or don't want to participate in the well, we nade the
assunption that none of them participated so that we
could show at the -- not the highest |evel of custoner
savi ngs, but just what the maxi num capital expenditure
woul d |1 ook |ike, so a nore conservative approach to
denonstrating adverse to showi ng what the | owest |eve
woul d be and then comng in at the higher nunber.

Q Now, if all other owners do consent, savings
do go down to 60 mllion under this 9-box, correct? |
believe that was in your errata sheet.

A Yes, that's correct. The custoner savings go
down, as does the capital investnent, the investnent,
by a commrensurate anount.

Q Right. Now, |'ve heard during opening
statenents, but just since you're a sworn wtness, this
was used creating the COctober 2013 FPL's Natural Gas
Forecast, correct?

A That is correct. It was consistent with the
ot her docunents that were in front of the Conmm ssion at
the tine.

Q kay. Now, there was al so an errata sheet |
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just mentioned a second ago, that also stated the

capital expenditure increase from119 mllion to
125 mllion, correct?
A That's correct, yes.

Q kay. Now, you included October 2013 Nat ur al
Gas Forecast as your Exhibit SF-8, correct?

A That is correct.

Q And you did an updated Natural Gas Price
Forecast in July of 2014 in preparation for your 2015
fuel filing; is that correct?

A That is correct, yes.

Q kay. Now, I'mgoing to hand out a redacted
version of the revised SF-8. Do you renenber you did
revised SF-8 as part an interrogatory?

A Yes.

Q kay. And | wanted to have this redacted
version entered into the record because, as we'l
di scuss in a second, under the black box is not really
what | want to tal k about.

A Ckay.

MR TRU TT: W would ask that this be given

a separate exhibit nunber so that it can be

referred to in a nonconfidential manner,

M. Chairman.

CHAl RMVAN GRAHAM W& wil | give this Exhibit
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Nunmber 63.

(Exhibit No. 63 was marked for

I dentification.)

MR. TRUI TT: Thank you.
BY MR TRU TT:

Q Now, you recognize this, M. Forrest,
correct?

A Yes, | do.

Q kay. Under this blacked out section here in
the mddle, would you agree that all of the nunbers
that are technically under that are the sane as the
nunbers in SF-8 that you originally filed with your
direct? Those nunbers didn't change, correct?

A Subj ect to check, | believe you' re correct.

Q kay. Now, just |ooking here based on a
July 2014 fuel forecast that was prepared for a filing
here with the Conmm ssion, the di scounted custoner
savi ngs dropped from 106.9 to 51.9 mllion, correct?

A Yes, they did. And if |I could address that.
| think it's inportant to point out that any forecast
Is a point-in-tinme forecast. Gas prices are incredibly
vol atile, they go up, they go down. Dependi ng upon
where in tine you take that snapshot, you're going to
see a definite inpact to gas prices.

We coul d have taken it the follow ng the day
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and the savings woul d have projected to be sonething
di fferent than what we saw here.

This forecast was done, obviously, as a
result of our filing for the 2015 fuel factors. The
band -- the 51.2 or -- I'msorry -- $51.9 mllion
estimate that you see in the July 28th forecast is well
wi thin the bands of our base fuel, taking other things
I nto consi derati on.

| think what's inportant to note is if you
| ook at different points in tinme -- back in Decenber --
if I just use |ike the year 2025 as an exanpl e and | ook
at NYMEX pricing, back in 2013, Decenber of 2013, gas
prices were at $5.60 for the NYMEX 2025 contract, which
you won't see on this sheet. But wthin two nonths, it
had dropped to $4.60. It had dropped an entire dollar.
Wthin another two nonths, it had gone back to 5. 60.

So in a matter of four nonths, it swng a dollar down
and a dol | ar up.

Wiy that's inportant is our custoners burn
roughly 600 billion cubic feet of gas every year.

Every dollar nmove is $600 million. 1It's a staggering
nunber how nuch gas noves around. That's $6 on your
typical nonthly bill. These nunbers are volatile and,
again, it's just all point in tine.

Now, again, when we took this snapshot at

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
177

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

this particular point in tinme, gas prices had cone back
down. And right now, that same year is in the $5
range. So gas prices nove up, they nove down. |[t's
all about the tinme when you take these estimates. So |
think all it does is denonstrate just how volatile gas
prices are.

Q kay. Now, in terns of the gas pricing, your
unit does those forecasts, correct?

A That's correct.

Q Now, in terns of the 9-box and the | ow
production, high production things, you would agree
that you defer to Dr. Taylor in terns of the
production, the range of estimtes that you use,
correct?

A That is correct.

Q Okay. Now, you would agree that the 9-boxes,
they require a couple of predicates for the 9-box to
work out, that all of the wells proposed are drill ed,
all the wells are successfully drilled, all of the
wel | s produce within the band you have is 10 percent,
all other owners nonconsent, and that your Natural Gas
Price Forecast is correct? That's kind of the
predi cate assunptions that go into making this 9-box,
correct?

A This particular 9-box, | agree with that,
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yes.
Q kay. Now, |'mgoing to hand out another

exhibit that has three variations of this 9-box which
you graciously provided after the deposition. [|'m

going to ask that it go in as an i ndependent exhibit.
Now, you recognize this exhibit, correct,

M. Forrest?

MR TRU TT: M. Chairman, we woul d ask that
this be given an exhibit nunber.
CHAl RVAN GRAHAM  This will be Exhibit
Nunber 64.
MR. TRU TT: Thank you, M. Chairman.
(Exhibit No. 64 was marked for
I dentification.)
BY MR TRU TT:

Q Now, there's three variations. | guess we'll
sort through what we're looking at. The first page is
kind of this explanatory page, correct, where you
explain what the variations are?

A That's correct.

Q kay. And then there's four attachnments to
t hat page, attachnents one, two, three and four. And |

just want to verify that attachnent four, this is the
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1 original 9-box that you have in your direct, correct?

2 A Yes, that's correct.
3 Q kay. So these other three attachnents are
4 different. So we'l|l start with the first one,

5 attachnment one. Now, this was done using the
6 COctober 2013 fuel curve with the thing that changed was
7 plus or mnus 20 percent production for the |ow

8  production, high production bands; is that correct?

9 A That is correct, yes.
10 Q kay. Now, then we have anot her one,
11  attachnent two, it's the July 2014 fuel curve. |It's

12 the exact sanme 9-box as you' ve got on page 38 except
13 you just inserted the July price forecast, and you
14 still use the 10 percent production, all other owners

15 are nonconsent assunptions, correct?

16 A That is correct, yes.
17 Q Ckay.
18 A Wi ch, again, if | could just interject real

19 quickly that the 10 percent versus 20 percent, we

20  agreed to provide the 20 percent variations that you
21 saw on attachnent one and you'll see on attachnent

22 three. W don't believe that's the appropriate |evel
23 of production variation to utilize. Again, Dr. Taylor
24 can di scuss why he believes that.

25 Q Ckay. And the third attachnent, you've got
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the July fuel curve and then plus or m nus 20 percent
and all owners nonconsent, correct?

A That is correct, yes, sir.

Q kay. Now, if I'mlooking at the 10 percent
of attachnent two, so all you did in that one is you
updated the fuel forecast?

A That's correct.

Q You used the ones that you're planning on
using in a fuel filing next year.

Now, isn't it true that under this situation,
FPL custoners are not experiencing savings in three out

of nine scenari 0s?

A That's correct.
Q s that what that shows?
A That's correct. The |low fuel forecast in

that particular instance is fairly extrene. And if |
coul d expl ai n.

In 2015 -- again, renenber when | descri bed
how t he bands are created, it's plus or m nus
essentially 21.8 percent, call it 22 percent. Wen we
| ook at the pricing forecast that was provided in 2015,
that updated | ow price forecast cones out to $3 in
2015. So effectively what it's suggesting is the | ow
price in 2015 is at $3.

When you | ook at the production profile, and
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you can see the very top, that's al nbst at the peak
poi nt of production, so you're going to see the biggest
impact. Wiile we're seeing our costs in the $3.40
range, the gas price would actually be down around $3.
Wiy that's inportant is a couple of reasons.
One is the historical low for the 2015 contract is
$3.60. That's the lowest that we' ve ever seen that

contract. Three dollars is substantially |ower than

t hat .

"' m not suggesting it can't go there. |
don't predict natural gas prices. It certainly could
go there, | suppose. But if it does, that is a very,

very good day for our custoners, given that we're
projecting gas prices in 2015 at $4, and it cones in at
$3, a dollar savings, again, on the unhedged portion of
our portfolio is a couple hundred mllion dollar
savings for them So it's a very extrene exanple in
ternms of the |ow price forecast.

Q kay. And then just to clarify, the forecast
was done for a filing at the Conm ssion, correct?

A |'"'m sorry, ask that one nore tine.

Q The forecast you did in July, which happens
to be an extrenely low point in tinme, was done to
support the 2015 fuel filing before this Conm ssion,

correct?
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A Absol utely. And those 2015 fuel factors were
based on the base forecast which, again, the case shows
$52 million in savings.

Q kay. Now, if |I'mlooking at attachnent
three, which is, again, we're using the July forecast
but we're using the 20 percent, which | understand
we're going to defer to Dr. Taylor when we talk to hinf

A Correct.

Q In that scenario, again, we have three out of
ni ne where custoners don't save noney, correct?

A That is correct, yes.

Q kay. We've had a | ot of discussions about
the forecast, but you would agree wth ne, wouldn't
you, that it would be appropriate for the Comm ssion to
consider current information, if avail able, when
considering this first-of-its-kind proposal ?

A | have no problemw th the date of forecast
bei ng considered. $52 million is still a very
substantial |evel of custoner savings given the added
benefit of the hedging that this transaction wll
provi de over a |onger period of tine.

Q kay. Now, | want to tal k about PetroQuest
itself for a mnute. Now, you testified that
PetroQuest is, quote, a well-know and hi ghly regarded

I ndependent oil and natural gas conpany, correct?
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1 A That's correct, in the Wodford, yes, they
2 are.
3 Q Now, is it true you base that qualification
4 on USG s experience wth PetroQuest and the research
5 perfornmed in preparing this Wodford Project for
6 filing?
7 A Yes. Certainly our discussions with US Gas
8 were part of that, and then understanding their |evel
9 of involvenent in the Whodford as wel .
10 Q kay. Now, isn't it true USG entered into
11 the first drilling agreenment with PetroQuest in 2010,
12 correct?
13 A That is ny understandi ng, yes.
14 Q Now, that's one year before FPL started
15 | ooking for these types of projects?
16 A Again, | wouldn't say that we started | ooking
17 in 2011. W becane aware of the transaction in 2011.
18 We probably didn't start in earnest until the 2012 tine
19 franme in terns of |ooking for different types of
20  opportunities, not just focused on these types of
21  opportunities, but different types of opportunities in
22 terms of creatively searching for ways of |ocking in
23 longer-termvalue for our custonmers. So, yeah, it
24 would be within a year of two of their transaction with
25 Pet r oQuest.
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Q Ckay.

A Their original transaction, excuse ne.

Q Now, in |ooking at PetroQuest related to this
proj ect and what you learned fromUSG isn't it true
that you don't know or did not encounter information
regardi ng PetroQuest percentage of being on tinme for
drilling projects?

A | am personally not aware, no.

Q kay. Isn't it true that you do not know
PetroQuest's percentage for conpleting wells on tine?

A | do not have that information, no.

Q Isn't it true you do not know PQ s percentage
for conpleting jobs at or under budget?

A No, | do not. Although, Dr. Taylor utilized
their historical information on the wells that were
drilled in the area of nmutual interest that was shown
earlier to devel op those cost estimates, so he would
have a very good understanding of their ability to
deliver costs, at least in this particul ar area.

Q kay. And we'll ask him But | want to go
back to the on tine. |1'm/looking at your Exhibit SF-4,
pages 60 and 61. And if you'll recall, again, this is
confidenti al .

A That's correct.

Q Al right. Now, what we have here is a
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drilling schedule. Now, |I'mnot going to go into
details or nunbers or anything else, but it's a
drilling schedule, correct?

A Correct.

Q Okay. Now, wi thout divulging confidential
i nformation, we can | ook on page 60, for exanple, and
we can see drill dates, there should have been a
certain nunber of wells drilled by today?

A That's correct.

Q Correct?

A Correct.

Q kay. And we have the sane thing on page 61,

correct?

A That's correct, yes, sir.

Q kay. And the pages are distinctly -- it's
just two different rigs, correct? | don't think that's

confidenti al .

A That's what it is, it's rig one and rig two,
that's correct.

Q Ckay.

A There are two rigs available for drilling.

Q Now, isn't it true that PetroQuest is behind
schedule on the list presented on page 607

A They are. They are running a little bit

behi nd schedul e.
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1 | think what's inportant to note is, you

2 know, they are focused on doing it right, they're

3 focused on -- and we'll get to the next page, |'m sure,
4 in amnute -- but they're focused on doing the right

5 thing and ensuring that they're delivering these

6 projects or the individual wells at or bel ow budget, if
7  possible.

8 And they are running behind, but there are no
9 concerns. This gas isn't going anywhere. |It's all

10 going to ultimately be drilled for the benefit of FPL's
11 custoners, if the Comm ssion sees fit to approve it.

12 So it's not like this gas is being evacuated in other
13 ways.

14 Q kay. Now, the drill dates, conpletion

15 dates, and actual nunber of wells are confidenti al

16  here?

17 A That's correct.

18 Q But let ne try and ask it this way. And |

19 don't believe it divulges confidential information, but
200 M. GQuyton may have ot her words about that. Wat

21  percentage of wells has PetroQuest drilled of the ones
22 that they should have started drilling by today?

23 A | think that woul d probably give away

24 confidential information.

25 Q Well, I"mnot asking for a nunerator or

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014

187
1 denom nator.
2 A | understand. About 5 percent of their wells
3 are underway, if my math is correct, subject obviously
4 to check.
5 Q kay. And that's on the first page on dril
6 one, or did you do both?
7 A | did both.
8 Q You did both rigs?
9 A | did both, yes.
10 Q kay. | wanted to split it, I'"'msorry, |
11 wasn't clear.
12 A kay. |'msorry.
13 Q O rig nunber one, what percent --
14 A |"m sorry, ask your question again. | want
15 to make sure I'mdoing the math correctly.
16 Q O rig nunber one, we have a set nunber of
17 wells that the drill date should have started by today?
18 A Correct.
19 Q O those, what percentage have been drilled?
20 A |"msorry, | msunderstood your question.
21 40 percent have been drill ed.
22 Q kay. Now, on rig two, page 61, the sane
23 thing. Again, we see there's a certain nunber of wells
24 that should have been drilled by today. What
25 percentage have been drilled?
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1 Zero.

2 Q Ckay.

3 A Again, |I'mnot overly concerned by that. You
4 know, this is a process that, you know, once it gets up
5 and running -- they have not acquired a second rig yet
6 todrill the second list of wells that are on the

7 schedule. They are |looking for a well that neets their
8 needs rather than just going out and -- |'msaying a

9 well -- arig -- rather than just going out and

10 acquiring a newrig.

11 MR. MOYLE: | nove to strike all of this. |
12 nmean, the question was what percent, yes, or no.
13 You know, he's basically backfilling a bunch of

14 i nformation that's based on hearsay as to what

15 PetroQuest is doing. Mve to strike.

16 CHAl RMVAN GRAHAM  Wel |, OPC is asking the

17 question. As | said before, | wll let the

18 W t ness verbalize as | ong as whoever is asking the
19 question wants to control it. He chooses to |et
20 hi m answer so we'll let himcontinue the answer.
21 THE WTNESS: | would suggest it's -- |'m not
22 a lawer -- but it's not hearsay. It's what we're
23 aware of in terns of what is being drilled at this
24 poi nt .

25 So PetroQuest is |looking for a rig that neets
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their needs in terns of efficiency and the
benefits that it will bring. So rather than just
running out and finding any well that may lead to
ulti mate cost overruns and schedul e del ays, they
are trying to do it right initially by finding a
well that works to their needs. And ny
understanding is that they're close to having that
one secured.

BY MR TRU TT:
Q You said "they're close to." Do you have a

date of when they're going to have a rig?

A | do not have a date. Maybe -- Dr. Tayl or
may have.
Q Does FPL -- actually, I'Il ask this question

first. Wuld it be accurate to say the dates in the
| ast colum -- |I'm |l ooking at pages 60 and 61 -- w ||
now be pushed farther into the future due to the

del ays?

A Yes, at least for the initial wells they wll
be, yes. Like | can't suggest that they can't get it
back on schedule. There's sone discussion that they
shoul d be able to get back on schedul e over tine.

Q kay. Does FPL have affirmative plans to
accelerate the drilling schedule so as to have al

wells conpleted within the set tine franme?
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A No. Right now we're not in control of the

agreenment so US Gas owns this transaction.

Q If it was approved, would that be FPL's
I ntent?
A If the transaction is approved, we'll work

with the operator to ensure that we can get themonline
as soon as possible. But there's no guarantee that
that will get accel erated.

Q kay. And if it's approved and you plan to
accelerate -- |I'massum ng based on your | ast
statenment, but tell me if I'mcorrect -- that FPL
hasn't nodel ed the potential cost increase to catch up,
so to speak?

A | guess I'mnot aware of any cost increase.
Again, we haven't commtted and haven't had a
di scussion with PetroQuest with respect to what the
ultimte schedule may be once it's transferred to
Flori da Power & Light, so | can't suggest that there
will be a cost overrun or not.

Q kay. Now, |I'm |l ooking at pages 35 through
57 in your SF-4. It's a big list of |eases.
That's correct.
You have that listed as Exhibit B, | believe?

