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PROCEEDI NGS

(Transcript follows in sequence from

3  Volume 2.)
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THE WTNESS: Again, it would get down to
liability in terns of whether it was at
PetroQuest's, you know, gross negligence, wllful
m sconduct. Those itens, if they've been
exhausted, if that's not the issue, then, you know,
it would get down to the insurance conpany either
honoring the claimor paying the claim

And if it's not enough to cover the entire
claim those costs would be passed on to custoners,
if they were -- again, if it was through prudent
actions, that whatever -- whatever issue it is that
we're trying to cover.

CHAl RVAN GRAHAM  But Fl ori da Power and Light
doesn't share any of that risk.

THE W TNESS:. Not today, no.

CHAI RMAN GRAHAM | think | have anot her
question. The $750 million a year that you're
tal ki ng about, what percentage of Wodford would
that be? Wuld it be 5 percent of everything that
they're doing? You said you would be that working
interest. Wat -- how big a piece of the pie would

t hat buy you?
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1 THE WTNESS: Are you tal king about the entire
2 Wodf ord Arkoma, which is, |ike, 2600 square mles?
3 CHAI RVAN GRAHAM  Yes.

4 THE WTNESS: This is, if I'mnot m staken

5 sonewhere in the neighborhood of about 19 -- 19

6 square mles over 2600. So, it's -- it's a

7 fairly -- this is for $191 million on this

8 particul ar investnment of which we've got, you know,
9 a percentage of. W don't have the entire -- the

10 entire ampunt. So, it would -- it would require ne

11 to doalittle bit of math. It m ght take ne sone

12 time, but it's a pretty --

13 CHAI RVAN GRAHAM  How - -

14 THE WTNESS:. |It's a pretty de m ni nus anount.

15 CHAI RMAN GRAHAM  Li ke a quarter of a percent?

16 .01 percent?

17 THE WTNESS: This will all be subject to

18 check.

19 CHAl RVAN GRAHAM  No, that's --

20 THE WTNESS: Working fromthe cal cul ator

21 her e.

22 CHAI RMAN GRAHAM  |'m not going to hold your

23 feet to the fire on this one.

24 THE W TNESS:. Thank you.

25 CHAl RVAN GRAHAM | just want to get a
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1 bal | park idea of what we're tal king about.

2 MR. MOYLE: And the question is --

3 CHAI RMAN GRAHAM  You had your turn.

4 (Laughter.)

5 THE W TNESS:. So, just the Wodford Project,

6 itself -- these sections, | believe, represents

7 about seven-tenths of a percent of the overall --

8 CHAl RVMAN GRAHAM  Ckay.

9 THE W TNESS: Ckay? And so, nmultiply the

10 seven-tenths tinmes the -- we've got 191 over

11 that -- sonewhere in the nei ghborhood of about

12 2 percent. Again, that's subject to check. That's
13 qui ck math, but a $750 million investnent woul d

14 represent about 2 percent of the overall -- again,
15 subj ect to check.

16 CHAI RMVAN GRAHAM  And you said 750 m | lion.

17 If that was $750 million worth of natural gas, you
18 said that was roughly about 2.7 percent of your

19 dai |l y?

20 THE WTNESS: So --

21 CHAl RMAN GRAHAM  Over the year. So, it would
22 be 2.7 --

23 THE WTNESS: Yeah, you have to | ook at the

24 revenue requirenments. So, if, in this particular
25 i nstance in the Whodford Project, it's a
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$191 mllion investnent, which if you go to SF-8,
I f you have the confidential version and not the
bl acked- out version --

CHAI RVAN GRAHAM  Yes.

THE WTNESS: You can see the revenue
requi rements on $191 mllion investnment in year
one. In -- we'll just call them"F" there, Line 1.

CHAl RVMAN GRAHAM  Ckay.

THE WTNESS: That will show you the revenue
requi renents in year one. |In year two, when
tal ked about it being 2.7 percent, the revenue
requi renments woul d be the second line there. And
that's, again, what's represented on the -- on the
chart behind me right there. So, the -- those
revenue requirenments you see there on $191 nmillion
of investnent is what creates that 2.7 percent.

Again, if you |l ook at those revenue
requi renents, that's -- that's against an overal
spend on natural gas in the 2.5-t0-%$3- billion
range. So, relatively m nor anounts considering
the volune of gas that we're buying.