You said which pages?

o >» O »r

|"msorry, 35, | think.
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A There you go, yes.

Q Yeah, the beginning of it.

Now, we had some di scussions at the
deposition so I'mgoing to ask sone general questions
first. Isn't it true oil and gas | eases have nultiple
types of terns? And we're going to wal k through the
terms in a mnute.

Yes, they do.

kay. Now, isn't it true that a royalty term
Is an anmount paid by a | essee to the |essor for the
right to capture the mnerals, in this case gas?

A Yeah, in this case, it would be the | andowner
woul d have royalty rights and then he woul d | ease t hat
property -- he would obtain royalty rights by | easing
the property to a potential operator.

Q kay. Now, we discussed this, soisn't it
true that you're not famliar with the actual royalty
terms of these | eases?

A | personally amnot. W had a due diligence
teamthat would be very famliar with this. W have
both internal |andnen at US Gas, as well as the hiring
of an outside consultant that researched all of these
| eases as part of the due diligence process in the
acqui sition of the area of nutual interest. But I

personally amnot aware of the royalty terns.
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1 Q And we don't have the | ease terns anywhere in
2 this proceedings before us in the docket or anything,

3 do we? There's not in sonme other exhibit?

4 A Not that |'m aware of, no.

5 Q kay. Now, isn't it true that you can have
6 overriding royalty terns that could expire when the

7 |l ease expires?

8 A "' mnot sure of the exact terns of when they
9 expire, but there are certainly overriding royalty

10 interests that can happen, yes.

11 Q kay. Now, isn't it true that royalty and

12 overriding royalty owners have an option of taking

13  mnerals in kind, which neans they can take gas and not

14 noney?

15 A I'"'mnot aware of that. |1'monly aware of

16 them having an econom c interest, not a physical

17  interest. But, again, I'"'mnot the de facto expert in

18 this process so, again, | would defer to Dr. Taylor in

19 terns of specifics around | ease terns.

20 Q kay. So with a hypothetical, let's suppose

21 we have royalty owners -- and there's a bunch of |eases

22 here. Again, | can't say an exact nunber, but we have

23 afew Solet's say were any royalties in the 3/16th

24 to 1/8 range. D d you do an analysis of the Wodford

25 Project to account for the fact that royalty hol ders,
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those varying royalties, what that's going to do to the
anount of gas that FPL is going to get?

A Al of the -- all of the volunes of gas that
have been shown in our econonm c analysis are net of al
the royalties. So all of the royalties have already
been extracted or have been accounted for in terns of
the volunes that we're denonstrating here so there's no
I npact to any of the --

Q Was there a clause somewhere in terns of
those productions that explain to us that that was
al ready taken out? Because we didn't have the terns of
royalties, so |I'masking you if you had sonewhere in
one of your exhibits that says the productions net al
royalties?

A There may be a term-- again, we're | ooking
at 130 pages -- there may be a termin here which |

m ght be able to cone back on the next go-around to

di scuss.

Q | know there's a termin the DDA.

A Ri ght.

Q | was asking in terns of any testinony, did
you clarify that all -- everything -- all of the

royalties were already taken out?
A Not directly in ny testinony, no.
Q Ckay.
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A But it would have been in the attachnent.

Q kay. And you would agree with ne there's a
concept involving shutting in a well, where the
producti on stopped for sone reason?

A Either that the well is not econom c at that
given time or the production -- the conpletion
facilities, sone of the above-ground facilities are not
conplete, there is a such thing as a shut-in, yes.

Q kay. Now, you would agree with nme al so,
there's shut-in royalty paynents, that sonetines these
| eases could have terns that if you shut in a well, the
| essor gets extra paynents?

A "' maware of that potential, yes.

Q kay. And then also the | eases have primary
ternms which dictate how soon drilling nust happen
before the | ease expires?

A That's correct.

Q kay. Do we know the primary terns in terns
of these | eases here?

A They can vary by |lease, certainly. There's a
| ot of |eases in the docunents. The nunber of royalty
owners that exist by |ease, the nunber of working
I nterest owners that exist by | ease, royalty owners and
their terns, all of that can vary by | ease so that --

Q Vell, we don't have it in this docket. \Wat
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1 |"msaying is in front of us we don't have a | ease

2  nunber "X' says if you don't drill wthin a year,

3 considering you' re behind schedule, then this | ease

4  expires?

5 A That's right.

6 Q We don't have that in front of us?

7 A That is correct. The | andowner that would

8 have that due diligence would have that information.

9 Q kay. Now, you would al so agree there's

10 secondary terns of a | ease, which is as |long as

11 production is flow ng, then the | ease continues on?

12 A | agree with that, yes.

13 Q kay. You would agree with ne that sonetines
14  secondary ternms can be conditioned on certain

15  production | evel s?

16 A | am aware that you can condition the

17  secondary | ease on different outputs, yes.

18 Q kay. And we don't have anything in front of
19 us that sone of these | eases may have these conditi onal
20 secondary terns so we don't know?

21 A That is correct.

22 Q kay. Now, we've tal ked about all of these
23 lease terns and everything else. Now, that's for the
24 \Woodford Project.

25 Now, under the guidelines, there's nothing in
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1 the guidelines that nmandates that any of these terns on
2 projects that go through the guidelines cone in front

3 of this Conmm ssion either, correct?

4 A Ask that again.

5 Q kay. I'll ask it in tw parts.

6 A Ckay.

7 Q So in this case, we don't have any of the

8 ternms of the individual leases in this record or before
9 this Conmssion for their prudence determ nation,

10 correct?

11 A That is correct.

12 Q Ckay.

13 A | don't renmenber them being asked for.

14 Q Ri ght.

15 A But they were not provided, no.

16 Q Under the guidelines, there's no provision in

17 there that would require those | ease terns and

18 everything related to a project to cone before the

19  Commi ssion for a prudence determ nation, correct?

20 A | guess to the extent that the Conm ssion and
21 staff, through an audit process, wanted to see that

22 information, we would do our best to acquire it if it's
23  avail abl e.

24 Q But what |'msaying is it's not in the

25 guidelines?

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014

197

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A It's not in the guidelines, no.
Q kay. Now, circling back to discussion on

the Fuel d ause, back toward the begi nning, you would

agree with nme -- you had nentioned the Martin gas
pipeline lateral, | believe, in your direct?

A That's correct, yes.

Q Now, you would agree with ne that that's not

anal ogous to the gas reserves project, correct?

A | agree it's not.

Q kay. Now, | don't know, did you read the
Martin order when preparing your direct?

A | read parts of it, yes.

Q kay. Isn't it true one of FPL's argunents
was the pipeline should be in the Fuel O ause because
it's specifically related to the transportation of
fuel ?

A Yes, which is clearly covered under 14546.

kay. Now, isn't it true that one of the
ot her argunents that FPL had nade was that the

Comm ssion could conpare the cost of FPL building it

versus the cost of FGI building it, and you can clearly

see construction costs, which didn't vary too nuch,
t hat was cheaper?
A That's correct.

Q Correct?
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1 A Yes.
2 Q kay. Now, you agree with nme, wouldn't you,
3 that since the construction costs were relatively
4  known, we had a good idea of what the savi ngs were,
S5 correct?
6 A Yeah, we had a good idea what the savings
7 were in that particul ar case, yes.
8 Q Now, did those savings involve predicting --
9 well, | guess I'll say isn't it true that those savings
10 did not involve predicting a fluctuating commodity
11 price 50 years into the future?
12 A | didn't see the economi c analysis, but | can
13  assune it didn't go 50 years, correct.
14 Q kay. Now, isn't it also true that once FPL
15  built the Martin pipeline, then FPL had a tangible item
16 in existence?
17 A That is correct, yes.
18 Q kay. Now, would you agree with nme that
19 these gas reserve cases, FPL doesn't actually have
20 title to the reserves in the ground, the mnerals in
21 the ground?
22 A W will own the | eases that have rights to
23 the mnerals, yes.
24 Q kay. But you don't have --
25 A The | eases will -- as we drill, we acquire
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1 |eases in the properties, and those | eases give us

2 rights to the mnerals, so we do have a tangi bl e asset.
3 Q Well, isn't it true that you only have

4 exclusive rights to enter land and drill in attenpts to
5 capture mneral s?

6 A That is correct.

7 Q kay. That's why | was saying you don't have
8 the actual title to the mnerals thensel ves, you have

9 to get then?

10 A Oh, you have to go get them that's correct,
11 yeah. In Cklahoma, you don't own themuntil you

12 actually extract them that's correct.

13 Q kay. And then the |ast question on the

14  Martin pipeline, do you recall how nuch it cost?

15 A Not offhand, but | have it in front of nme if
16 you would like nme to | ook.

17 Q No. It's less than $750 million a year,

18 correct?

19 A Certainly. [|I'mnot sure what that has to do
20 wth --

21 Q Not hi ng.

22 MR. TRU TT: OPC doesn't have anyt hi ng

23 further, M. Chairman.

24 CHAl RMVAN GRAHAM  Ret ai |l Federati on.

25 MR. LAVIA: No questions.
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CHAl RVAN GRAHAM M. Myl e.
MR. MOYLE: One is your plan; is that right?
CHAI RVAN GRAHAM  Yes.
MR. MOYLE: Ckay.
CROSS EXAM NATI ON
BY MR MOYLE:

Q Good afternoon --

A Af t er noon.

Q -- M. Forrest.

A Yes, sir.

Q Pet roQuest, nobody here -- no witness is from

PetroQuest; is that right?

A That's correct.

Q kay. And no witnesses from Forrest Garb?

A No wi tnesses from Forrest Garb.

Q They're the experts, the oil reserve experts
that | ooked at this case; is that right?

A Yeah, | would certainly describe Dr. Tayl or
as a reserves expert. And he was the one that worked
directly with Forrest Garb to devel op their anal ysis.

Q You all didn't do a due diligence analysis
followed by a report where you | ooked at everything
related to this Wodford Project, correct? And |'m
specifically focusing on a due diligence report.

A Yeah, | was not presented with a due
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1 diligence report per se. |I'mnot sure if one was

2 prepared by US Gas. | wll suggest that there was a

3 trenmendous anount of due diligence that was done.

4 Q "' masking you just -- you can go yes or no
5 and your |awyer can redirect on that, but you're

6 here -- no due diligence report that's in your

7 testinony or --

8 A No, there's not.

9 Q -- that you're aware of?

10 A Yes, that's correct.

11 Q Sane question with respect to a risk analysis
12 report, no risk analysis report is part of your

13 testinony, correct?

14 A That is correct.

15 Q O that was ot herw se done?

16 A Again, |I'mnot aware of what US Gas may have
17 done on their side of the business. | was not

18 presented wth a specific risk report.

19 Q Right. And |I'mnot wanting you to specul ate
20  about sonebody may have done sonething. | just want
21  you to testify as to what you know or don't know. Are
22 we good?

23 A W' re good.

24 Q PetroQuest, they're a non-investnent grade
25 conpany, correct?
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1 A Yes, they are. That's correct. That's very
2 comon for the industry.

3 Q FPL typically doesn't do business with

4  conpanies that are junk bond status or non-investnent

5 grade, correct?

6 A | woul d suggest that there is a small part of
7 our gas supply portfolio that cones from

8 less-than-investnent-grade entities. Again, nost of

9 that gas is procured at index pricing such that it's

10 fluctuating with market.

11 The vast majority of our suppliers are, as

12 you suggest, investnent grade, but that doesn't

13  preclude us fromdoing it. The large nunber -- there's

14 a large nunber of smaller producers that are bel ow

15 investnent grade.

16 Q | f given a choice between doing business with

17 sonmebody that has an investnent grade rating and a

18 non-investnent grade rating, | assunme you would prefer

19 to go with the higher quality conpany?

20 A | think it would |largely depend upon what

21 kind of transaction | was doing.

22 Q Well, it doesn't matter whether you're buying

23 w dgets or whether you're buying gas, | nean, as a

24  general proposition, wouldn't you, as a matter of

25  Dbusiness practice, rather do business wi th sonebody
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that has a higher security quality as conpared to
sonebody that was |ess, all other things being equal?
A | think it's kind of a broad question. In
this particular instance, | have no probl em doi ng
busi ness with PetroQuest, who is bel ow i nvest nent
grade, given the rights that we have within the
agreenent to step in if things should go wong on their
si de.

Again, the |arger investnment grade entities,
sort of the nmmjor independents, if you wll, they are
not the ones that are | ooking for these types of
transactions with counter-parties, so that's the reason
we find ourselves with sone of the smaller players.

Q And how long is this deal wth PetroQuest

going to be? Is it 30 years? | nean, that's what
you're thinking that the wells wll continue to produce
for, right?

A It will vary dependi ng upon the output of the

wel | and the marketability of that gas. As |long as
it's -- as long as that gas is economc to continue to
drill, 1t could last 30, 40, 50 years, yes, absolutely.
Q kay. And you're also responsible for FPL's
hedgi ng progranf? You oversee that, right?
A That is correct, yes.

Q And you woul d not do hedging deals with
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1  sonebody over a long-term basis that had bel ow

2 investnent grade ratings, correct?

3 A That is true. The --

4 Q That's all | need. Thank you.

5 Let me go to an exhibit that was handed to

6 you. It's 60. You should have it in front of you. It
7 was a --

8 A |"'msorry, | didn't nunber themw th everyone
9 else.

10 Q This is the final order of Northwestern

11 Energy by Montana PSC.

12 A kay, | have it.

13 Q Before | get there, I'll just ask you, did

14  you -- in ternms of preparing for your testinony, did

15  you research how other states have addressed gas

16 reserves?

17 A Yes, | did. Menbers of ny teamdid as well,
18 so they were the ones that investigated the different
19 jurisdictions that have ruled on these types of

20 transactions. And then those were brought to ne, and |
21 reviewed high I evel of docunents. |In the case of

22 Nort hwestern Energy, | |ooked at their guidelines that
23 they had.

24 Q Ckay.

25 A Their fuel procurenent plan, as it's call ed.
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Q Did the Conm ssion in Mntana say, hey, this
Is a good idea and a petition was brought to them
simlar to what we have here or was the Montana oil and
gas reserves issue handled in a different way, if you
know?

A It was handl ed as a stipul ati on bet ween what
woul d effectively be Northwestern Energy and their
O fice of Public Counsel, is ny understanding. And |I'm
not sure if there were other parties to that
stipulation or not, but that's ny understandi ng of how
It happened.

Q kay. Do you have any understanding as to
whet her there was any | egislative activity that
suggested that the Montana Conm ssion shoul d consi der
the oil and gas nmatter?

A "' mnot aware, no.

Q If the Montana Legislature passed a statute
and said that this should be considered, directing the
PSC in their state to do it, would that be sonething
that you think would be significant, in your judgnent?

M5. GUYTON:. (Qbjection, goes to specul ation
as to the mnds of both the Comm ssion and the

Legi sl ature in another jurisdiction.

MR. MOYLE: |'masking -- he's testifying

about this policy he's asking you all to adopt.
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I"mjust asking himin his view and his opinion if
the Legislature in Montana said go do this,
whet her that would be significant in his view

CHAl RMVAN GRAHAM  |'Il allow himto answer
t he question, what he knows or what he thinks he
knows. |If he doesn't know, he can say he doesn't
know.

THE WTNESS:. It certainly is significant for
Montana, |'ll agree with that. Qoviously their
Legi sl ature was dictating that they | ook at these
types of transactions, it would be significant for
them |'maware that other jurisdictions didn't
have | egislative action, so | think it, again,
depends jurisdiction by jurisdiction how things
get handled. But certainly for Montana, | would

say it was significant.

17 BY MR MOYLE:

18

Q Let me refer you to page two of 14 on this

19 Exhi bit Number 60 that was offered by the Ofice of

20 Publ i

c Counsel. Wuld you just read into the record

21  the second sentence under paragraph 11.

22

23

24

A Starting with "Since"?
Q Yes.

A "Since 2009, Northwestern Energy has been

25 allowed by Montana Law to acquire natural gas
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1  production and gathering facilities and" -- |'m not

2 sure what the brackets is, I'll skip -- "and seek

3 inclusion of themin its rate base at 69-3-1413."

4 Keep goi ng?

5 Q No, that's good.

6 A Ckay.

7 Q The nunbers you read, do you have an

8 understanding as to that being a statutory cite?

9 A | don't.

10 Q You don't know one way or the other?

11 A | do not.

12 Q As a matter of policy, you would agree you're
13 asking this Conm ssion to adopt a new policy to all ow
14  FPL to recover production costs associated wth oil and
15 gas reserves in other states, correct?

16 A | think that we're asking them under an

17  existing policy, under Order 14546, to recogni ze the

18 custoner benefits that cone froma |long-term

19 transaction centered around gas production, as

20 recognizing that it will Iower fuel costs over tine.

21 Q Has this Conm ssion ever before -- you've

22 heard the Chairman a couple of tines -- are you aware
23  that this Conm ssion before has ever considered an oi
24 and gas venture in other states and ask that the

25 ratepayers be responsible for those? Just yes or no.
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1 A Ask the question again.

2 Q Sure. Are you aware of any other cases in

3 which any investor-owned utility has cone before this
4  Comm ssion and asked this Conm ssion to authorize the
5 requlated utility to engage in oil and gas business in
6 a foreign jurisdiction, Cklahoma, Texas, any other

7 stat e?

8 A No, |'m not.

9 Q Ckay.

10 A l'mal so --

11 Q That's all | need. Thank you.

12 A Ckay.

13 Q Do you have an opinion or do you think, as a

14  pmatter of policy that -- who sets policy with respect
15 to electric matters in the state of Florida? Is it the
16  Legislature, the PSC? Not sure?