CHAl RMAN GRAHAM  All right. That's all |
had.

Conmi ssi oner Bri sé.

COW SSI ONER BRI SE:  Thank you, M. Chairnan.

Premier Reporting

Reported by: Andrea Komaridis



Florida Public Service Commission 12/1/2014
323

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A coupl e of questions. So, based upon the
forecast that is laid out, ideally, custonmers are
going to benefit or the ratepayer is going to
benefit, shareholders are going to benefit. And
so, that's supposed to nmake sense, right?

THE W TNESS:  Yes.

COWM SSI ONER BRI SE:  From your perspecti ve.

THE W TNESS:  Yes.

COVWM SSI ONER BRI SE:  Paint nme a scenario where
t he sharehol ders don't benefit and the custoners
benefit. Paint ne a scenario where the custoners
don't benefit and the sharehol ders benefit because
I"'mtrying to understand where that risk factor
Is and --

THE W TNESS:  Sur e.

COVW SSI ONER BRI SE:  -- where that line is.

THE WTNESS: So -- so, with -- with respect
to the Whodford Project -- and we'll just use
$107 million as kind of the base case and use that
for exanpl e purposes.

So, in the event where an FPL sharehol der
doesn't benefit could be as a result of rising
interest rates during a period of settlenent. It
could be as a result of an inpact to return on

equity at a subsequent rate case, rate proceeding,
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any deened and prudently incurred costs that are
not recoverable by FPL.

So, any of those things could certainly inpact
the investor opportunity. That doesn't necessarily
nmean that any of those things inpacted negatively
what's happening with the Wodford gas as far as
custonmers are concer ned.

And in fact, if the return on equity was
| owered, it would actually |ower the cost of -- the
effective cost of gas. So, there -- there is a
scenari o where investor-inpacted custoner is not.

The other alternative is, again, utilizing the
same sort of scenario with $107 million. |If gas
prices, as | suggested, you know, were to go to
$3.90 on a real -- on a real basis and just stay
there for the next 50 years, the savings projected
here woul d not materialize.

The net present value of that would
effectively be zero, right? So, they would not
have seen any benefit fromthis. They woul dn't
necessarily have been harnmed by it. They would
have been the beneficiary of hedging the benefit of
having a flat -- a flat price of $3.90 for the next
50 years, but the $107 million would not have

mat eri al i zed.
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Il wll suggest, though, that is a great day
for custonmers if we are buying gas at $3.90 for the
next 50 years -- that's a terrific story for a
very, very long tine.

So, it -- the benefits of |ower gas prices,
whil e they do inpact the custoner savings here --
again, we're not proposing to do the entire
portfolio through these types of projects. W're
proposing to do, you know, sort of a growh pattern
into sone level of this that would replace sone of
the -- some of the financial hedging program

| f gas prices go lower, that is a terrific day
for custoners; nothing but lower bills for the
future, so that's -- that's..

COVWM SSI ONER BRISE: Okay. [I'll leave it
there for now.

THE WTNESS: Al right.

CHAl RVAN GRAHAM  (Okay. Redirect.

REDI RECT EXAM NATI ON
BY MR GUYTON:
Q M. Taylor, Counsel for the Ofice of Public
Counsel asked you about sone of the underlying
predi cates for your 9-box scenario. Do you recall that
i ne?

A | -- I do. I'Il go by -- 1"Il go by
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M. Forrest for the tine being, though.

Q |"msorry. Wat did | say?
A Dr. Tayl or.
Q M. Taylor. OCh, ny goodness, gracious. GCot
ahead of nyself. Didn't --
A We just net early this norning. So, that's
fine.
Q Now -- now everybody knows we net this
mor ni ng.
(Laughter.)
M. Forrest, let nme try again.
A Sur e.
Q You recall the questions about the predicates
underlying -- the factual predicate underlying your

9- box scenari 0?

Yes, sir.
Q And one of the predicates that you were asked
about was whet her the -- whether or not each well would

produce within 10 percent of its projected reserve

esti mat e.
A

Q
A

Q
that all

Correct.

You recall that?

Yeah.

Was that the predicate or was the predicate

the wells collectively would produce within
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10 percent?