17 A Probably a conbi nati on of those.

18 Q kay. You're not aware of the Florida

19 Legi sl ature considering the policy question of whether

200 aregulated utility should be permtted to go and

21 invest in oil and gas ventures in other states, are

22 you?

23 A "' m not aware, no.

24 Q Do you think that m ght be a good idea to |et

25 the Legislature, who sets policy, consider that
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1 question?

2 A That woul dn't be for ne to say.

3 Q You just don't have a view on that?

4 CHAIl RVAN GRAHAM  Asked and answer ed.

5 MR. MOYLE: | have a docunent | would like to
6 hand out. It doesn't have a cover sheet because
7 It's an interrogatory that | think has already

8 been admtted, so |I'll just use it. And I'll give
9 you guys copies to facilitate the question. And
10 the highlighting on it's m ne.

11 M5. HELTON:. M. Chairman, can we ask

12 M. Myle what exhibit nunber it's already been

13 mar ked under ?

14 MR. MOYLE: It's under one of those staff

15 exhibits where all of those di scovery docunents

16 came in. This is Interrogatory Nunber 82, page 1
17 of 1.

18 CHAl RMVAN GRAHAM  Thank you.

19 M5. HELTON: | think that's

20 Exhi bi t Nunber 44.

21 BY MR MOYLE:

22 Q Sir, could you identify the docunent that's
23  been placed before you?

24 A It's a Response to Staff's Second Set of

25 I nterrogatories, Interrogatory Nunber 82.
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1 Q Did you assist in the preparation of this
2 response?
3 A Yes, | did.
4 Q The question in here, you're asked if it's
5 possible for the cost of investing in gas reserves,
6 could they exceed the gas -- the value of the gas from
7 the investnent in a given year. And you acknow edge
8 that that could happen, right?
9 A Yes, | agree it can definitely happen.
10 Q And if that happens, that's bad for
11  ratepayers, correct, as it relates to the confines of
12 this deal ?
13 A As it relates to the specific confines of
14 this deal, | agree that it wll not denonstrate
15 custoner savings that year. But the custoners wl|
16 definitely be a beneficiary of |ower gas prices.
17 Q In other context, correct? This is the
18 inheritance issue?
19 A |"'mnot sure | ever followed your inheritance
20 issue. But | wll just suggest that if the vast
21 mmjority of our production is unhedged, you know, we've
22 got hedges in place for 2015, no hedges in place beyond
23 that. So to the extent we're tal king about 2016, our
24 custoners are 100 percent exposed to the market price
25 of gas.
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So if, in this particular instance, gas
prices cone in |lower than what is the projected cost,
this particular transaction will not show fuel savings
that year, but our custoners will be the beneficiary of
substantially |lower prices, which is a very, very good
day.

Q You state in this answer that the information
led to a projection of 107 mllion in custoner savings.
s that currently the best information on the projected

cust omer savi ngs that you have?

A Yeah. Qur original, as filed, projections
were 107 mllion, again, as has been di scussed earlier.
Q Ri ght.

A We updated -- based on our 2015 fuel
proj ections forecast, we updated that to show
$51.9 mllion is the base case, again, which falls well

within the range of the 9-box that was presented.

Q Sure. | just want to have a conversation
about that. | nean, so in the original case, you said
107 mllion in savings and nowit's down to 51,

correct, based on nost recent information?
A Yeah, based on the recent information --
Q Al right.
A -- again, denonstrating the volatility that

Is certainly inherent in the market.
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Q Right. And that was nmy next question,
actually, that that 50 percent falloff with respect to
proj ected savi ngs underscores and highlights the
volatility in this oil and gas market, correct?

A Absol utely.

Q Yeah. And natural gas, you see significant
sw ngs? You've been in the natural gas business how
| ong?

A In one formor another, for 16 years.

Q Si x, eight years ago, it was 11 or $12, now
it's been down to three; is that right?

A Yeah. You know, we've experienced -- |
started with Florida Power & Light in 2007. At that
time, gas and oil were al nost a parody with one
another, so we nade a daily dispatch choice based on
what was happening with oil and gas. So we may
di spatch on oil one day and natural gas on the next,

j ust depending upon literally penny swings in either
direction. So it was really at parody wth one
anot her.

Wthin a very, very brief period of tineg,
within a year, that relationship was four or five to
one, where natural gas was significantly less than oil,
again distributing -- or denonstrating just the market

volatility that's inherent in the marketplace. W paid
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gas prices anywhere from $5, when | got here, to as
much as $14 in the 2007, 2008 tinme frame. Those prices
have col | apsed as a result of, one, the economc
recession, but, two, what's happeni ng obviously wth
the prolific shale. So, you know, we've seen certainly
big, big swings in gas prices.

But even within this given year, we've seen,
you know, volatility of 92 percent. (Gas prices started
the year at $4, went as high as $8, went back down to
3.50 and back up to $4. | nean, gas prices are just
I nherently volatile. You know, they're driven by
weat her. They're driven by economc issues. There's a
| ot of things that drive gas prices. So | absolutely
agree that there is volatility in this marketpl ace.

Q Techni cal obsol escence, that can drive gas
prices, solar becones a better deal, |ess natural gas,
that's possible, right?

A It can. Also, things |ike LNG export, you
know, any type of 111(d) inplications, obviously those
things are all going to be very inpactful to gas.

Q Right. So you didn't do a -- | nean,

M. Taylor is the better person to ask about risk
associated with the oil and gas between the two of you;
Is that right?

A Dr. Taylor?
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1 Q Yeah, |I'msorry.
2 A It depends on what you're asking. Not
3 necessarily.
4 Q So you think you have a better sense of risk
5 wth respect to sonething in the oil and gas business
6 than he does?
7 A It, again, depends on what you're asking. |If
8 it's specific to drilling activities and the Wodford
9 Project itself, | would suggest that he's a nuch better
10 resource in ternms of the technical side of that
11 business. |If it's about managing risk on a day-to-day
12 basis, that's what ny team does.
13 Q kay. Well, let's spend a few m nutes and
14  tal k about managing risk in the confines -- in the
15 context of this deal, the Wodford deal, and also in
16 the context of your guidelines, okay?
17 A Ckay.
18 Q So | don't know how -- maybe we'll just break
19 themup and let's talk about the Wodford deal and then
200 we can tal k about the guidelines so we're not, you
21 know, tal king past each other.
22 A Sur e.
23 Q Al of the market risk that you just
24  described, in the confines of this deal, none of that
25 market risk falls on the -- on FPL or the FPL
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1 subsidiary that would be created to do this venture

2 wth PetroQuest, correct?

3 A The market risk that I"'mreferring to is the
4 natural gas volatility that's just inherent. That's a
5 risk that is 100 percent borne by our custoners through
6 the Fuel C ause Mechani sm

7 Q Right. And so I'mjust -- again, | want to
8 spend a little time and tal k about this deal fromthe
9 perspective of PetroQuest, | want to tal k about this
10 deal fromthe perspective of FPL, and I want to talk
11 about this deal fromthe perspective of the ratepayers,
12 okay? W did sonething like this in our deposition,

13 right?

14 A Correct.

15 Q Your deposition.

16 So with respect to FPL, okay, they're not

17 bearing any of the market risk related to oil and gas,
18 correct?

19 A That is correct. Again, that a cost that's
20 100 percent borne by our custoners.

21 Q kay. So the custoners get 100 percent of

22 that risk that you just described, the volatility and
23 the changes? 1In this construct, that's borne

24  exclusively by ratepayers, correct?

25 A Yeah, under the current --
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1 Q If you can go yes or no.

2 A Yes.

3 M5. GUYTON:. I'msorry, | think he was trying
4 to get clarification of the question. You said

5 under this construct, and | think he was trying to
6 ask whether you were tal king about currently or

7 t he Wodford deal .

8 THE WTNESS: | took it to nean currently.

9 MR. MOYLE: The Wodford deal ?

10 THE W TNESS: Under the Wodford deal

11 CHAl RMVAN GRAHAM  Once again, he's allowed to
12 answer the question, and give himtine to kind of
13 explain his yes or no answer to it, not to cut him
14 of f.

15 MR. MOYLE: | appreciate that.

16 THE WTNESS: |1'mgoing to |let you ask your

17 qguesti on agai n.

18 BY MR MOYLE:

19

Q kay. Between FPL and the ratepayers,

20 between those two parties, who bears all of the risk

21 related to market volatility that you just descri bed

22 Wi th
23
24

25

the construct of this Wodford deal ?
A Wth the construct of the Wodford deal ?
Q Bet ween FPL and the ratepayers.

A | under st and.
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1 Q And it's A or B.

2 A | woul d say that our custoners wear

3 100 percent of the market risk associated with what's

4  happening day to day in the market itself, right. So

5 when gas prices go up, they' re exposed to that, you

6 know, beyond, again, our short-termfinancial hedging

7 program

8 The market risk, I'mnot quite sure | follow
9 the logic of the question in terns of market risk

10 around the Wodford Project. The Wodford Project

11 itself is entirely decoupled fromthe market. And

12 that's what makes it such a great transaction and

13 such -- sort of an innovation approach here. CQur

14  custoners -- again, if you assune that hedgi ng program
15 in 2015, no hedgi ng beyond that, our custoners in 2016
16 and beyond are exposed to whatever happens w th natural
17 gas prices.

18 This transaction actually decouples from

19 that, at least a small portion of it, and ties it to

20 the production costs, actually elimnating risk, as

21  opposed to adding to it. This transaction isn't adding
22 risk to our custoners, it's elimnating risk by hedging
23 off a portion of that portfolio which they are entirely
24  exposed to.

25 Q Yeah. Well, that's not exactly true that
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this project is decoupled from market risk, correct?
nmean, because you have PetroQuest out there, who they
are a market player, they're going to be getting oil
and gas and selling it into the market, as | understand
it; is that correct?

A For their portion of it, yes, they will be --
there's no oil in this particular play, but they are
going to be selling their natural gas at market prices.
So PetroQuest wears exposure to whatever happens with
mar ket pri ces.

Qur intent here is the exact opposite of
that, which is to take the natural gas that we acquire
t hrough the PetroQuest transaction and deliver that gas
to Florida to burn in our power plants.

Q | under st and.

A It is the very hedge to that market risk that
you're referring to.

Q Is FPL currently long in power?

A Are we long in power? W have a reserve
margin in the 20 percent range that is appropriate for
a utility in the Peninsula.

Q It's above the 20 percent range, isn't it?

A It's probably about 20 percent. | don't know
t he exact nunber right now.

Q And FPL just finished building or repowering
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1 three natural gas generating units; is that right?

2 A Qur Canaveral and Riviera units are online.
3 The third nodernization of Everglades is -- will cone
4 online in 2016.

5 Q And those all constituted significant capital
6 expenditures, correct?

7 A That is correct.

8 Q And you're proposing, in this case, the

9 ability to recover up to $750 mllion per year in

10 capital, is that right, related to oil and gas pl ays
11 simlar to the one that the Conmm ssion is considering?
12 A One of the guidelines is a $750 mllion cap.
13 | think it's inportant to note --

14 Q If | can get a yes or no and then an

15  expl anati on.

16 A | thought | said yes. The 750 -- yes, the
17 $750 million is one of the guidelines.

18 | think it's inportant to note that

19 $750 million is not a target for the effort. It is

20 absolutely neant to try and give flexibility within

21  these negotiations. These are bilateral negotiations
22  wth counter-parties who have their own demands in

23 terms of capital, as well as schedules, and so the

24 nunber was neant to try and give us flexibility within
25 those negotiations. Again, it's by no neans a target
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1 in ternms of how much we plan to spend every year.

2 | think it's also inportant to note, just in
3 ternms of context, that M. Butler referenced a

4 $2.9 billion expenditure for natural gas. W spend a

5 lot of noney on natural gas every single year. So in

6 order to create a neaningful |evel of hedging here for
7 our custoners, you're going to spend noney over tine.

8 Q Did you conme up with that $750 mllion

9 figure?

10 A Not directly, no. It was in discussions with
11 seni or managenent and --

12 Q So if you had to put a nane with it, if you
13 had to say, you know what, this 750 mllion figure

14  belongs to "X " what nane would you put with it?

15 A | don't have a specific nanme. Again, these
16 were -- the entire guidelines were devel oped as part of

17 a process to understand how best to try to approach the

18  mar ket pl ace.

19 Q Ckay.
20 A There was no sole --
21 Q So who were the people in the senior

22 managenent that you di scussed this nunber wth?

23 A By nane?
24 Q The 750, yeah.
25 A That was -- well, we describe it as the
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Fl ori da Power & Light Operating Commttee, which would
have been seni or nenbers of our |eadership teamat the
Next Era | evel, as well as those vice-presidents that
report into Eric Silagy, as President of Florida Power
& Light, would have been those that had reviewed the
gui del i nes.

Q So you gave ne Eric Silagy's nane. Anybody
el se that you can recall?

A Ji m Robo, Moray Dewhurst, Charlie Sieving.
There's a long |ist of nanes.

Q Were you a party to all of the conversations
that resulted in the $750 million cap proposal that's
set forth in the guidelines?

A The vast mpjority of those, probably, yes.

Q And you woul d be able to earn a return --
let's assune that the Conmm ssion approves this project
and it noves forward and now you're operating in a
di fferent context, you would be able to earn a return
on the annual 750 anmount that's invested; is that
right?

A Yes, again, if the Comm ssion sees fit to
approve the guidelines, again, through our investnent
In these projects, which would be expected to deliver
fuel savings, as well as hedging benefits, we would be

| ooking to receive our authorized, as mdpoint to the
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1 Fuel C ause, on return on equity for any prudently

2 I ncurred costs.

3 Q So what just -- not to hold you to an exact
4  nunber, but with respect -- if you assune a

5 $750 million investnent is made in one of these

6 projects, what's the anmount that woul d benefit

7 sharehol ders, given the mdpoint, early m dpoint?

8 A | don't have that nunmber in front of ne.

9 Q Do you know what your current ROE is? "You"
10 being FPL. It's 10 and a half, right, m dpoint?

11 A Ten and a half percent. Subject to check, |
12 woul d suggest in the nei ghborhood of $47 mllion,

13 which, again, would be the, you know, return that we
14  woul d expect to receive based on the authorized return
15 on equity that we' ve established.

16 But | think it's also inportant to note that
17 the custoner savings that would cone fromthat would be
18 well above and beyond those nunbers.

19 So in the case of the Wodford Project as an

20  exanple, there is an enbedded return on equity

21 conponent in there. That $191 mllion of investnent
22 capitalizes -- or captures that return on investnent,
23 and those $107 million of custonmer savings are above

24 and beyond that, as would be the case in the

25 $750 million. These would be significant custoner
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benefits well beyond those nunbers.
Q So do this math for ne. Thank you for doing

that on the 750. Do the sane math with respect to how

much FPL would earn on the 191 m i on.

A Agai n, these nunbers are all subject to
check. No, that's not right. |I'mnot sure ny math is
comng out -- I'mshowing $12 million.

Q " msorry?

A |"'mshowing 12 mllion. [|'mnot sure ny nmath

I's correct on that.

MR. MOYLE: M. Chairman, we're at
one o' clock, it may be a breaking point. If we
can do that, maybe we'll cone back and
doubl e-check your math when we get back from
| unch.

CHAIl RMVAN GRAHAM  Sounds fantastic to nme. |
have about two minutes till one. Let's reconvene
here at two o' clock by that clock.

(Wher eupon, a luncheon recess was taken.)

MR. MOYLE: Thank you, M. Chairman, just one

matter | had brought to your attention,
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M. Pollock's situation. And |'ve talked with all

the parties and staff, and he is en route to

Tal | ahassee. FPL has graciously agreed to take

hi m out of order, so | think he probably is first

up in the norning, if that's okay.

CHAl RMVAN GRAHAM  Ckay. That's fine.

MR. MOYLE: Ckay.

CHAl RMVAN GRAHAM | f we're in the mddle of a
witness -- well, we shouldn't be -- but if we're
in the mddle of a wwtness, well, let's finish
that witness and then take hi m up.

MR. MOYLE: No, absolutely. He wasn't going
to be able to get here tonight.

CHAI RVAN GRAHAM  Ckay.

MR. MOYLE: Thank you, and thank the parties
for their acconmodati on on that issue.

CONTI NUED CROSS EXAM NATI ON
BY MR MOYLE:

Q M. Forrest, | want to just follow up on a
coupl e of questions | had asked you previously and
we'll nove into a couple of additional areas.

| had asked you who cane up with the 750

nunber, you said M. Silagy. He's president of Florida
Power & Light, correct?

A M. Silagy is president of Florida Power &
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1 Light, that's correct. He did not conme up wth the

2 $750 million. It was -- like | said, it was -- the

3 entire guidelines thensel ves were approved as part of

4 an operating conmttee neeting.

5 Q kay. Well, I'"'msorry, you're right, it was
6 a-- you identified four people. | just want for the

7 record to be clear the positions of the four people you
8 identified. So | can ask each question or you can just
9 tell ne.

10 M. Robo, is he an officer with FP&L or is he
11 an officer with the parent conpany?

12 A He' s chai rman and CEO of Next Era Energy.

13 Q And that's the parent of FPL, the regul ated
14  entity; is that right?

15 A That's correct.

16 Q M. Dewhurst, the sanme question?

17 A He is the chief financial officer of NextEra
18 Energy and vice chairman, | believe.

19 Q kay. And then the fourth person you

20 identified was a nane | was unfam liar wth.

21 A Charlie Sieving is general counsel of the

22 corporation as well.

23 Q Next Era Energy?

24 A There were a nunber of other people in the

25 room including, as | nentioned, all of M. Silagy's

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
226

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

direct reports were part of that process as well.

Q kay. So the general counsel, he's the
general counsel of NextEra?

A O the corporation, yes.

Q And those people, along with others, they're
responsi bl e for the business operations of NextEra, the
hol di ng conpany, correct?

A The naned individuals, yes. And then those
that report to Eric are obviously responsible for the
day-to-day operations of the utility itself.

Q kay. And we spent a lot of tine talking
about this project, but you would agree that this
proposal puts FPL and its ratepayers in the natural gas

busi ness and oil business in Cklahoma, correct?

A | would agree that this --
Q Just yes or no and then explain, please.
A Yes.

Q Thank you.

A The transaction itself is for production in
kl ahoma.  So by virtue of that, yes, we are involved
in the production of gas. | don't know that | would
consider it to be exploration, again, kind of based on
the previous information we provided, which is this
information is well known, the data is well known.

And, again, Dr. Taylor will kind of go through the
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process of describing how we believe this is production

versus true exploration.

MR MOYLE: |'msorry, M. Chairman, could we
take two m nutes?

CHAl RMVAN GRAHAM  Did he confuse you?

MR. MOYLE: It's very easily done, very
easily done. But FPL graciously --

CHAl RVAN GRAHAM W'l | take a m nute or two,
go ahead.

MR. MOYLE: (kay, thanks.

CHAl RMVAN GRAHAM  And do what you got to do.

(Wher eupon, the record was paused.)

MR. MOYLE: Thank you, M. Chairman. FPL
graciously agreed to waive the cross of
M. Pollock. So | think at the appropriate tine,
his testinony will conme in and he won't have to
travel. So | wanted to thank them for doing that.

CHAI RVAN GRAHAM  Ckay.

MR. MOYLE: | needed to communicate that as
wel | so thank you.

CHAI RMVAN GRAHAM  Sure.
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BY MR MOYLE:

Q And ny | ast question was you agreed that the
proposal puts FPL in the oil and gas business in
Ckl ahoma.  But under the guideline, it's not [imted to

Ckl ahoma, right?

A That is correct. The guidelines --

Q Hol d on a second. The guidelines speak to
Texas? | assune this isn't confidential, the states?

A No, they're not. It is not confidential.

Q kay. Texas, Louisiana, lahoma, Arkansas,

M ssi ssi ppi, Al abama, West Virginia, Chio and
Pennsyl vani a, correct?

A That is correct, yes. These are all areas
where we buy gas fromtoday, they're all areas,
probably with the exception of the -- what we'll cal
the Marcellus, which is the West Virginia, Ohio,
Pennsyl vani a area, where there are strong
transportation paths back to our |load here in Florida,
SO acquiring gas transportation will be fairly
strai ghtforward.

Those other areas that | nentioned up in the
Marcellus may require nore tinme for transportation to
devel op down into the southeast. But, again, those are
all areas where we buy gas today.

Q Ckay.

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
229

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A So that's where we're focused on, yes.

Q And you woul d agree that this Comm ssion
doesn't have any oversight responsibility/jurisdiction
for any operations taking place in those states,
correct?

A Yes, | agree with that. Again, those are
areas where we're buying gas fromtoday.

Q Got you.

| s the Wodford proposal a good deal for FP&L
and its shareholders, in your view?

A | think that --

Q If you could give a yes or no and then
expl ai n, pl ease.

A Yes, it is a good deal for us. But the
primary purpose of the transaction is to present
customer savings. Again, Oder 14546 is giving very
specific, you know, opportunities to bring forward
I nvest nents that have an opportunity to | ower fuel
cost s.

To the extent that earning our authorized --
|"mgoing to get to your -- to the extent that, you
know, we're allowed to earn our authorized mdpoint for
prudently incurred costs is a good deal for Florida
Power & Light, | agree with that. It's a terrific deal

for custoners at the end of the day. They wear a
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tremendous anmount of risk in terns of market prices,
and this is what we believe to be kind of the first
opportunity to try and mtigate sone of that
| onger-termri sk.

Q Anyt hi ng el se?

A That is all.

Q In that | ast answer, you referenced an order.
I n your testinony, you talked a little bit about an
order. And | don't want to let a witness go w thout
questioning themw th respect to their testinony, but I
really don't perceive you as being the FPL wi tness on
Comm ssion orders and Comm ssion policy and can they do
this, should they do this.

Am | wong in ny perception?

A | woul d agree that Comm ssioner Deason is a

much better resource for you with respect to the prior

orders and the regul atory construct.

Q kay. | nean, you're not a |awer, right?
A | am not.
Q And you probably woul dn't have an opinion as

to what the limts are with respect to the Conmm ssion
regulating in the public interest; is that fair?

A | would defer to M. Deason for that.

Q Because he's better able and you don't have

an opinion on it, right?

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014

231
1 A Correct.

2 Q kay. | want to spend a little tine talking
3 about this errata that was filed after your deposition.
4 Do you have an understanding of what errata is?

5 A It's a docunent which would denonstrate what
6 may have been an error in the subm ssion.

7 Q My 1 npression has al ways been an errata is

8 sonet hing where you nmaybe transposed nunbers or there

9 was a word that was not spelled correctly, things |ike
10 that. |Is that consistent with your understandi ng?

11 A Again, I'mnot a regulatory expert, | would
12 defer to the experts as to what that is.

13 Q kay. And when we were taking your

14  deposition, | think it was discovered that there was an
15 inportant agreenent that was not part of your prefiled
16 testinony, correct?

17 A That is correct. The Joint Operating

18  Agreenent was not included.

19 Q And the Joint Operating Agreenent is an

20 inportant docunent, isn't it?

21 A | do agree, yes, the Joint Operating

22 Agreenent is an inportant agreenment. |[It's a nodel form
23 agreenent is what it is. |It's an agreenent that's been
24 utilized by the industry for 60 years. |It's evol ved

25 over tine, but it was devel oped by an associ ation, the
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| andmen, | think back in the '50s or '60s tinme frane
and it has evolved fromthere. And it's sort of the
de facto standard agreenent that's utilized between
parties to nenorialize an operating agreenent with
respect to the drilling opportunity.

Q kay. And I'mgoing to have an argunment with
your | awyers over this agreenent, probably at a later
point in tinme, for the Chairman's preference, but |I'm
going to ask you sone questions about it in the event
that it's allowed in.

Do you have a copy of the operating agreenent
t hat shoul d have been attached to your prefiled
testinony as Exhibit G?

A Yes, | do.

Q How many pages is it?

A | believe it's -- oops, |I'msorry -- 49, |
believe. M math is probably escaping ne. Yeah, 49.

MR. MOYLE: M. Chairman, can | approach just
to make sure | have the sanme copy that he has?

CHAI RVAN GRAHAM  Sur e.

THE WTNESS:. Seventy-nine of 130. You've
got two different attachnents here at the end.

MR. MOYLE: Al right.

MR. YOUNG  Excuse ne, M. Chairman, if

M. Myle can point us to -- repeat the exhibit he
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was tal ki ng about again, please.

MR. MOYLE: My understanding of what |'m

| ooking at is a docunent that FPL provided

followi ng the deposition of M. Forrest that was

-- it's entitled the Model Form Operating

Agreenent and it's Exhibit G This is the

docunent that | think was suppl enented as an

errata follow ng the deposition.
M5. HELTON: Conmm ssioners, if your notebook

Is set up like mne, in the red notebook SF-4,

that exhibit tab, there's a group of yell ow pages

and then there's a group of white pages under that
tab, | think it's the white pages.
BY MR MOYLE:

Q And FPL typically clains confidentiality over
agreenents. You said this was 40 pages, give or take.
| nmean, there's certain terns that you consider
confidential, correct?

A Certainly. The entire docunent was narked
confidenti al .

Q Right. But do you consider the whole
docunent confidential or are there just key business --
| nmean, | want to have a conversation about this. |
don't want you to disclose any confidenti al

i nformati on.
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1 Ckay.

2 Q But, you know, things |ike what county this

3 is in shouldn't -- | wouldn't think would be

4 confidential.

5 A No, we've identified that in our petition, as
6 well as in nmy testinony.

7 Q kay. So to nmake sure we're | ooking at the

8 sane docunent, mine has what | call red lines on it.

9 Does yours have that?

10 A Are you asking ne? Yes, it does.

11 Q It does?

12 A Yes.

13 Q kay. So like on the first page of

14  Exhibit G there's sone underline and red lines in

15 there, right, and you go through the docunent there's
16 red lines, right?

17 A That is correct.

18 Q kay. It's been ny practice when negotiating
19 sonmething, that red lines are typically used when

20  people are going back and forth on an agreenent. Do

21 you have that understanding as a general context?

22 A As a general context, yes. But this

23 particular agreenent, again, is a nodel form so it's a
24 sort of select option one, option two, option three.

25 And you strike out those things that are not
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1  applicable.

2 This is not a signed agreenent. There's an
3 actual signed operating agreenent between the parties
4  that happened subsequent to this. This was just

5 attached as a nodel form of agreenent which is in red
6 Iline formto denonstrate what they have sel ected and

7 what they haven't sel ected.

8 Q So you all gave us this docunent, what, a

9 week ago, give or take, a couple of weeks ago?

10 A | don't renenber the exact date but --

11 Q And there's no signature.

12 A -- a couple of weeks ago, | believe.

13 Q There's no signature page on it?

14 A No, it has not been -- it had not been

15 executed at the tine of the execution of the overall
16  PetroQuest agreenent. |It's not standard that it would
17 Dbe.

18 Q And there's no docunent here today that's

19 executed, correct, | nean, other than -- | nean,

20 there's not an executed --

21 A There's a docunent that has been executed

22 between PetroQuest and US Gas, which we are not a party
23 to.

24 Q But it's not in this record?

25 A That is correct. | wll say though --
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Q And your testinony --

A -- that it's in the sane formas this
document .
Q Your testinony on that is based on what

sonebody told you, right? Wwo told you they executed
it?

The chief operating officer of US Gas.

Who is that?

A gentleman by the nanme of Larry Wall.

s he going to testify here today?

No, sir.

o r» O » O >

A couple of other things that | want to just
visit with you about. The ability to get a |long-term
fixed price hedge does not really exist in today's

mar ket, correct? Yes or no and then explain.

A Correct. Yes, it's correct.

Q kay. And that is part of the reason is
because of the volatility that you described earlier
Wi th respect to natural gas markets, it's hard for
people to see that far beyond the horizon and take a
fixed position in sonmething for 20 years as credit
ri sks and other risks associated with that and that's
part of the reason why you can't get a long-termfixed
pri ce hedge, correct?

A Yes, | agree that's part of it. There are a
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nunber of factors which inpact the ability to buy fixed
pri ce hedges, whether those are financial or physical.

On the financial side of the house, there is
just a conplete lack of liquidity beyond just the first
coupl e of years of what's the Henry Hub Futures
Contract, which you can buy through the Chicago
Mercanti |l e Exchange or NYMEX or different exchanges.
It's a very liquid product.

There's not many counter-parties that trade
beyond just -- right nowis probably a 2015 tine frane,
sone in 2016, but the vast mpjority of trades are
happening in what |I'll call the pronpt or January. So
that's where the vast mgjority of your liquidity is, iIn
the very, very front end of the curve, which is what we
relied upon for hedgi ng purposes. On the physical side

of the busi ness --

Q Hold on, 1'll get to the physical side --
A Ckay.
Q -- in a second.

You just answered financial, right?

That was financial, that's correct.

kay. So just to make sure | understand
that, with respect to financial, there's liquidity in
the 18 nonths, what is it, six nonths to 18 nonths? |

nmean, it's a year -- near ternf
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1 A It's a near term yes.

2 Q Ckay.

3 A Six to 18 nonths is fine.

4 Q And isn't part of that because people have a

5 better confort level with respect to what natural gas
6 prices may or may not do within an 18-nonth tinme period
7 as conpared to a 15 or 20-year tine period?

8 A | think that is safe to say. | think it's

9 also inportant to know what people are actually

10 utilizing their hedges for or what they're actually

11 trading. You got everything from hedge funds that are
12 trading for their own account, that are trading on a
13  speculative basis and there's a | ot of novenent in the
14  front end and they're trading on technical factors that
15 don't really have anything to do with sort of

16  fundanental drivers.

17 And then you've got folks that are like a

18 PetroQuest that may be out hedging on a short-term

19 basis and so they are putting on financial hedges, you
20 know, over a 16 to 18-nonth period to lock in prices

21  for their production. So there's a |lot of reasons why
22 people are involved in the marketpl ace.

23 | think the longer term as you start

24 approachi ng, you know, three, four, five years out and

25 beyond, the market |oses trenmendous |liquidity because
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there is a |lot of unknown about what's happeni ng out
there. The market itself doesn't reflect what's
happeni ng from a fundanental perspective. So when EPA
announces |ike a 111(d) type inpact, there's no
novenent in the back end because there is no trading
happening in the back end. And so there's just a
conplete lack of liquidity, which really makes it sort
of a difficult place to trade on a consistent basis.

Q Thank you for that explanation. |It's
hel pful. And | want to ask you, in fact, the sane
question with respect to a long-termfixed price
physi cal gas deal where you say |I'mgoing to buy gas at
this price for the next 20 years. That's not a product
that's available in the market either for the sane
reasons we just discussed; is that right?

A Correct that it's not avail able. Maybe for
di fferent reasons though. From our perspective, you
know, when we're trading with counter-parties on the
financial side and setting up fixed price risk froma
financi al perspective -- and I'l|l get to the physical
side, but explain why it's different.

From a financial perspective, we're trading

wi th those counter-parties that have very strong credit
ratings. That allows us to negotiate what are call ed

collateral threshold agreenents where we're not posting
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1 cash every tine a price noves up or down by a penny or
2 two. It allows us to trade wth the [ arger banks that
3 have very strong credit ratings and allows for a very
4  robust market in the short term
5 When you start | ooking at the physical
6 supply, you begin to |ook at players who woul d be
7 wlling to enter into a |long-term physical fixed price
8 transaction over a period of 10 or 20 years. Your
9 larger, what I'lIl call mpjors, |ike the Exxon Mbil es
10 of the world and the BP's of the world, they just take
11 prices as they cone. They're not selling fixed price
12 gas over a long period of tine. They're not hedging
13  even in the short term They just take prices as they
14  conme along with the market.
15 The people that m ght be interested in doing
16 a fixed price transaction are the smaller players and
17 potentially those that are | ess than investnent grade.
18 And the collateral requirenents of providing support
19 for that type of transaction would be horribly cost
20 prohibitive for those types of counter-parties.
21 PetroQuest is an exanple of sonebody that is
22 a fine partner with respect to drilling because we're
23 earning as we go, right, we're paying as we earn our
24 way into the acreage such that if sonmething were to
25 happen, we would stop paying, there's not that great of
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an exposure other than having to then cone in and

repl ace an operator. In effect, if it was a fixed
price transaction with themon a physical basis, |I'm
now exposed to their ability to supply that fixed price
over a long-termperiod of tine. |1've conpletely
changed the entire risk profile of that transaction.

Q kay. And you cover a lot of that in your
testinony, right, | nmean, what you just said?

A | cover sone of that in ny testinony, yes.

Q kay. Wiy will Exxon and Gulf, why -- you
said they take the prices as they cone. | nean, that's
their business nodel, right?

A That's their business nodel, has been for --

Q And that's because they don't want to get
| ocked into a fixed price over a long-term basi s,
correct?

A | can't speculate as to what their business
rational e is.

Q So you don't have any information or insight
or knowl edge as to why they nmay not do that given your
years of experience in this business?

A Well, | could certainly speculate, but it
woul dn't be --

Q kay. Well, we'll stick to that no

speculation rule. W'IIl have it go both ways, if we
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can.

A Ckay.

Q So just to be clear, you can't get a
|l ong-term fixed price physical deal in today's
mar ket pl ace, correct?

MR. GUYTON: (Qbjection, asked and answered at
| east tw ce.
THE W TNESS: Yeah, we're not aware of one.
BY MR MOYLE:

Q kay. Isn't -- well, the way | understand
this deal with the ratepayers working, ratepayers are
going to be in effect locking in to a fixed production
cost for natural gas, correct?

A That is the goal, yes.

Q And how long will they be doing that for, 20,
30 years?

A O longer. Again, it depends on how | ong
that gas is flowng and still economc. So it could be
for an extended period of tine.

Q Doesn't that strike you as sort of being
I nconsistent if in the marketplace the Morgan Stanley's
and the CGoldman Sachs and all of these fol ks who are
trading for financial positions to nake noney won't
offer a long-termfinancial hedge and the BP's and the

Exxons wll not offer a long-termfixed physi cal
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supply? Doesn't that strike you as inconsistent with
what the ratepayers are being asked to shoul der and to
be burdened, which is to lock in at a fixed price over
the next 30 years with the fixed price being cal cul at ed
based on the Wodford production cost?

A No, | don't agree with that.

Q Wiy not ?

A The risks associated with [onger-termfixed
price transactions froma sal es perspective are |largely
cost prohibitive because of -- nostly because of the
collateral requirenents required and the inpacts to
bal ance sheets and how you support that froma
col l ateral perspective.

In this particular instance, with respect to
t he Whodford Project and our custoners, our custoners
are 100 percent exposed to what's happening in the
mar ket today. So gas prices go up, they're going to be
I npacted by that. Gas prices go down, they're the
beneficiary of that. But they have no protection
beyond this.

This is an opportunity. This is not what
"1l call a credit risk or a collateral risk. This is
buyi ng production com ng out of the ground at
production costs that provides sonme small mtigation of

the risk that they wear, which is 100 percent exposure
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to market prices.

Q Do you understand that ratepayers in this
proceedi ng, represented at this table, are taking the
sane position with respect to how they would like to
pay for natural gas on a going forward basis that's
taken by BP and Exxon, which is they will pay the
prices as they cone?

A |"maware that's your argunent, yes.