A Yeah. |If | msspoke, | apologize. There is
certainly a band of plus or mnus 10-percent that
Dr. Taylor projects will be in effect in the aggregate.
He actually believes it wll be better than that in the
aggregate when you |l ook at the full 38 wells sort of
being within a tight band of plus or m nus 10 percent.
But there certainly is sone potential that an individual
wel | could be outside that 10-percent band.

Q O fice of the Public Counsel's Counsel also
asked about the delay in the schedul e of sone of the
initial wells in the Wodford Project. Do you recall
that |ine of questioning?

A Yes.

Q What does that delay nean for FPL's custoners?

| f anyt hi ng.

A Very little, inreality. Again, the reason
for the delay is -- is PetroQuest trying to find a
second rig that -- that works for them that neets their

standards. So, rather than just running out and finding
a new well that may |lead to cost overruns or delays in
schedul es down the road, they'd try to find one that
works to their benefit and the benefit of the project.

It is not inperative that the schedul e stay on

a day-for-day. Again, we believe that with the schedul e
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1 that's laid out, the vast majority of the custoner

2 benefits that are projected for year one will still be

3 I ncurred in year one.

4 So, a small delay in the front end doesn't

5 necessarily nean that the entire project is delayed for,
6 you know, sone extended period of tine. There is

7 certainly a potential to catch up once -- once the

8 second rig is in place.

9 So, you know, it may be a slight delay in

10  benefits, but it is not -- it is not a significant --

11 again, this gas is not -- it's not going anywhere. |It's
12 going to be there for us, to be drilled when the -- when
13 the project is ready.

14 Q You were al so asked about the |list of |eases
15 that was an exhibit that was an attachnent to the

16 drilling and devel opnent agreenent. Do you recall that
17 | i ne of questioning?

18 A Yes, | do.

19 Q Has -- and you were asked whether or not there
20 Is the full body of the |eases anywhere in the filing.
21 Do you recall that?

22 A Yes, | do.

23 Q Has the O fice of Public Counsel or any other
24 party to this proceeding requested the | eases that were
25 shown in Exhibit B of the drilling and devel opnent
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agreenent ?

A Not to ny know edge, no.

Q And if they had, would they have been provided
t hose?

A Yes, they would have. That information is
publicly avail abl e.

Q You -- you al so were asked about your anal ysis
and whether in the econom c analysis, the volune of gas
assuned -- whether that was net or gross of all
royalties, correct?

A That is correct, yes.

Q And | believe your answer was it was net of
all royalties?

A That is correct.

Q And you were asked if that was disclosed in

your testinony. And if | recall, you said no.
A | said no. It is, in fact, disclosed in
Dr. Taylor's testinony as TT-8. It shows in Colum B

the gas gross anmount, which is the anmount at the well
head. And then it shows a net amount in Columm C, which
I's the anbunt after royalties and other working interest
owners.

So, that is -- that is the anount that is
effectively available to Florida Power and Light.

Q Now, you were asked by Counsel for FIPUG a
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guesti on about whether you would enter into any hedgi ng
deals with a conpany that was bel ow i nvest nent grade.
Do you recall that?

A | do, yes.

Q And | believe you answered that no. Wuld you
explain to the Comm ssion what you understood that term
"hedgi ng deal s" to nean when answering that question?

A Yes. So, with respect to hedging on a
financial basis or on a physical basis with a counter-
party that has substandard credit or credit that's bel ow
I nvestment grade, it creates a substantial burden on the
parties to nanage the collateral requirenents of such a
transaction, such that, if sonebody sold us a
fixed-price contract as a | ess-than-investnent-grade
counter-party and gas prices were to rise, we would
expect themto post on a dollar-for-dollar basis
collateral to support that transaction. And that could
be, you know, a substantial anmount of noney that woul d
just be cost-prohibitive to sonebody of that stature.

So, it's just -- it's sonething that we just
woul dn't consi der doing just because of the coll ateral
requi renents associated with that type of transaction.

Q So, you were speaking to fixed costs?

A | was tal king about a fixed-price contract,

yes.
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Q Wiile we're tal king about hedging, is it, in
your -- to your way of thinking, is it necessary for
there to be a fixed price for there to be a hedge?

A No. No, not at all. | think that it's a
pretty narrow definition of hedging, in all honesty. |
think that, you know, the 2008 hedgi ng gui deli nes that
wer e approved by the Comm ssion certainly lay out fixed
price as a certainly one of those -- one of those
i nstrunents that's avail abl e.

It also tal ks about physical hedgi ng and
doesn't really provide any descriptors to that. Wthin
t he hedgi ng gui delines thensel ves, there certainly is
the flexibility of the Comm ssion to nake the decisions
that are in the best interest of the custoners and the
utilities if something is outside the guidelines. And
that's the creativity that we're -- that we're | ooking
for here; sort of a recognition that there is a better
way to hedge the | onger term beyond what's available in
t he mar ket pl ace. Financial hedges just don't exist that
woul d allow us to go out that far and provide the
protections needed to hedge off sone of the risks that
our custoners wear.

So, | think it's -- | think it's inportant to
sort of see the flexibility that's required in this type

of transacti on.
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Q You were asked by Counsel for FIPUGif the
Whodf ord proposal put FPL and its custoners into the oil
and gas business in Gkl ahoma or anywhere el se. Does the
Wbodf ord proposal put FPL and its custoners into the oil
busi ness i n Gkl ahoma or anywhere el se?

A No, it does not. There is no oil or natural -
gas liquids associated with this project. It's all --
it's all 100 percent gas.

Q Now, you were al so asked by FI PUG s Counse
about different parties bearing market-price risks. Do
you recall those -- that line of questioning?

A Yes.

Q And under the current practice at FPL's
foll ow ng, who bears the market-price risk associ ated
with FPL buying natural gas?

A Qur custoners entirely, 100 percent. There
is little -- right now, there is no protection beyond
2015. So, again, as | said earlier, the full brunt of
what ever happens to market prices is felt by our
custoners through the Fuel -Cl ause nechani sm

Q And what inpact, if any, does the Wodford
Project or other gas-reserve projects have on that
mar ket -price risk that are faced by custoners?

A Again, it's a direct hedge. Qur custoners

have 100 percent exposure to market risk. This is an --
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this is the opposite of that. |It's an absolute hedge in
terns of decoupling fromthe market the factors that
| npact pricing.
So, in this particular instance, again, as
Dr. Taylor wll go through in detail, the costs in
production comng fromthis project are very well known.
It is a very stable price that wll provide long-term
protection for an extended period of tine.
It is conpletely decoupled fromthe -- from
every single factor that inpacts what happens with
mar ket pl aces; L and G exports, you know, 111(d)
| npacts -- all of those above will not be inpacted by
what happens here in the Wodford Project. This is a
stable price that we will enjoy for a very, very long
tinme.
Q You were also asked if FPL can assure or say
W th certainty that the savings that it projects wll
actually accrue. Do you recall that --
A Yes, sir.
Q -- question?
What's the probability that the savings

associated with the Wwodford Project will actually

accrue?
A There is an 85-percent chance. And there was
a discussion this norning, | think during OPC s opening
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1 statenent, that he actually nentioned ganbling when we
2 determned that. Mnte Carlo simulation is not
3 ganbling. It is a financial-analysis tool that assesses
4 a nunber of different scenarios. |It's a tool that
5 allows you to run nultiple scenarios, giving nultiple
6 I nputs to try to determne the probabilities of certain
7 t hi ngs occurring.

8 So, we utilize our 9-box analysis and run
9 through 10,000 scenarios with each of those vari abl es

10 bei ng changed as you went. And there was an 85-percent

11 probability that the Wodford Project would produce

12 positive results.

13 So, it certainly was not a ganbling exercise,

14 | assure you.

15 Q You were al so asked by one of the

16 Comm ssioners if -- what sone of the neasures were for

17 the mtigation of risk associated with liabilities.

18 Yes.

19 Q Do you recall that?

20 What, if any, benefit, in terns of risk

21 mtigation is there associated with there being a

22 separate FPL subsidiary?

23 A Well, the primary benefit -- there are sone

24  tax benefits potentially frombeing in a subsidiary.

25 And again, Wtness Qusdahl can go through that. But
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wth respect to the mtigating factors, by having this
project sit within a subsidiary, in the event one of the
liabilities that's been discussed inpacts directly the
Whodford Project to the extent that it's beyond what the
econom ¢ value of the transaction -- by having it in an
entity that's renote fromthe parent conpany, it
protects us from you know, anything piercing the
corporate veil. So, there are benefits fromthat
perspective as well.

MR, GUYTON:. That's all | have.

We woul d nove Exhibits 2 through 9.