Q kay. And in your very thorough answer that
you gave to a previous question, you said part of the
reason that you can't get a long-termfixed price deal
Is sone of the counter-parties may not have sound
credit worthiness, right?

A That is correct.

Q And in this case, the deal that's before this
Commi ssion is wwth a party that has a | ess than great

financial risk, correct?

A They are less than investnent grade, that is
correct.
Q Ckay.

A But they --
Q That's all | need. Thank you.

CHAl RMVAN GRAHAM  You have to allow himtine
to explain his yes or no answer.

THE WTNESS:. The difference being -- again,
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1 I'"'mnot wearing fixed price exposure to the

2 counter-party. | amparticipating with himin a
3 drilling project as an investor that allows us to
4 buy gas at production costs. It's quite a

5 different transaction. It really is kind of

6 appl es and oranges, if you will, wth respect to
7 the risk profile wth that counter-party.

8 BY MR MOYLE

9 Q You were asked in your deposition a |ot of
10 questions about liability that would flow through. |
11 mean, | don't -- if we can do it kind of in broad

12 fashion, it may save us sone tine.

13 A Ckay.

14 Q But it's true that the ratepayers are

15 assuming liability for things Iike, you know,

16  earthquakes, sinkholes, contam nation, reclanmation of
17 mnes, any greenhouse gas em ssions, that liability is
18 something that ultimately woul d be the responsibility
19 of ratepayers, correct?

20 A "Il caveat ny answer.

21 Q Can you just go yes, no, and then expl ain?
22 A They are ultimately responsible for that.

23 But | think that those risks thenselves are very

24 pinhole risks in terns of --

25 Q Very what ?

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014

246
1 A Pi nhol e, very small.

2 Q Ckay.

3 A -- risks in terns of what the potential is

4 for those types of issues inpacting this particular

5 transaction, that we're drilling 38 wells in an area

6 that is well understood -- ny understanding is that

7 there's little to no seismc activity in the area.

8 Again, Dr. Taylor can get into nore details about that
9 type of thing.

10 But | think what we're | ooking at is, you

11 know, a transaction that is probably far renoved from
12 those types of risks. |If they are determ ned that

13 there are risks -- there are levels of mtigants, which
14 woul d include anything that is, you know, gross

15 negligence or willful msconduct by the operator is

16 100 percent their responsibility.

17 There are insurance prem uns Or insurance

18 products that are offered, up to and including an

19 unbrella policy that they carry on behalf of the

20 drilling opportunities, so that insurance wll cover
21  any issues froma liability perspective as well.

22 Q How much is that policy?

23 A It depends on what type of policy that we're
24 talking about. Sone of it is confidential in the

25 docunent. But there are different |evels of
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protection, which would include, you know, a mllion
dollars for bodily injury per incident at a particul ar
site. They carry a nunber of different types of
policies. The unbrella policy, obviously, is a nuch
hi gher nunber than that.

So there is a lot of things that are
providing protection to our custonmer froma liability
perspective. And ultimately one of the reasons that
we're formng a subsidiary, as Ms. Qusdahl can talk
about, i1s creating a liability renote entity away from
the parent, FPL.

Q A mllion dollars is pollution liability,

right, coverage?

A "' mnot aware of pollution liability
I nsur ance.
Q Do you have famliarity with the insurance

provi sions of the contract?

A | can certainly ook themup in the operating
agr eenent .

Q kay. We'll go there.

G ven the fact that PetroQuest is bel ow

I nvest nent grade, do you have an understanding as to
what woul d happen if they filed for bankruptcy
protection?

A | do. The --
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1 Q And if you would tell ne and then show ne

2 where your understanding is rooted in the contract

3 docunents, | would appreciate it.

4 A It may take ne a few mnutes to | eaf through

S it to find out exactly where it is within the

6 agreenent. But there is a provision within the

7 agreenent which allows us, as a working interest owner,

8 to insert a new operator in the event that they

9 create -- or they have a bankruptcy. Ideally you would

10 recogni ze sonet hing com ng of that magnitude and you

11 can step in before that if they have failed to pay

12 bills. They are in default, you have the right to step
13 in and provide a new operator.

14 And so there are protections here with

15 respect to leading up to bankruptcy. But in the event
16 that they do create -- or they do file for bankruptcy
17 and then you are thrown into the mx with the

18  bankruptcy court in terns of how the contract would be
19 accepted or rejected by the bankruptcy court. So your
20 ideal situation is to recognize the situation is com ng
21 ahead of tine to be able to utilize the default of them
22 not paying to replace themas an operator.

23 Q When | took your deposition, | asked you

24 about these step-in rights and we couldn't identify

25 themthen, right?
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A We didn't have the operating agreenent in
front of us.

Q kay. So now we have the operating
agreenent, and it's a lengthy docunent. But if you
could show ne where the step-in rights are, | would
appreciate it.

A So there's -- under Article 5 under the
operator, which is on page 85 of 130, there is
resignation or renoval of operator, there's selection
of successor operator on the effect of bankruptcy, and
those itens are covering the step-in rights. So
sections -- it's Article 5B1, 2 and 3.

Q Well, three is effect of bankruptcy, right?

A Correct. But that's, again, in the effect of
a bankruptcy, the operator becones insolvent, they have
effectively designed -- or excuse ne -- they have been
deened to have resigned as a result of that bankruptcy.

Q And | read that to say that there may be a
comrmittee that's set up in bankruptcy to govern this
deal ?

A That is correct. You can set up an operating
commttee that woul d sel ect a new operator or have
PetroQuest to continue to be operator under the
protection of the bankruptcy court, either one.

Q And there's no right for the PSC to approve a
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1 new operator, is there?

2 A No, there's not. Again, that would be one of
3 the things that | woul d expect the Conm ssion to be

4 able to review, though, through any type of prudence

5 review to the decisions that we nake.

6 Q Do you know i f those provisions you just

7 identified have been nodified in the final version?

8 A It was nmy understanding is that the docunent
9 you have in front of you, the Exhibit G is the

10  docunent that has been signed.

11 Q You don't know if it was nodified in any way,
12 shape or fornf

13 A Not beyond what you have in front of you, no.
14 Q A coupl e of other questions. Thank you for
15  your patience.

16 | want to talk a little bit -- | think we've
17  tal ked about, you know, this deal fromthe perspective
18 of FPL and the ratepayers. | nean, PetroQuest -- this
19  provides PetroQuest with a source of capital, does it
20 not, for their operations, this deal ?

21 A Yes, it does.

22 Q kay. And then they benefit because not only
23 do they get a source of capital and they're at a little
24 bit of a shaky credit risk, but they also pick up an

25 ownership piece of the operations, correct, the carry?

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
251

1 A Yes, they do. They receive a prem um over

2 their level of capital investnent. And that is neant

3 to conpensate themfor the work that they have done up
4 to this point in devel oping the properties, their

5 expertise, their acquisition of the drilling rigs,

6 their efforts to enhance the drilling activity, so they
7 receive a premum which is a very standard termin the
8 industry.

9 Q Right. And the converse of that, stated

10 differently is, in effect, you're paying for "X

11  percent of the operating cost of this deal, but you --
12 you don't receive "X' percent of the output, you

13  receive "X' mnus a confidential nunber with respect to
14  the output, correct?

15 A That's correct. And if | could just use an
16 exanple to explain. And these truly just are exanple
17 nunmbers. But in the event that the agreenent between
18 FPL and PetroQuest was such that we all had

19 100 percent -- now, we don't, because there's other

20 working interest owners -- but if we had 100 percent

21 and we wanted to retain 50 percent of the working

22 interest and PetroQuest wanted to retain 50 percent of
23 the working interest, we mght pay them 70 percent as
24 an exanple of the cost, we paid 70 percent of the

25 capital costs, they would pay 30 percent. So that
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20 percent would be considered the carry. That's the
premumthat they receive, which again, goes for
enhancing their drilling and tactics to enhance the
overal |l experience, as well as the work they've done to
acquire the | eases and all of that. So they're
receiving a premumfor all of those activities to
dat e.

Q Let me flip you to page 117 of 130, Exhibit D

on the errata docunent.

Yes.
Q That's the insurance page, right?
A That is correct.
Q Do you see Paragraph E?
A | do.
Q Is that the mllion bucks you tal ked about?
A

That's one of them yes.

Q kay. And then as | read it, the extra
I nsurance down there on F, is that the unbrella you
wer e tal ki ng about ?

A No. The unbrella policy would be D, which is
unbrella liability to provide extended coverage up to.

Q kay. | alsoread it to say that if you want
addi ti onal insurance, then you get to pay for it?

A That's correct.

Q I s that your understandi ng?
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1 A Yeah. And you can actually negotiate with

2 the operator to buy insurance in lieu of this. In this
3 case, we have not.

4 Q Let me flip you to -- this is Exhibit A it's
5 page 101 of 130 of your SF-4.

6 Now, you just said that there were no changes
7 to the agreenent that you knew of. Do you know if the
8 agreenent that was executed has this percent of

9 ownership interest as set forth on page 101 of 1307

10 A My understanding is that is the existing

11 agreenent between those two parties. That percentage
12 will change.

13 Q Right. But | want to talk about this deal.
14 | nmean, let nme understand. | thought you said that

15 there was a contract that was signed now that covered
16 the Wodford deal; is that right?

17 A That's correct.

18 Q kay. And then you said nothing changed on
19 it. And | want you to confirmthat in the Wodford

20  deal nothing changed on page 101 of 130. Can you

21 confirmthat?

22 A Subj ect to check, | believe that is correct.
23 And | wll say that this is a carryover of their

24  existing transaction signed from 2010. These rights

25 w1l change once we acquire USG s working interest as
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1 well as part of PetroQuest's working interest so that

2 the change will occur once we take possession of it.

3 This is a carryover fromtheir 2010 agreenent.

4 Q Right. | nean, to be blunt, those nunbers

5 are not the sanme nunbers that you agreed to in your

6 DDA right?

7 A They have really nothing to do with our

8 agreenent. This was a negotiation from 2010, which was
9 avery different transaction at a very different tine.
10 Q So you're going to substitute another

11 Exhi bit A once you get --

12 A There wll be -- ny understanding is that

13 there will be an operating agreenent signed between the
14  parties once we take possession.

15 Q | thought you were just getting contracts

16 assigned to you.

17 A Largely we are, yes. The working interest,
18 ny understanding -- again, subject to check -- the

19 working interest will change once we buy into these
20 properties, these -- US Gas al ready has a working

21  interest in these properties, so we're buying them out

22 of their working interest, which Ms. Qusdahl can go
23 through in detail, if you would like to go through the
24 detail of math of that.

25 Q So let's just assune that the Conm ssion
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thinks this is a good idea and they approve it and they
approve your guidelines and you're |ooking at a deal
into the future and it |ooks |ike the ratepayers are
goi ng to save $100, 000 over 30 years, 30-year life.
That's what you analyzed in this case, right?

A | believe our analysis went out to 2065, so
It was over 50 years.

Q kay. And | think you define fiduciary as
maki ng deci sions that are financially responsible for
the parties you represent, correct?

A | believe that's what | said at the
deposition. And | al so suggested |I'm not an attorney.

Q And | just want to understand your
understandi ng. You woul d agree that FPL was a
regul ated nonopoly and that they have captive
custoners, right?

A We are a regul ated nonopol y, yes.

Q You have a fiduciary relationship that you
owe to your sharehol ders, correct?

MR. GUYTON: Qbjection to the extent this
calls for a |l egal conclusion on the part of the

W t ness.

CHAl RVAN GRAHAM  He's said several tines
he's not an attorney.

MR. MOYLE: Right. But |I'masking just his
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1 under st andi ng, not as a | awyer.
2 THE WTNESS: | would defer to the regul atory
3 experts in the case to determ ne what fiduciary
4 duty we have to our custoners and sharehol ders.
5 BY MR MOYLE
6 Q | just want to test your understanding as to
7 what you understand it to be, because you or others
8 like you are going to be nmaki ng deci sions about whet her
9 to pull the trigger on these deals, right?
10 A | amresponsi ble for part of that, yes.
11 Q Ckay. Are you going to be pulling the
12 trigger on these deals? Let's say the Comm ssion
13  approves it and then next year you got four or five
14 deals in front of you, are you the one who's going to
15 say, yeah, let's do this one?
16 A That will be a decision that goes through our
17 normal del egation of authority process. |It's not ne
18  maki ng decisions on these particular transactions. W
19 woul d have to take every one of themthrough our
20 operating commttee, which would be sone of the
21 nmenbers -- excuse nme -- that | nentioned before.
22 There is a very specific del egation of
23 authority froma risk perspective in terns of how our
24  transactions are approved.
25 Q kay. So it's --
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1 A It's not me pulling the trigger per se. |'m
2 certainly going to be the one that presents it to our
3 senior |eadership teamfor approval if we so think that
4 these transactions are for the benefit of our
S custoners.

6 Q So you're the main staff person that wll

7 present it to the operating commttee?

8 A Most |ikely, yes.

9 Q kay. And just to judge your understandi ng

10 as to what your recommendations may be in a

11 hypothetical going forward, if there was a project that

12 provided for $100,000 of possible savings for

13 ratepayers over a 50-year life, what do you do with

14 t hat ?

15 A | think in order to answer the question, you

16 have to understand what is the market situation at that

17 given tinme. |If gas prices have --

18 Q Assune the sane as today.

19 A If they're the same as today, $100, 000

20 probably is not sonething that we woul d pursue. It

21 is --

22 Q Amllion?

23 A I"'mnot sure we'll get to a target where you

24 and | will agree what the right nunber is. | think

25 what we shoul d perhaps focus on is dependi ng upon what
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1 gas prices are going -- if gas prices are rising, |

2 think we'll be in a situation to present substanti al

3 savings as we had presented here. |f gas prices were

4 just to collapse as an exanple and, you know, fell to

5 a, you know -- I'Il call themhistorical lows -- it may
6 well be in the best interest of our custoners to pursue
7 an opportunity that only has $100,000. | think it

8 would be foolish to preclude the opportunity just based
9 on the fact that -- on a hypothetical situation.

10 And perhaps | can use the Wodford Project as
11 a good exanple of that. In the Wodford Project, we

12 ran a break-even analysis just to see if we were to buy
13 gas at what level, it would produce zero dollars in

14  savings on a real basis. So in 2014 terns, they would
15 effectively be buying gas at $3.90 flat for the next 50
16  years.

17 | mean, | think that's one of the strongest
18 argunents for the transaction is you' ve got the

19 opportunity to step into a position here at $3.90 fl at
20 for the next 50 years, and that presents zero custoner
21  savings. | think you've locked in a pretty terrific

22 transaction. Now, again, that's an extrene exanpl e,

23  but it kind of puts in context just how strong these

24  transactions are.

25 Q Yes, sir. But we don't know what gas is
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1 going to do? You don't know?
2 A | certainly do not, no.
3 Q And you don't know whet her this proposed
4 Whodford Project is going to save custoners noney,
S5 correct?
6 A I think we --
7 Q You can't sit here today and say it
8 absolutely is going to save them noney?
9 A | cannot guarantee that, no.
10 Q Ckay. And --
11 A We presented the information with the best
12 avail able we have and those are the projections that
13 are in front of the Conm ssion.
14 Q Right. Al of this is based on forecast,
15 correct?
16 A That is correct. | wll say the forecast --
17 Q And one thing everybody agrees --
18 A The forecast is an inportant part of what we
19 do every day though.
20 Q | under st and.
21 A Every busi ness decision we nake is driven by
22 the forecast.
23 Q Have you heard the saying that one certain
24 thing about forecasts is they're going to be wong?
25 A l"'ma believer in that, yes.

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014

260
1 Q kay. So back to the question. And it's

2 inportant to understand, | nean, you're not going to be
3  making recommendations to the operations conmttee to
4 invest in deals that nmay be really good for FPA -- FPL
5 shareholders and that will be slightly okay for

6 shareholders, right -- | nean, for ratepayers?

7 A That woul d not be our intent, no. | don't

8 think we've ever denonstrated that conduct.

9 Q And that's because when you' re naki ng

10 decisions that are financially responsible for parties,
11  those parties include the ratepayers, correct?

12 A Qur custoners, absolutely.

13 MR. MOYLE: If | can just have one mnute, |
14 think 1'mjust about done.

15 CHAI RVAN GRAHAM  Sur e.

16 BY MR MOYLE:

17 Q So that operations commttee you just

18 detailed, who is on that?

19 A | gave you several of the nanes earlier.

20 Q So you gave ne four, right?

21 A | would to get you a conplete |ist.

22 Q M. Robo, M. Dewhurst?

23 A It's a group of 20-plus individuals that are
24 senior | eadership of NextEra Energy Corporation as well
25 as Florida Power & Light.
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Q So the decision on go, no go, wll not be

made by an FPL only commttee, it will nade by a

commttee that has NextEra people on it as well; is

that right?

A Next Era Energy Corporation, yes, the parent
to FPL.

Q And you agree --

A That is part of our delegation of authority
process.
Q | got you.

You woul d agree that the interest of officers
of NextEra Energy Corp, the parent, may be different
than the interest and responsibilities of the officers
of FPL, the regulated utility, correct?

A No, not necessarily. Qur --

Q They have the sane interests conpletely?

A Absolutely. Qur officers -- the officers of
Next Era Energy are every bit as concerned about the
wel | - bei ng of our custoners as we are. There's no
differentiation there.

Q The Next Era, the unregul ated, they have w nd
out in Texas, they have solar, they have a | ot of other
Interests besides just the regulated utility, correct?

A That's correct. And I'mnot referring to

anybody w thin NextEra Energy Resources, the
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1 unregul ated side of our business, when |I'mtalking

2 about NextEra.