CHAI RMVAN GRAHAM Wi ch exhi bits?

MR, GUYTON: Two through nine.

CHAI RMVAN GRAHAM  Two t hrough ni ne.

That wasn't one of the ones, M. Myle, that
you had an objection to?

MR, MOYLE: | believe it was, if it's their
intent to nove the version that was filed as an
errata.

Are you novi ng that now?

MR, GUYTON: Yes, | am And | apologize. I|I'm
going to correct nyself. W're noving two through
ten. | don't want to | eave the guidelines out.

CHAI RMVAN GRAHAM  Two t hrough ten?

VMR, GUYTON: Yes.
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MR, MOYLE: So, FIPUG woul d object to what was
previously identified as Exhibit SF-4, (errata),
Page 79 of 130. | think it's a 51-page exhibit
t hat was not produced or not attached to the

testinony per the pre-hearing order.

It canme about very late after -- after the
deposition of M. Wodford. And | guess -- in
addition to the -- I"'msorry. M. Wodford. M

bad. M. Forrest.

THE WTNESS: A bit of a conplex I'm
devel oping all of a sudden.

(Laughter.)

CHAl RVAN GRAHAM M. Moyl e, so, that one
exhibit is the only one you' re objecting to?
You're fine with the rest?

MR. MOYLE: Yeah. The one |I'mobjecting to is
the nodel form operating agreenent. And | also
woul d object on the basis that it's not executed.
It's not signed. I'mnot sure it's particularly
relevant to anything here, in that it's testinony.
It'"s not -- it's not signed.

MR TRUTT: M. Chairman --

CHAl RMAN GRAHAM  Hold on. Hold on. Hold on.

What about Exhibits 11 and 12?

MR GUYTON: | think those are rebuttal
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exhibits, which is why I didn't nove them

CHAl RMAN GRAHAM  Okay. |'Ill take your word
for it.

Now - -

MR TRU TT: Sorry, M. Chairman. OPC would

join FIPUG s objection to the errata section of

SF- 4.

CHAI RVAN GRAHAM  Ckay.

MR. LAVIA: As wll Retail Federation.

CHAI RMVAN GRAHAM  Okay. Well, let's deal with
t hat .

well, first of all, let's do the rest of these
exhi bits.

OPC, did you have exhibits for this w tness?

MR, TRU TT: Yes. OPC had Exhibits 60 -- 61
we withdrew -- 62, 63, and 64.

CHAl RMVAN GRAHAM  All right. 60. W're not
doing 61. 62 is one of our orders, correct?

MR TRU TT: Correct.

CHAI RVAN GCRAHAM  We don't need to do that.

63 and 64; is that correct?

MR TRU TT: Correct.

CHAI RVAN GRAHAM  Ckay.

MR. MOYLE: FIPUG has an issue on 64.

CHAl RVAN GRAHAM  Ckay.
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MR. MOYLE: This is -- and with all due
respect to OPC, ny friends at OPC, this is a
| ate-filed exhibit that was asked for at the
deposition. And we're good to go with what was
asked for, which, for the record, is the third
page, the fourth page, and the fifth page, and the
si xth page of the exhibit.

We're not good to go with the second page of
the exhibit, which is a conmentary that has been
provided that -- it's unclear who provided it. MW
suspicion is FPL's Counsel, but the wtness surely
didn't say, yeah, this is all ny stuff.

It's kind of a -- you know, here is what we're
giving you and here is why you shouldn't really
consider this as being particularly nmeaningful.
That's ny characterization of it. | nean, it
speaks for itself. But again, it's inappropriate.
It shouldn't cone in. W would object.

CHAl RVAN GRAHAM  OPC?

MR TRU TT: W had no problemw th the whol e
exhibit comng in.

CHAI RMVAN GRAHAM  Ckay. Fl orida Power and
Li ght ?

MR GUYTON. It is sponsored by -- that page

I's sponsored by M. Forrest, just as the other
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1 anal yses were sponsored by M. Forrest. It is part
2 of the exhibit that was prepared in response to
3 OPC.

4 CHAl RMAN GRAHAM  All right. W'Il put 64 in.
5 (Wher eupon, Exhibit Nos. 2-4, 6-10, 60, 63,

6 and 64 were received in evidence.)

7 CHAl RVAN GRAHAM  Let's go back and address

8 Exhibit 5, which is SF-4.

9 Let's hear that one nore tine, M. Myle.

10 MR, MOYLE: You want ne to go again? The --

11 "Il kind of start fromthe beginning. | nean, the

12 way these proceedings are conducted is you file

13 your prefiled testinmony with your exhibits. That

14 was done in this case.

15 There -- there -- at the deposition, there

16 was -- a nodel form agreenent was not there. |

17 asked the w tness about the nodel form agreenent.

18 It was kind of an oops nmonent. It wasn't there.

19 And consistent with the order establishing

20 procedure, it shouldn't cone in now for a couple of

21 reasons; one, it was produced in a -- in a way

22 that -- we're all getting ready for trial. It was

23 prejudicial to take a break and go through a -- you

24 know, a | engthy exhibit.

25 But also, the basis is that it is irrelevant
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1 to this proceeding in that it's an unexecuted copy
2 of an agreenent. | nean, there is nobody here from
3 either party. | asked hi m how he heard about the
4 agreenent bei ng signed which he put in. He said,

5 oh, sonebody from USG you know, told ne about it.
6 And it shouldn't -- shouldn't conme in. You

7 know, on that basis, it's hearsay. It's

8 irrelevant. And it wasn't tinely produced in

9 accord with the order establishing procedure. And

10 it's not a two-page docunent. It's a 51-page

11 pretty conpl ex contractual docunent.

12 You know, ny expert, obviously, has filed

13 testinony in this case. And you know, very late in

14 the day that this was brought up, no opportunity to

15 really ook at it and prepare properly and rebut

16 it.

17 CHAI RMVAN GRAHAM My understanding -- did |

18 hear this was produced -- was it Novenber 14th or

19 Novenber 17th?

20 M5. BARRERA: It was produced Novenber 14th.

21 CHAI RMAN GRAHAM  Novenber 14th. Florida

22 Power and Light, what's your response to their

23 obj ecti on?

24 MR, GUYTON. Several things. First, we

25 apol ogize. W intended to include -- it's very
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1 clear that we intended to include this as part of

2 the exhibit. It is an exhibit to the exhibit.

3 Per haps, | should start by saying it's not al
4 of SF-4. It's just the latter pages of it. But

5 it's clear that we intended to do it. It was an

6 oversight. And we apologize to the parties when it
7 was brought up to us at the day of the deposition
8 on the 14th. And we imedi ately began to search

9 for the docunent so that the parties could have it
10 on Novenber 14th. And indeed, the parties to the
11 deposition did have it on Cctober -- or

12 Novenber 14t h.

13 On Monday, we filed another copy of -- we

14 filed an errata with that exhibit as well as two
15 ot her one- or two-page exhibits that were also left
16 out of the initial filing. W were, quite frankly,
17 unaware of the om ssion. W thought they had been
18 filed until the day of M. Forest's deposition.

19 There are three grounds that have been argued;
20 one is this pre-hearing order envisions that it

21 woul d be filed. Actually, we filed our testinony
22 wel | before the order on procedure was ever issued.
23 It was an intent and it was an oversight, which is
24 why we're correcting it through an errata.

25 It's hard for nme to respond to the suggestion
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that i1t's not relevant. Counsel for FIPUG went to

sone length to ask M. Forrest if it was an

I nportant docunent. And the testinony is -- was it
Is an inportant docunment. It has now been
provi ded.

He has had the benefit of two weeks of
preparation, but also an opportunity of us offering
M. Forrest up for a supplenental deposition on
those three docunents that we provided in the
errata sheet; not one, but two different days.

No -- no deposition notice was filed. And no
attenpt was nade to inquire further subsequent to
t he deposition.

W hardly see howthis is prejudicial to FI PUG
or the other parties. Indeed, if you |ook at
provi sions of the Adm nistrative Procedures Act,
t hey have been afforded a full panoply of rights
that they are awarded or entitled to under the APA
W see no prejudice at all. And it's certainly
rel evant. And under the circunstances, we -- we've
done all that we can to cure the original
over si ght.

CHAl RVAN GRAHAM  Mary Anne.

MR, REHW NKLE: M. Chairman --

CHAI RMVAN GRAHAM Yes, sir.
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1 MR. REHW NKLE: My | be heard briefly?