3 Q The gui del i nes you proposed in doing your

4 research, you testified you | ooked at Conmm ssi on

5 orders, Comm ssion rules and Commi ssion statutes,

6 correct?

7 A In ternms of the guidelines thensel ves?

8 Q No, no, no. Just to fornulate your views as
9 to whether this was sonething the Conm ssion could

10  approve.

11 A |"'mnot sure | followed your question.

12 Q Ckay.

13 A | thought you were referencing the

14 gui del i nes.

15 Q Do you have an understanding as to how the
16 Commission articulates its policy?

17 A | woul d say that Conm ssioner Deason woul d
18 probably do a nuch better job than | can to articul ate
19 t hat .

20 Q Ckay.

21 A And | could turn to his testinony and read
22 you what he wote, which is very articul ate.

23 Q W' || save everybody fromthat.

24 A Ckay.

25 Q Do you understand that the consunmer interests
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in this case are trying to say very clearly and

succinctly to you no thank you?

A

awar e of that.

Q
A

BY Ms. BARRERA:

Q

r ebutt al

it
pri
obj

question and we'll see if sonebody objects.

make sure | didn't mss rebuttal.

You've said it a couple of tines, yes, |I'm

kay. Thank you. Thank you for your tine.
You' re wel cone.
CHAI RVAN GRAHAM St af f.

CROSS EXAM NATI ON

Hel l o, M. Forrest.

Good afternoon.

We neet again.

Can you please turn to page 14 of your
testi nony?

MR. MOYLE: Are we doing rebuttal now?

CHAl RMVAN GRAHAM  Why are you doing rebuttal ?

M5. BARRERA: [t's not concerning rebuttal,
IS concerning the way that the current gas
ces are forecasted. So unless sonebody
ects, I'll just drop the question.

CHAl RMAN GRAHAM  Go ahead and ask the

MR. MOYLE: | don't object. | just want to

M5. BARRERA: No, you didn't.
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CHAIl RVAN GRAHAM  You and ne bot h.
M5. BARRERA: Actually, | was trying to nove
t hi ngs al ong.

CHAl RMVAN GRAHAM | appreciate that.

THE WTNESS: |'msorry, page 14 you said?
BY M5. BARRERA:

Q Yes. Are you there?

Yes, | am

kay. Is it your testinony that NYMEX prices
are a driver of FP&L's forecasted natural gas prices,
particularly for the first two years of the forecast?

A That is correct. As | nentioned earlier, the
NYMEX curve, which is the Henry Hub contract that we
utilize, is a very liquid product that is a good
I ndi cation of market prices at any given tinme. |[It's
al so how when we trade around our existing hedgi ng
program what we utilize. So it's a good mx. |It's a
good starting point for our fundanental forecast.

And so we use NYMEX for the first two years
and then we begin to blend that with a nore fundanental
forecast that is provided by PIRA Energy G oup.

Q And when we introduced Exhibit 64, the three
variations on custoner fuel savings sensitivity matrix,
does that show FP&L's nobst current gas price forecast?

A At the tine it was submtted, yes, | believe
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so, Yyes.

Q Ckay.

A And if I'mnot -- because |I'm not sure,

Exhibit 64 was the update with the plus and m nus
10 percent and 20 percent.

Q Ri ght.

A Yes, at the tinme, that was absolutely the
nost recent.

Q kay. And FP&L's nobst current gas price
forecast is based in part on the July 2014 NYMEX future
prices?

A If you could bear with nme one nonent.

Yeah, it's July 2014. | didn't know if we
had a specific date in there, but it's saying
July 24th -- or 2014. It may be -- it was July 28th
was the specific date.

Q kay. And do you regularly follow the future
prices for NYMEX natural gas?

A Yes, | do.

Q Is it fair to say that FP&L's narketing and
tradi ng business unit refreshes the Henry Hub gas
future prices every day?

A W nonitor it every day. | wouldn't say that
we refresh it every day.

To give you sone background as to what the
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group does, we |oad prices into our trading systemon a
daily basis, so there are prices being upl oaded, not
necessarily Henry Hub, but other points of delivery
like FGC's own three in Mbile Bay, which is a pl ace
where we comonly trade, would be upl oaded every day.
So there is a lot of price discovery and price entering
into our systens to nonitor.

It al so gets updated on a nonthly basis with
respect to our hedging programso that Henry Hub does
get an updated at that tinme. So we are constantly
updating kind of a short curve, as I'll call it, to
val ue hedges and to do hedging reporting and that kind
of thing.

Q Now, are you aware or have you been foll ow ng
the 2015 and 2016 futures prices for NYMEX natural gas
as of the past couple of weeks in Novenber?

A Absol utely, yes.

Q kay. And how have they trended in the past
coupl e of weeks?

A Well, 1'lIl say that Decenber was an
i ncredi bly volatile nonth, noving up as nuch as
35 cents in a given week or down as nmuch as 25 cents
the foll owm ng week.

Q You nean Novenber? W're just in Decenber.

A " mtal king about the Decenber contract.
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Q Oh, okay.

A So by the tine we were tal king about it, |
guess within the [ast couple of weeks, the Novenber
contract was al ready cl osed.

Q Ckay.

A So I'mtal ki ng about the next avail abl e
contract, which would have been Decenber at that point.
So it was a very, very volatile period of tine.

The last, | would say two weeks, have been
| argely barish and a | ot of declining prices,
especially in the |l ast couple of days, as a result of
sone of the things that OPEC has announced, | think has
probably been one of the big drivers of it down.

Again, | think for us that it just really denonstrates,
especially in the short-term just how vol atil e market
prices can be.

Again, | think that we still fall well within
the range that we originally presently in ternms of high
and | ow forecast, but | think it just highlights just
how vol atil e market prices are.

Q kay. And how have the futures prices
trended since July of 20147

A Since July of 2014, | don't know that | have
a specific trend that | can give you. | had nentioned

earlier that gas prices have certainly been up and
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down.

If | look at the futures contract, and |
mentioned 2015 -- actually, I'msorry, 2025 is kind of
a proxy for what's happening with nmarket prices. @Gas
prices, you know, have been up a dollar, down a dollar,
up a dollar and now down 70 cents just really over the
| ast several nonths. There hasn't been that big of an
I npact in the back end of the curve.

Again, | haven't |ooked at gas prices today
so | could be conpletely wong on that. But we kind of
have settled out at sort of a level place in the back
end of the curve. Now, sone of that nay have been
trendi ng down recently, but | haven't |ooked at it in
the | ast couple of days.

Q kay. And part of FP&L's reason for its
proposal to invest in the Wodford Gas Reserves Project
IS to generate potential fuel savings for custoners; is
that correct.

A That is correct, yes.

Q And woul d you agree that any potential fuel
savings that may result fromFP&L's investnment in the
Whodf ord Gas Reserve Project will be dependent on the
actual outcone of the drilling and production
activities?

A Yes, | do agree with that. Certainly the
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1 anount of output, as well as the cost to drill, will be
2 adrect factor in sort of the effective cost of the
3 gas being extracted, so certainly those are a huge
4  conponent of it.

5 | think, as Dr. Taylor, when he sits up here,
6 you'll have an opportunity to kind of understand how

7 sure we are about sonme of these nunbers and that we do
8 believe that they will be very stable. And they are

9 highly known kind of given the fact that there are

10 other wells in the area that have effectively de-risked

11 this particular play. But, yeah, | certainly do agree

12 that those are factors that will dictate the effective

13  cost.

14 Q kay. And if the Conm ssion grants FP&L's

15 request that it is prudent for the conpany to invest in

16 Wodford Gas Reserves Project and that the revenue

17 requirenent associated with this investnent is

18 appropriate for recovery through the Fuel C ause, would

19 you agree that FP&L will earn its mdpoint return on

20 equity investnent independent of the drilling and

21 production activities?

22 A Certainly subject to any prudency review, SO

23 for prudently incurred costs, yes.

24 Q And isn't it true that FP&L currently

25 purchases natural gas fromnore than 25 producers?
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A Yes, we have a very robust supply portfolio
of producers and narketers that all total ed about 40 or
so. Any nonth-to-nonth basis, we're buying from
anywhere from40 to 43, | believe, different producers
and marketers. About 25 is a good nunber in terns of
t he nunber of producers that we deal wth directly.

Q kay. Now, if one of these producers were to
experience a problemwth its production, had an
accident, sonething interrupted it, its ability to
provide FP& w th gas, FP&L can sinply go to one of the
ot her 24 producers to nmake up this volune; is that
correct?

A Generically I'll say yes. Specifically it
really woul d depend on who the supplier is. W have
sone very |arge suppliers in our portfolio producers
that if they were to sonehow stop supplying gas to us
woul d be fairly inpactful just given sort of the
vol unmes that we're buying fromsone of the | arger
pl ayers.

Also, it would depend on the region. So we
do buy a fair anobunt of gas still fromoffshore. As I
nment i oned, about 70 percent of our supply portfolio is
comng fromshale gas, the other 30 percent of it is
comng fromyour nore traditional sources, Gulf Coast

and offshore. So to the extent that, you know, one of
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our big offshore suppliers was no | onger able to
deliver gas to us, it mght be quite inpactful, kind of
dependi ng upon how we're able to replace that supply.
It may be a cost inpact to us.

Q But generically you would be able to go to
soneone el se, wouldn't you?

A Yeah. It may be at an inpact froma price
per spective.

Q O one or two or three people, three
producers?

A Yeah. It depends largely on sort of the size
of the supply and how nmuch of that supply is being cut.

Q Now, in the Wodford Gas Reserve Project, if
FP&L has an investnent in a working interest in the
producer that fails to provide the gas, it's not as
easy to sinply go to sone other producer to nmake up

this volune, is it?

A | think there's a couple of layers to your
question so I'll respond to each one of them
individually. | think in the sense that PetroQuest, as

the operator, stops producing gas, that would be
certainly a material breach of the contract that would
give us the rights to then step in and replace them as
an operat or.

If it was, you know, sonething where we just
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had a di sruption of our gathering system and weren't
receiving supply for a given day, we could certainly go
back to the Perryville Hub, where this gas will be
delivered, and just replace that gas in the

mar ketplace. So | think it |argely depends on the
reason that gas was no | onger being supplied.

It could be anything fromreplacing an
operator down to just replacing gas on a daily basis if
there was sone type of shut-in problemwth either sone
or all of the gas.

Q kay. In the case of a fail on one of the 25
producers in which FP& doesn't have an investnent,
woul d you agree that the custoners do not assune that
risk?

A So if | understand your question, if one of
our suppliers doesn't supply gas on a given day and we
have to go replace that gas, our custoners do wear that
risk today, so if we have to pay a higher price as a
result of that.

And it happens occasionally where you m ght
see a pipeline disruption where a counter-party m ght
declare a force maj eure because they can't deliver gas
or they've got sone other type of issue on their system
where they can't supply the gas and they declare a

force majeure, we'll have to go procure that gas
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el sewhere. If it cones at a higher price, our
custoners do wear that risk.

Q If the Comm ssion finds it prudent for FP&L
to invest in the Wodford Gas Project and that it is
appropriate to recover the revenue requirenent
associated with this investnent through the fuel cost,
this revenue requirenent is conprised of a return on
the capital investnment and the associ ated operation and
mai nt enance expenses; is that correct?

A Yes, anong other things. There's also taxes
and royalty interest and so on, but yes.

Q And in your direct testinony, page 44 you

di scuss certain production and drilling risk associ ated
Wi th pursuing gas assets. Does any and all liability
that may arise out of drilling and production of gas

assets at the Wodford Project remain with PetroQuest
or would it be shared anong the working interest
owner s?

A Again, as | discussed with M. Myle, it is
| argel y dependent upon the nature of the liability and
the nature of the risk. Again, if it's due to the
gross negligence, the wllful m sconduct of PetroQuest
as the operator, they bear that risk. If it's
sonet hing that one of the insurance projects m ght

mtigate, that mght well take care of all of it. To
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the extent that it's sone liability that gets passed on
the working interest owners, then, yes, that would be

borne by custoners as well.

Q Ckay.

A Again, if it's deenmed to be prudent.

Q Pl ease turn to page 153 of your deposition.

A Ckay.

Q | f PetroQuest is sued and damages are awarded

I n excess of any insurance or other mtigation nmeasures
that PetroQuest has in place to address such
contingencies, is it FP&'s intention to recover from
Its custoners through the fuel costs any damages it may
be assigned due to its working interest in the Wodford
Proj ect?

A Again, given all the sort of caveats that |
offered earlier in ternms of the mtigants and those
costs were ultimately deened to be part of the working
I nterest owners' responsibility, then yes.

Q kay. On page 44 of your direct testinony.

A Ckay.

Q You state that by approving FP&L's requested
gui del i nes, the Comm ssion shoul d acknow edge the
potential drilling and production risk, we've just
di scussed, and that as long as the transaction was

wi thin the guidelines, it cannot be deened i nprudent
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based on the results; is that correct?

A Well, | think it falls one step short in al
honesty. So what we're asking in the guidelines is
basically to define the boundaries of what is
acceptable in terns of pursuing these types of
opportunities.

And just to clear kind of how | described it
earlier, there are a nunber of guidelines that are
defined wthin that. And these are each additive. You
have to achi eve each one of those guidelines in order
to be able to be deened within the guidelines.

So just because you're within a particul ar
region |ike Texas but you haven't net anot her one of
the guidelines doesn't nmake that prudent. So it has to
neet all of the individual guidelines.

And, again, on the $750 mllion as a exanpl e,
that doesn't mean you have to spend the $750 mllion,
that's the cap. Again, that's not a target though. So
you coul d spend sonet hing, you know, far |ess than
that. So as long as you' ve net those individual
guidelines in total, then that sort of gives you the
first level of prudence, if you wll.

We then have to make decisions within that
I ndi vidual transaction that are al so deened prudent.

So the actions that we take as a working interest owner
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1 wthin that individual transaction would also need to
2  Dbe deened prudent. W can't just nmake bad deci sions
3 once we've got a transaction that fit with the
4 guidelines, we can't just go nmake bad deci sions and
S drill when we otherw se know we shouldn't. So there's
6 still a second |layer of reviewin terns of the actions
7 we take within those individual transactions.

8 Q So your testinony is that once you neet the
9 guidelines, the Conm ssion is precluded from | ooking
10  behind and determ ni ng whether or not the follow ng of

11 the guidelines was prudent or not prudent?

12 A No, | don't think that's true at all.

13 Q So you think that if we -- if FP& neets the
14 guidelines, the Comm ssion can still go back and

15 determ ne whether or not the guidelines were really

16  net, whether or not the decisions on the guidelines

17 were good or bad?

18 A | woul d expect that to be part of the review,
19 yes. In terns of the guidelines thenselves, the

20 guidelines will be what |I'lIl call sort of the fairway
21  and the rough. So as long as we're in the fairway and
22 we transact within those bounds, then we woul d expect
23 that the transaction would be considered to be prudent.
24 But there still is a level of review that goes well

25 Dbeyond that, which is to then understand for that
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1 individual transaction the decisions that we nmake are

2 also prudent.

3 Q kay. And even if | -- I"mjust going to ask
4 this next question, | may have asked it already in ny

5 own words. In other words, while any potential fuel

6 savings or hedging benefits to custoners is directly

7 related to the outcone of the drilling and production

8 activities, the Comm ssion's determ nati on of whether

9 FP&L was prudent in engagenent in the invested -- in

10 the investnent is |limted to whether the investnent was
11  consistent with the guidelines; is that correct?

12 A Again, | think that's the first step. There
13 is a second step with respect to then determ ning

14 whether we acted prudently within the individual

15 transaction.

16 Q kay. And follow ng that vein, generally the
17 utility has the burden to denonstrate its investnent

18 was prudent. Under the FP&L proposed guidelines, if

19  approved, it appears the burden would be shifted to

20 other parties to denonstrate that FPL was inprudent in
21  pursuing gas reserve investnents. Wy is that the

22 case?

23 A | take these guidelines to be very nuch the
24  sanme as the hedging guidelines with respect to the

25 ongoi ng review of our hedging efforts in denonstration
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1  of prudency, so | would think that these transactions
2 wll be viewed very nmuch in that sane |ight.

3 Q You've noted that the 750 mlIlion per year

4 |limt is a cap and not a target. But even so, at

5 750 mllion per year, FP&L could add the equival ent of
6 a new conbined cycle power plant to rate base every

7 other year; is that correct?

8 A From a pure investnent perspective, | agree,
9 the math works out that way. | would al so suggest that

10 if we're investing at that level, there are significant

11  custoner savings that are resulting as an effect of

12 that investnent.

13 So, you know, again, like you said, it's not

14 a target. But if there is an opportunity to invest in

15 sonmething that brings significant custoner benefits,

16  both through custonmer savings as well as that hedging

17 benefit, then that would certainly nmake sense.

18 Q Okay. Now, instead of this plant that you

19  would build every other year, instead of this plant

20 being placed in rate base |like nost utility assets, the

21 conpany, in the case of the project, would be grow ng

22 rate base through the fuel cost recovery clause; is

23 that correct?

24 A That is correct. And that's consistent with

25 prior Comm ssion orders.
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Q And instead of being recorded in rate base
where FP&L woul d have an opportunity to earn its
m dpoint return on equity on this investnent, it is
bei ng recovered through the Fuel O ause where the
conpany is assured to earn its mdpoint return on
equity; is that correct?

A Again, | don't know that | agree that it's
assured. It has the opportunity to earn at that

m dpoint, again, if it can denonstrate that the cost of

it, you know, inprudently -- or excuse ne -- that
prudently incurred -- and that we follow the guidelines
per se.

So, you know, again, we're relying upon prior

Comm ssion orders with respect to allow ng investnent
t hrough the Fuel C ause when it does denonstrate
custoner savings, so | do agree with that, yes.