2 CHAI RVAN GRAHAM  Uh- huh.

3 MR. REHW NKLE: The Public Counsel appreciates

4 M. Quyton's candor. Qur objection is based on

5 process and procedure beyond this case. |

6 believe -- | could be corrected on this -- that the

7 di scovery cutoff was Novenber 14th, that |ast day

8 that we took a deposition.

9 And M. CQuyton is correct that they offered a
10 suppl enental opportunity to take a deposition, but
11 there is a reason for the discovery cutoff so
12 parties can start preparing for the hearing. And
13 that's what we were doi ng.

14 W were offered this opportunity in a crunch
15 time where we just didn't have time or resources
16 budgeted to be able to do that. So, | just wanted
17 to address the deposition opportunity.

18 We had no reason to believe that there was a
19 docunent. If you look at the SF-9, it's 78 through
20 78 is the last page. And then the new pages go 79
21 through 130. So, it wasn't like it was obvious

22 that there was an oversight there.

23 So, | just wanted to nmake that statenent for
24 the record; that there is a reason for the

25 di scovery cutoff. And we abide by it. Thank you.
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CHAl RVAN GRAHAM  Mary Anne.

M5. HELTON: Can | ask one question,
M. Chairman?

CHAI RMVAN GRAHAM  Sure. Sure.

M5. HELTON: Was there reference to the
Exhibit Gin the testinony of M. Forrest? | nean,
if one were to read the testinony of M. Forrest,
woul d it have been nade clear to the reader that,
if they went to go |ook at the exhibits, that that
was m ssing?

MR. GQUYTON: There was a reference on the | ast
page of what was filed, the title page of SF-9,
that the docunent -- or SF-4 was that the operating
agreenent was attached.

MR, MOYLE: But -- ny recollection --

CHAIl RVAN GRAHAM  Hold on. Hold on. You'll
get a chance.

M5. HELTON. What page is that on, M. CGuyton?
["'msorry. I'm-- this was ny --

MR GUYTON. It's on Page 78 of SF-4.

M5. HELTON: Ckay. | see. Un-huh. It says
at the | ast page, Page 78 of 78, Exhibit G --

MR. GQUYTON: See attached.

M5. HELTON: See attached.

MR. MOYLE: To the question, if | could,
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M. Chairman. | think the answer -- | nean,
obvi ously, the testinony speaks for itself. But I
think the answer with respect to was it in his
testinony is no.

| think what M. GQuyton pointed you to is 78

of 78. And it |ooks like conplete because it's 78

of 78 pages. And it says, you know, "see
attached. "
You know, we -- during the deposition, | guess

that's maybe a little better than today, you know,
di scovering it. But anyway, | want to just be
clear on that. | don't think it was referenced in
the testinony |like we were on notice that it was an
error.,

M5. HELTON: M. Chairman, this is a tough
one. Qur -- as Florida Power and Light knows and
as the rest of the parties know, our procedure is
that if you have a prefiled exhibit and you're
sponsoring a prefiled exhibit, it should go with
the prefiled testinony when it's filed.

That being said, I'mcertainly human, and |
t hi nk everybody in this roomis human. And
m st akes do -- do happen. | think M. Guyton has
been very candid and said that it was a m st ake.

It was a m stake that was rectified, as |
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understand it, on Novenber 14th when everyone did
realize that this part of the exhibit was not
attached.

Fl ori da Power and Light provided it as quickly
as possible thereafter. The parties have had it
for two weeks. And as | understand it, and as this
Is inportant to the case, and | think it probably
shoul d be part of the record.

So, ny recommendation to you is to include it.

MR GUYTON: To respond to staff's inquiry, at
Page 23 of M. Forrest's testinony, there is a
statenent included as an exhibit to the DDA as the
formof operating agreenent that will govern the
operation of the wells both during drilling and
once they are conpleted and operational. So, yes,
it was nentioned in his direct testinony.

CHAI RMAN GRAHAM  Any of the Conm ssioners
object to including this?

We're going to include it.

(Wher eupon, Exhibit No. 5 was received in
evi dence.)

Al right. M. Forrest, thank you very nuch.

THE WTNESS: Thank you.

MR TRU TT: | just want to -- housekeepi ng,

M. Chairman. 60 and 63, you didn't specifically
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say whether they were in or not. | assune they
were. They weren't objected to, but | just want to
make sure.

CHAl RVAN GRAHAM  I'm sorry?