Q kay. And on a cunul ative basis, at what
| evel or total anmount would FP&L consider its
I nvestnent in gas reserve projects represent a risk to
its ongoing utility operations?

A | don't have that nunber. | don't know that
there is a nunber, as was discussed, | believe, in
di scovery. The three rating agenci es have been briefed
on this. W've had conversations with themthrough our

treasury departnent and others. They have reacted
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1 positively with respect to the opportunity.

2 MR. MOYLE: |'mgoing to object. Again, he

3 can't tal k about what the rating agencies told

4 sonebody and have that cone in.

5 MR GUYTON: I'msorry, | think it was

6 entirely responsive to the question that he was

7 asked. He was trying to respond to the question.
8 CHAl RMVAN GRAHAM  Let's hear the question

9 agai n.

10 BY MS. BARRERA:

11 Q On a cunul ative basis, at what |evel or total
12 amount woul d FP&L consider its investnent in gas

13 reserve projects represent a risk to its ongoing

14  utility operations?

15 MR. MOYLE: And ny part of the objectionis
16 when he started venturing into we've net with

17 regulate -- with Standard & Poor's and Mody's and
18 here is what they said. You know, there's no way
19 | can cross that or do anything, it's all hearsay
20 and it shouldn't come in. O if it does cone in,
21 It surely shouldn't find the -- you know, formthe
22 basis for a factual finding.

23 CHAl RMVAN GRAHAM | was going to say, |'ll

24 let it in. | think we just give it the weight it
25 deserves. | think it answers the question.
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THE WTNESS: Ckay. So I'mnot aware of any
credit netrics that the rating agencies are
tracking per se. W've had that conversation with
the three rating agencies, S&P, Mody's and Fitch.
Their reactions to it have been favorable, given
that the Comm ssion is obviously saving grace over
t he Woodford Project and pendi ng any approval of
t he gui del i nes.

BY M5. BARRERA:

Q kay. Testinony in FP&L's case is basically
that the project is of benefit to the custoners.
However, what are the benefits to FP&L of investing in
t he Whodford Project and recovering costs through the
fuel docket?

A Well, I think that -- and | kind of covered
this earlier -- that, you know, from an investor
perspective, we obviously have the opportunity to earn
at the mdpoint of the range if the costs that we
denonstrated are prudent. | think | probably would
push back on sone of the intervenor testinony that has
suggested that this is sonehow a windfall. That is not
at all the case. This is nothing nore than earning our
cost of capital, which we have to be conpetitive in the
capital markets for our custoners' nobney -- or excuse

me -- our investors' noney. And presunably that's what
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the Conmm ssion takes into considerati on when they set
the m dpoint of the range, such that our investors are
earning just that cost of capital and nothing nore or
not hi ng | ess.

Q kay. |If the Commission rejects FP&L's
proposal, FP&L's affiliate, USG Properties, Wodford,
Inc., LLC, will retain all rights, benefits and
responsibilities of the PetroQuest joint venture; is
that correct?

A That is correct.

Q And if FP&L and its custoners were to share
50/ 50 the Wodford Project gains and | osses between the
production costs and the nmarket price of gas and share
50/50 the cost of the return on the investnent above
the line, would that provide FP& w th an incentive to
mnimze costs to be shared with custoners?

A "' mgoing to ask you to ask the question one
nore tine.

Q kay. |If FP&L and it's custoners were to
share 50/ 50 the Wodford Project gains and | osses
bet ween the production costs and the market price of
gas and if they were to share 50/50 the cost of the
return on the investnent above the line, would that
provide FP& w th an incentive to mnimze costs to be

shared with custoners?
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A "' mnot sure incentive is the right nunber.
In all honesty, I'mnot sure exactly what's being
proposed. From ny perspective, you know, what is clear
tonme is this transaction is being offered for the
benefit of custoners. Right now they have, again, as
|"ve said before, 100 percent market exposure.

The reason that this transaction is being
proposed i s because they wear that risk through the
Fuel C ause today. You know, for sone reason to try
and bifurcate that or split that benefit in half to ne
doesn't make much sense in ternms of what the
transaction and transactions, along with the
gui delines, are intended to mtigate, which is that
mar ket risk. So for nme the 50/50 proposition just
di m ni shes the intent of the proposal itself.

And | would al so say the 50/50 proposal,
again, I'mnot entirely sure how that would work or
what's being proposed. It's just a very different
approach from you know, prior Conmm ssion, you know,
capital recovery of projects that are neant to | ower
fuel costs. |It's a construct that has been in place
for the 30 years, since Order 14546 went in place. It
has served, | think, all of the parties well, and so |
just don't know that | believe there's a reason to try

and abandon that regul atory approach now.
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Q kay. And assum ng that the 50/50 approach
Is viable, would that retain, for FP& and its
custonmers, access to producing wells and the benefits
of nore stable gas prices?

A Again, I'mnot sure what it is you're
proposing. |'mnot sure it's viable to start with.
And you're suggesting it's for custoners or for
shar ehol ders or what was the question?

Q Vell, would that retain for FP& and its
custonmers the access to the producing wells and the
benefits of nore stable gas prices?

A Yeah. So for custoners, certainly. Again,
the benefit would have been di m ni shed by 50 percent,
whi ch, again, | think is contrary to what it is we're
pr oposi ng.

For FP&L investors we're not trying to hedge
any risk. Again, remnding you that this transaction
Is nmeant to try and stabilize prices over a long period
of time in the face of what is a very volatile gas
market. FPL's investors don't have that risk today.
That's just a different risk profile that's not
contenplated in the current capital structure, so I'm
not sure that it dimnishes risk for FPL's investors.

Q kay. Just one second.

A Sur e.
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1 Q In your sunmmary, you nmention that nowis a

2 particularly good tinme to invest in gas reserves given

3 current prices; is that correct?

4 A That is correct, yes.

5 Q And FP&L forecasts that natural gas prices

6 are going to increase in the future; is that correct?

7 A That is correct. And it is also correct that
8 the intervenors thenselves also projected gas prices to
9 increase.

10 Q And if natural gas prices increase, would you
11  expect the cost of projects such as Wodford to

12 increase or decrease?

13 A I f natural gas prices are increasing, | would
14  expect that the type of project that the Wodford

15 Project is, the potential for that is to increase as

16 well. But, again, the benefit of it is liable to

17 produce nore custoner savings than what is even

18 projected here in this particular case. So it's

19  probably got a natural relationshinp.

20 But if the cost of gas is going up, so too is
21  the purchase price of the particular opportunity but so
22 is the custoner savings, so | think those are probably

23 naturally correl ated.

24 Q kay. You said earlier that the Conmm ssion

25 would review gas reserve projects annually for prudence
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1 and if there's a bad study, the Conm ssion could find

2 the project inprudent; is that correct?

3 A | think I need you to define "bad project,”

4  but | would nmaybe answer that --

5 Q A bad study.

6 A Well, if there's an action that we have taken
7 wthin one of the projects, perhaps drilling a well

8 when the previous several wells have been, you know, at
9 a nuch higher cost or have been underproduci ng or were
10 drilling in an environnent where gas prices have fallen
11 substantially, well bel ow even our projected costs, |
12 woul d deem those as sonething that would be | ooked at
13 froma prudency perspective. So individual decisions
14 within a given transaction certainly would be up for

15  prudence revi ew.

16 Q And if the Comm ssion is going to review

17 prudence after the investnent is nade but before costs
18 are passed through, what is the purpose of the

19  gui delines?

20 A Wel |, the guidelines thensel ves are intended
21 to allow us to approach the marketplace in a nanner

22 that allows us to transact in a nuch quicker pace that
23  helps sort of match what's currently happening in the
24 marketplace. And |let ne explain.

25 So this transaction that we're utilizing an
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affiliate to warehouse while we go through this
process, this started originally in June, we're now in
Decenber, counter-parties just are not willing to wait
for that process to occur. That's the reason that we
have an affiliate that's currently drilling with
PetroQuest. They have started the process because
PetroQuest, you know, has schedules to neet, they've
got capital deadlines in terns of expenditures, and so
it's a process that noves very quickly.

It's also a very robust nmarket in terns of a
| ot of conpetition for these types of transactions, so
counter-parties aren't going to wait for FPL to go
through a six or eight-nonth regulatory review w thout
know ng that there's a good outcone at the end. And if
so, there's -- you know, if there's sonething that we
can do to speed up that process, which is what the
gui delines are neant to do, we're in a much better
position to negotiate with custoners -- or excuse ne --
negotiate with counter-parties in a manner that wll
allow us to bring these transactions to fruition nuch
qui cker to bring custoner benefits. | think if we were
to try and rely upon just counter-parties waiting for a
regul atory process, our chances of closing a
transaction are very slim

Q Thank you. | have no nore questions.
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A Thank you.

CHAl RVAN GRAHAM  Conmi ssi oner s.
Conmm ssi oner Bal bi s.

COW SSI ONER BALBI' S:  Thank you,

M. Chairman. | have a few questions about this
contract and then, of course, the framework or
gui del i nes.

M. Forrest, thank you for your testinony
here today. A couple of questions. What
per cent age does the PetroQuest contract represent
as conpared to FPL's overall average daily burn?

THE WTNESS: |If | mght just, again, using
the chart behind ne, probably the best way to show
It is just in this particular period, the 2016
tinme frame, one of the productions at its
absolutely peak | believe is sonewhere in the
nei ghbor hood of about 2.7 percent of our daily
consunpti on.

So you can see before that it's is alittle
shy, it's probably 2.4 and 2.5 percent and then
tapers off very quickly. So it's a relatively
smal | part of our overall portfolio froma supply
per spective.

COW SSI ONER BALBI'S: Ckay. And why was this

contract limted to that anbunt? | nean, how did
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1 t hat nunmber of well sites -- how was that

2 prepar ed?

3 THE WTNESS:. So maybe 1'Ill back up from just
4 I ndi vidual transaction. W' ve |ooked at

5 transactions that have ranged from enornous to

6 very, very small in ternms of overall capita

7 I nvest nent and ki nd of correspondi ng custoner

8 savings along wth that.

9 The Wodford Project itself, as | nentioned
10 earlier, was brought to us by US Gas. They had an
11 existing relationship with PetroQuest. This
12 area -- these 19 sections that you saw earlier are
13 a subset of a larger transaction that they are a
14 party to. It just so happened that this was dry
15 gas, which is exactly what it is that we're
16 | ooking for so, and so the area of nutual
17 I nterest, as these 19 sections are defined, just
18 provided a very kind of tidy, very
19 strai ghtforward, well understood -- because
20 there's the 19 wells that already exist there, so
21 the data was solid. It just -- it created a very
22 clean transaction in terns of the presentation.

23 COW SSI ONER BALBI'S: Gkay. And if you could
24 clarify a question or an issue | had with your
25 SF-8. The redacted version is fine.
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THE W TNESS: Ckay.

COW SSI ONER BALBI'S:  And the question | have

Is on the effective costs. And I'mtrying to
understand the savings to the custoners. So if
I"'mreading this correctly, in 2015, since the
effective cost is |less than the market price

forecast, then custoners wll see an i nmedi ate

savings or is there a period of tinme where they're

still recovering the cost of their investnent?
THE WTNESS:. No, that is inmediate savi ngs.
So the effective cost of the transaction over the
course of the year is $3.48, which is basically
the entire revenue requirenents divided by the
vol une.
COW SSI ONER BALBI'S: Okay. So essentially
then custoners are getting a return on their
I nvest nent i mredi atel y?
THE WTNESS: Correct. Yes. And so you see
a projection of $4.02. So it's just the $4.02
| ess 3.48 tines the volune gives you the nom nal
undi scounted custoners savings of $8.4 mllion
times the discount factor, which gives you 7.8 on
a net present value basis, but you're right.
COW SSI ONER BALBI' S:  Ckay. Then

specifically for the Wodford area, it's ny
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understanding there are different zones on the FGT
pi peline that have different transportation costs.
Did FPL consider the points of entry of this gas
I n doing the analysis fromcost effectiveness?

THE WTNESS: W did. W've |ooked at a | ot
of opportunities over the | ast couple of years,
whi ch have ranged everywhere from Loui siana to
Arkansas to Gkl ahoma and even into Texas and ot her
pl aces, and have tried to figure out what the best
opportunity is in ternms of delivering this gas to
Florida. Again, the ultimte goal here being
trying to find a physical source of supply that's
stably priced and is projected to be I ess than
what the market is.

| do have a map that can show kind of the
path that it would take to get to Florida, if you
want to see that. But it's -- the plan would be
to bring this gas in through sone pipeline
connection into Perryville, Perryville being the
Perryville Hub, which then connects into the
sout heast supply header, which we have a
tremendous anmount of capacity on. So this would
just replace a portion of the daily -- our daily
procurenent at Perryville, which we would then

bring into our system
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So, yeah, we |ooked at a | ot of different
opportunities. This one nmakes traffic sense,
again, given sort of howdry the play is. [It's
al nrost 100 percent nethane, which works out very
wel |, doesn't need to be processed. And so
It's -- you know, it nmade good econoni c sense.
But, yeah, we |ooked at a | ot of different
opportunities.

COW SSI ONER BALBI'S:  Okay. And then FPL
currently has an incentive nmechani smthat deals
W th whol esale electricity and al so gas?

THE WTNESS: That is correct.

COW SSI ONER BALBI'S: |Is the gas associ ated
wWith this contract going to be excluded fromthat?

THE WTNESS: It would not be our intent to.
When we presented the econonics, the $107 nmillion,
It assunmes that 100 percent of the gas woul d be
delivered to Florida. So we nmade no assunptions
about what potential incentive nechani smor actual
optim zation inpact this m ght have. But once
it'"s in the portfolio, our goal would be to treat
this gas just like the rest of our procurenent
portfolio.

So if it makes sense for us to, you know,

potentially sell the gas and buy at Perryville so
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we're not having to pay the variable charge on the
pipeline, and if we can save that variable charge
and make a nore econom c play, then we would
assune that would be part of the optim zation.
Again, it wuld just be part of our daily
optim zation activities.

COW SSI ONER BALBI'S: Right. And ny concern
Is that here you have an effective cost of the gas
that's nmuch | ower than what the projections wll
be. And ny concern would be that FPL then sells
that gas to another entity for a profit, know ng
that after a certain threshold FPL will share in
sone of those profits.

THE WTNESS:. Yeah. Ckay, | understand your
question. This gas would be viewed at froma
mar ket perspective. So even though we're buying
it at a price of $3.48, if the gas nmarket at, say,
Enabl e East, which is the input out of the
gathering systeminto the pipeline transportation
system if it was traded for 3.70 that day, we're
| ooking at the 3.70 as the opportunity, not the
3.48. Qur intent would not be to optimze this
around the cost of gas, it would be the market
opportunity.

So, again, it would get treated no
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1 differently than any of our other gas, which,

2 again, we're not treating this gas as at cost, if
3 you will. The effective cost is not what's

4 I nportant to us, it's the market price of the gas.
5 COW SSI ONER BALBI'S: Ckay. And then al so,

6 there was sone di scussions, | think during opening
7 statenents, but |I'mnot sure, and that is about

8 environnental inpacts of these operations. And

9 what assurances do Fl orida custoners have that

10 Pet roQuest and even subsequent operators, if the
11 framework i s approved, are going to conply with

12 all current environnmental and other regul ations

13 and even any of those that are revised, anended or
14 added?

15 THE WTNESS: Correct. So, you know, for the
16 Wodf ord Project itself, PetroQuest went through a
17 very detailed due diligence process, with both

18 fromour own FPL folks, as well as nenbers of the
19 US Gas teamto ensure that they were in conpliance
20 with all laws and regul ati ons. They provided

21 regul ations and warranties within the -- warrants
22 within the contract itself suggesting they were

23 not in violation of any laws. And we'll continue
24 to nonitor those.

25 So it's a process that we'll go through.
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It's sonmething that we ensure -- you know, we're
dealing wth reputable witers that don't have
prior issues wth respect to |laws and regul ati ons,
so it's part of the due diligence that we go

t hr ough.

COW SSI ONER BALBI'S: Okay. But as far as
the contract itself, |I thought there was a
provision in there.

THE WTNESS: There is a provision within the
contract itself which allows us to nonconsent and
not be penalized for that nonconsent if they were
in violation of any health or safety laws. So if
they are notified of any agency viol ation, we have

the right to nonconsent and not be penalized for

t hat .

COW SSI ONER BALBI' S:  Ckay.

THE WTNESS: So, again, we have an
obligation in this contract to drill a m ni mum of

15 wells. To the extent that they are in
vi ol ati on of an agency mandate, then we woul d not
be penalized for nonconsenting under that 15 well
mnimm So there are protections within the
contract which enforce that.

COW SSI ONER BALBI'S: Gkay. And then novi ng

on to the framework, | have a couple of questions
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1 about that. Followi ng up on the environnental

2 questions. In one of the guidelines -- or in the
3 gui delines attachnent, if you wll, in SF-9, it

4 I ndi cates that Florida does not neet the criteria.
5 So is it your understanding that none of these

6 operations wll occur in Florida?

7 THE WTNESS: That is correct.

8 COW SSI ONER BALBI' S: Ckay.

9 THE WTNESS:. |'mnot aware of any

10 opportunities in Florida anyway. But we have

11 committed to not participating in any drilling

12 activities in Florida.

13 COW SSI ONER BALBI'S: Ckay. And then

14 finally, there's been a | ot of discussion during
15 Cross exam nation on protections for ratepayers.
16 And it's ny understanding, and correct nme if I'm
17 wrong, that there are several conpanies that

18 solely do drilling, whether it's a verticle

19 conponent, horizontal, the fracking or preparing
20 for production. \What are sone -- who are sone of
21 the conpanies that do that and is it a separate
22 operation fromthe operations at the production
23 side? So once it's drilled in operation, then

24 anot her conpany could step in. So who are sone
25 the conpanies that could drill?
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1 THE WTNESS: | believe Basin Engineering is
2 one that we've talked to. Again, thisis -- the
3 production side of the business for ne is
4 relatively newin terns of | ooking back one step
5 fromthe producer. | would suggest Dr. Taylor is
6 probably a great resource for those kind of
7 conversations. He's been doing these for decades
8 and has great experience with a |ot those
9 operators so | woul d suggest he's probably a

10 better resource for those kind of questions than

11 l.

12 COW SSI ONER BALBI'S:  Ckay. And ny thought

13 I's, you know, one of the ways -- | know with other

14 contracts, associated -- you know, when there are

15 costs, significant costs associated with it, you

16 know, goi ng through the bidding process is one way

17 to gauge and nake sure the costs associated with

18 that activity are nmarket based. And | know there

19 are sone conpanies -- well, they wll even have

20 different drilling conpanies side by side in the

21 sanme play, if you wll, and it's a good way to

22 gauge.

23 And I'mwondering if that's sonething that

24 could be included in the framework, you know,

25 requi rement that sone of the operation are bid out
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1 of the drilling operations so, again, we can have
2 addi ti onal protections.

3 Do you have any thoughts on that or wll

4 t here be another w tness that would be nore

5 appropri ate?

6 THE WTNESS: | think in ternms of the

7 conpari son, just to engage in a dialogue, | think
8 Dr. Taylor would be a great resource for you. |
9 can certainly spend sone tinme wth himwhen |I'm

10 finished here to sort of understand what

11 information is readily available publicly to

12 under stand how do you nake that conpari son.

13 In sone cases, you may just well not know

14 what a person is drilling for versus what another

15 operator is drilling for, so that would be an

16 | nportant part of that overall evaluation. But to

17 the extent that information is publically

18 avai |l abl e, that may be a rel evant conpari son.

19 COW SSI ONER BALBI'S: Ckay. And then final

20 question, there were sone percentages included in

21 the franmework of the average daily consunption, if

22 you Wi ll.

23 THE W TNESS: Yes.

24 COW SSI ONER BALBIS: O 15 percent, 20 and

25 25. How were those nunbers devel oped and what
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woul d the inpact be of increasing or reducing
t hose?

THE WTNESS:. So the nunbers were devel oped,
again, in very nuch the sane way as the rest of
t he gui delines were, which was just an overal
di al ogue about what it was that we were trying to
achieve in ternms of customer savings and our
position in the marketplace in terns of replacing
sonme of our financial hedges in the short term
Wi th these transactions and starting to layer in
sone of the |onger-termtransactions.

And, again, if | could just use the chart
here. | think one of the things to keep in mnd

when you | ook at these production profiles is,

again, | nentioned 2.7 percent was sort of the
peak daily burn, if you wll, as a percentage of
our overall needs in 2016. It tapers off very

quickly to where it's less than 1 percent just
within a short seven or eight years. |In order to
get sone of this |onger-termbenefit, you need to
be able to | ayer on sone of these transactions.

So the next transaction probably has a very
simlar looking profile. And that's one of the
reasons that we, you know, | ooked at the

$750 million in these particul ar percentages as
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appropriate is trying to figure out as you | ayer
In future transactions, you're trying to grow the
back end of this thing to be able to get sone
support in the back end for the nunber of hedges
that woul d actually be placed, you know, beyond
just the first three or four years. And so
this -- the discussion around the cost cap, as
wel | as the percentage of average daily burn, was
just part of that discussion about how do you
start building a profile to be able to I evel up
sone of the back end of this thing to be able to
provi de producti on.

Again, this individual transaction, within
just a very short period of tinme, tapers off to a
| evel that is, you know, fairly small in terns of
our overall consunption. The guidelines are what
will allowus to start building up sone of that
production in the back end for custoners.

COW SSI ONER BALBI'S: Okay. And maybe | do
have one nore question. You indicated in your
sunmmary or in your response to a cross exam nation
question, that for each $1 increase in natural
gas, | think the nonthly inpact -- did you say $5
or $67?

THE WTNESS: So if you |look at -- these are
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all rules of thunb, so it changes by a few pennies
one direction or the other -- but if you assune
that we're buying 600 billion cubic feet of gas in

2020 as an exanple, a $1 nove represents $600

mllion in fuel charges. Again, with no other
hedges in place, that represents a $600 million

I npact to custoners. |If that's an increase by a
dollar, that |oosely translates -- again, rule of
thunb -- to about $6 on a custoner bill, about
$100 million for every dollar of custoner bill on

an annual expense basi s.

COW SSI ONER BALBI S:  Ckay.

THE WTNESS: So 600 mllion would reflect
about a $6 novenent in the bill.

COW SSI ONER BALBI'S: Okay. Thank you.
That's all | have.

THE W TNESS: You're wel cone.

CHAIl RVAN GRAHAM  Conmi ssi oner Br own.

COW SSI ONER BROWN:  Thank you, M. Chairnman.
And thank you, M. Forrest, for your testinony.

A few fol l ow up questions from sone of the
fol ks that have asked you questions here today,
and general questions. Wth regard to the
gui del i nes, can you state why having this project

and future projects going through a Fuel C ause
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1 woul d not only benefit Florida Power & Light but
2 also its custoners?
3 THE WTNESS: Well, | think I acknow edged
4 earlier that it does benefit both. Again, you
5 know, we're |looking for the certainty to be able
6 to nove these transactions quickly through the
7 process to bring custoner benefits. So one of the
8 benefits of the Fuel Clause -- and it's a benefit
9 to the Commi ssion as well -- is being able to file
10 these as part of the annual preview process. It
11 gi ves great transparency where you'll have an
12 annual review of these transactions as opposed to
13 If it was through a rate case, if you wll.
14 You're in a nmuch nore del ayed process in terns of
15 the nunber of tines you'll get to | ook at these
16 t hi ngs.
17 It al so, because of the production profile,
18 It serves itself well to a Fuel C ause kind of
19 review, given that it has such a tapering profile
20 on the back end. So the revenue requirenents get
21 set early on and they taper off very quickly so
22 they are nore suited to the Fuel.
23 You know, again, with respect to the benefit
24 to Florida Power & Light, it just allows us to
25 bring these things as quickly as possible through
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1 the process, in that we can capture opportunities
2 for customers.

3 For custoners, | think this is just an

4 absol ute honme run. You know, it ultimately gets

5 down to whet her the Conm ssion believes that there
6 Is a better way of mtigating long-termrisks than
7 just ignoring it. And that's largely what's

8 happeni ng today is that, you know, you've got

9 custoner fuel bills that go up with market prices,

10 they go down with nmarket prices, and there's very

11 little that we can do to stemthat.

12 So these types of transactions are sort of

13 the first approach, and a very innovative

14 approach, | think, to try and figure out a way to

15 start mtigating sonme of that |onger-termthat

16 risk that's just inherent in the profile.

17 COW SSI ONER BROWMN:  Great. Thank you for

18 that sunmation. And just sone general questions

19 regarding USG. They were forned, what, back in

20 20107

21 THE WTNESS: | don't know the exact tine

22 frame of when US Gas was forned. It would have

23 been probably in the 2008 or nine tine frane. |'m

24 guessing. It's sonewhere in that range.

25 COW SSI ONER BROMWN:  And t hey' ve been engaged
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I n several projects, your testinony says, wth
PetroQuest prior to this particular project?

THE WTNESS: They have one very, very --
woul dn't say very large, but we have a nuch | arger
transaction wwth them | believe it's just one.
It may have been initiated a few tines al ong the
way, but it's just one transaction with PetroQuest
in the Wwodford Arkoma, in that sane area.

COWM SSI ONER BROWN:  And it was successful ?
It's successful ?

THE WTNESS:. They said it is, yes,
absol utely.

COWM SSI ONER BROWN:  What will USG s rol e be
In the project afterward if in the Comm ssion
approves the Wodford Project?

THE WTNESS: So if the Conm ssion approves
the project, the first step -- and Ms. Qusdahl can
go through this in greater detail than | can --
the transaction will nove to Florida Power &
Light, it will be assigned, all of their rights
and benefits will be assigned to Florida Power &
Light. And they'll be reinbursed effectively net
book value, all right. So they'll just be --
they' |l get whatever they paid for it and nothing

nore and not hing | ess.
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And so once they're -- that transaction has
occurred, once that assignnent has occurred, then
they are sort of out of the production side of
this thing and we'll be utilizing themfor sone
services. So Dr. Taylor, who you'll have an
opportunity to hear fromlater --

COW SSI ONER BROWN: W11l go into the
services?

THE WTNESS: Well, | can go through sone of
the services. But one of the things that we'll
continue to utilize himfor is evaluation of each
I ndi vidual well as is proposed.

So PetroQuest has an obligation to propose
wells. And when those wells are proposed, we have
to eval uate whether it makes econom c sense to
drill the well or not. W have to consent or
nonconsent to that well. Dr. Taylor will be the
one that nmakes that assessnent.

COW SSI ONER BROMWN:  Ckay. And | know
M. Myle asked you a few questions about due
diligence and with regard to what has occurred so
far. Can you go into sone detail noving forward
I f the guidelines are approved, what |evel of due
diligence will Florida Power & Light be doing for

future projects.
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1 THE WTNESS: Sure. Very simlar to what we
2 did in the instance of PetroQuest. So this is
3 anot her area where we'll be using US Gas and sone
4 of their services, because they've devel oped a
5 skill set and it turns down to a real make or buy
6 ki nd of decision. W can utilize certain nunber
7 of their people for a few hours a nonth or we can
8 try and go out and hire those resources. |t just
9 woul dn't be cost effective.

10 So in a matrix organi zation like this that

11 Next Era runs, it makes perfect sense from a nake

12 or buy perspective just to utilize those resources

13 fromthe mninmumlevel that they're required.

14 So when a project |ike the Wodford Project

15 I's |l ooked at, there's a trenmendous anount of due

16 diligence that's done. On the Florida Power &

17 Li ght side, we | ooked at the operational side of

18 things in terns of howto nove the gas to Florida,

19 what's the best option for that. W think we've

20 gotten very close to negotiating an agreenent on

21 t he Woodford Project, which will provide even

22 greater savings to custoners as a result of that

23 transportation agreenent beyond even what's been

24 projected here. Al of that cane through the due

25 di I i gence process and understandi ng who the
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pl ayers are and how they all interact wth one
another. So there was a |ot of work done on the
Fl ori da Power & Light side with respect to the
operational side of it.

On the US Gas side -- and this is where we'l]|
use sone of their resources. They have | andnen
that are responsible for going out to county
courthouses and pulling out title information.
They research that title information. They
det erm ne whet her they have 100 percent rights to
the mneral rights. |If they don't, they would
then bring in an attorney, and an attorney woul d
hel p cure what ever issues may exi st.

And so there's a lot of due diligence that
goes into this process. And, again, we'll be
using US Gas to help out and aid in a |lot of that
process.

COW SSI ONER BROWN: Ckay. And just to be
clear, FPL will be seeking recovery for any
I ncremental adm nistrative cost associated with
the project?

THE WTNESS: Wth respect to the individua
projects. A good exanple, again, for the Wodford
Project, we've nmade the assunption of about

$300, 000 in increnental costs. Ki m Qusdahl can

Premier Reporting

Reported by: Michelle Subia



Florida Public Service Commission 12/1/2014
308

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

certainly go through her side of it, which is

out sourci ng the accounting functions. But we'l

al so be utilizing, as | said, Dr. Taylor to do
assessnents of individual wells as to whether they
are economc or not. | said he would be
responsi ble for that. He's responsible for the
econom ¢ evaluation. Mself and ny teamw ||
ultimately be responsible for the decision as to
whet her we consent or not consent.

So we'll utilize Dr. Taylor and his expertise
and his staff to continue that process. W'l
al so be utilizing nenbers of the US Gas Teamto
nmonitor well activity as it's being drilled and
| ooki ng at the |og data because they've devel oped
that skill set internally. Again, it's just not a
skill set that we have. So that would all go to
recover the operating expenses which we woul d | ook
to recover.

COW SSI ONER BROMWN:  Thank you for that
clarification. And | read through the operating
agreenent and the DDA and | ooked at the insurance
provi sions, and there's sone discussion on that,
which is great. There seens to be a |ot of robust
liability protections fromthe insurance

st andpoi nt, but also has kind of a catchall for
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Fl orida Power & Light. It says that under the DDA
It states that USG nay obtain such insurance as it
deens advi sable at its own expense.

THE WTNESS: Correct.

COWM SSI ONER BROMWN:  And does Fl orida Power &
Li ght foresee additional insurance protections at
this point?

THE WTNESS:. For this particular
transaction, | don't believe so. | don't believe
that USG has acquired any additional insurance.
It's sonmething we can certainly talk about. But
at this tinme, | don't think that's sonething
that's cont enpl at ed.

COW SSI ONER BROMN: Thank you. | appreciate

THE W TNESS: Sure.

CHAl RMVAN GRAHAM  AI'l right. | guess | have
a question for you, or two. Earlier | think it
was OPC asked you a question, and you were talking
about consent or nonconsent on the first well.
And if you choose to nonconsent on that first
well, then -- unless |I'm m sunderstandi ng you --
you can't participate on everything el se that
conmes out of that particular area?

THE W TNESS:  Yes.
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CHAl RMVAN GRAHAM  Can you el aborate a little
bit on that?

THE WTNESS:. | can, yes. A confusing
concept, | certainly realize. So there are 19
sections that are being drilled upon, and they're
each a 640-acre section, all contiguous, again, as
the chart you saw earlier. Two of those sections
have no wells on themtoday, so 17 of them have
wells. So they have all been effectively obtained
by production, right, so there's -- you know, that
I nformation that they have goes to aid in the
process of evaluating each of those wells with the
data that's been provided by the operating wells.

The ot her two, which are when you | ook at the
chart, the two in the Iower right-hand corner are
what's called first well drilling units. They
don't have a well on them And so for the other
17, this doesn't apply. They've already been held
by producti on.

| f we nonconsent to one of those two first

well drilling units, we lose rights to the whole
section. | think they're -- if |I'm not

m staken -- and | can go back and | ook at the
schedule -- | believe they're supposed to be

drilled in early January or the early part of next
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1 year. Based on what we're seeing fromthe first
2 wells, we're certainly interested in participating
3 in those. But it is a piece where if we did

4 choose to nonconsent, we would lose rights to

5 drill the other two wells on those sites. It

6 doesn't apply to those 17. Excuse ne, it doesn't
7 apply to the other 17.

8 CHAl RMVAN GRAHAM Wiy is that? |s there a
9 higher risk in that first well?

10 THE WTNESS: No. It has to do wth

11 obtaining rights to the | eases thensel ves. Again,
12 | can have Dr. Taylor go through it in nmuch nore
13 detail than | can as to why that is.

14 CHAl RMVAN GRAHAM  Ckay. Sonebody asked you
15 earlier, I think it was our staff, if you thought
16 this was a windfall for Florida Power & Light and
17 you said no. Wiy did you not think this was a

18 wi ndf al | ?

19 THE WTNESS. | guess again --

20 CHAl RMVAN GRAHAM  Way woul dn't it be a

21 wi ndf al | ?

22 THE W TNESS:. Again, when we | ook at how our
23 I nvestors are conpensated, which in this

24 particular instance -- | don't deny that there is
25 -- when you | ook at the return on equity
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1 conponent, that that is, you know, | abeled as
2 profit. Wat | disagree with though is that
3 obt ai ni ng or achieving the mdpoint of the range
4 I's anything other than just earning basically
5 their cost of capital.
6 We're conpeting with the rest of the capital
7 mar kets to induce our investors to invest wth
8 Fl orida Power & Light. And |I'massumng that's
9 what the Conmmi ssion's |ooking at, trying to
10 bal ance the need to induce the right |evel of
11 I nvestment frominvestors with the needs of the
12 cust omer when they establish that range such that,
13 you know, you're essentially |ooking at the
14 opportunity cost of your investor's noney, such
15 t hat when you guys set the m dpoint of the
16 range -- and we're authorized to earn at that
17 m dpoi nt -- when we've earned that, basically
18 we' ve earned their cost of capital and nothing
19 nore or nothing else. So, again, | don't consider
20 that to be a wndfall. | see that to be the
21 appropriate return on capital for the risks that
22 t hey have taken.
23 CHAl RMVAN GRAHAM  When Fl ori da Power & Light
24 buys fuel now, do you get a return on any of it?
25 THE WTNESS: No, we do not. Again, this
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transaction is unique in that we're actually

I nvesting. In nost cases we're -- | say "in nost
cases" -- in all cases today, we're buying gas at
market. So for us to buy that gas at market and
then mark it up or try and profit fromthat in
sonme way i s obviously inappropriate.

In this particular instance, we're tal king
about investing, you know, per Order 14546. And
Conmm ssi oner Deason can go through this in a heck
of a lot nore detail than | can. But when we
I nvest in a nmeans that we believe will reduce
custonmer costs, it's appropriate to consider the
I nvestor's return on capital as a cost, the return
on equity as a cost, as opposed to profiting on
fuel. It's part of the cost of service.

CHAl RMVAN GRAHAM  You tal ked earlier a little
bit about insurance, and | know Conm ssi oner Brown
just brought up the insurance. |If you get to the
point -- let's just say sonething happens and you
exhaust the insurance or the insurance chooses not
to pay, who's responsible for that gap between
what the insurance is going to go pay and what is
owed?

(Wher eupon, proceedi ngs continued in

Vol une 3.)
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