MR TRU TT: 60 and 63 -- they weren't
objected to. So, you didn't specifically -- or |
didn't catch it, I"msorry, if they were in.

CHAIl RVAN GCRAHAM 60 is in. 62 is one of our
orders. So, it doesn't need to have --

MR, TRU TT: Right.

CHAI RMAN GRAHAM  -- an exhibit nunber. It
doesn't need to be entered. It's just one of our
orders.

MR, TRU TT: And then 63. |'msorry.

CHAl RVAN GRAHAM 63 is in.

MR, TRU TT: Ckay. Thank you, M. Chairman.
| apol ogi ze.

CHAl RVAN GRAHAM  You said 61, you weren't
putting in.

MR TRU TT: Correct.

CHAl RVAN GRAHAM  And | said, 62, we didn't
need to have in. It was one of our orders.

MR, TRU TT: Correct. | was just clearing
that up. Thank you.

CHAl RVAN GRAHAM  Not a probl em
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Al right. | think we're due --
M5. BARRERA: M. Chairman, excuse nme. |I'm
sorry. | just -- if | may, |'ve just been asked

for clarification regarding Exhibits 55, 56, 57,
58, which are the deposition transcripts.

Deposition transcripts do include the |ate-
filed exhibits, the errata sheets, and the
si gnature pages, which are part of the
deposition -- of a deposition transcript. | just
wanted to clarify that.

CHAl RVAN GRAHAM  So, | shoul d just go ahead
and throw the other one out so M. Myle feels good
because it's already in?

(Laughter.)

M5. BARRERA:  You know, | try.

CHAl RVAN GRAHAM  All right. Let's take --
that clock back there -- let's take a ten-mnute
break. So, we'll cone back at ten '"til five.

(Brief recess from4:37 ppm to 4:52 p.m)

MR, BUTLER: Qur next witness is Kim Qusdahl,
who was sworn this norning with the other
W t nesses.

DI RECT EXAM NATI ON

24 BY MR BUTLER

25

Q Ms. Qusdahl, would you pl ease state your nane
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and busi ness address for the record?

A I"'m Kim Qusdahl. M address is 700 Uni versa
Boul evard, Juno Beach, Fl ori da.

Q And by whom are you enpl oyed and i n what
capacity?

A I|"'mthe vice president, controller, and chief
accounting officer of Florida Power and Light Conpany.

Q Have you prepared and caused to be filed 27
pages of prefiled direct testinony on June 25, 20147

A Yes, | have.

Q Do you have any changes or revisions to your
prefiled direct testinony?

A No, | do not.

Q If | asked you the sane questions contained in
your direct testinony today, would your answers be the
same?

A They woul d.

MR. BUTLER: M. Chairman, | would ask that

Ms. Qusdahl's prefiled direct testinony be inserted

into the record as though read.

CHAl RVAN CRAHAM  We will insert this wtness'
prefiled direct testinony into the record as though

read.
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I. INTRODUCTION

Please state your name and business address.

My name is Kim Ousdahl, and my business address is Florida Power & Light
Company, 700 Universe Boulevard, Juno Beach, Florida 33408.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (“FPL” or the
“Company”) as Vice President, Controller and Chief Accounting Officer.
Please describe your duties and responsibilities in that position.

I am responsible for financial accounting, as well as internal and external
financial reporting for FPL. In these roles, | am responsible for ensuring that
the Company’s financial reporting complies with requirements of Generally
Accepted Accounting Principles (“GAAP”) and multi-jurisdictional regulatory
accounting requirements.

Please describe your educational background and professional
experience.

I graduated from Kansas State University in 1979 with a Bachelor of Science
Degree in Business Administration, majoring in Accounting. | am a Certified
Public Accountant (“CPA”) licensed in the State of Texas and a member of
the American Institute of CPAs, the Texas Society of CPAs and the Florida

Institute of CPAs.
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Q. Are you sponsoring any exhibits in this case?
A. Yes. | am sponsoring the following exhibits:

e KO-1-- Memorandum of Understanding (“MOU”)

e KO-2 -- Estimated Transfer Price Calculation

e KO-3 -- Purchase Accounting Entry (Estimated)

e KO-4 -- Example Joint Interest Billing Statement (“JIB”)

e KO-5-- Year One Proforma Financial Statements

e KO-6 -- Sample of Supplemental Schedule Fuel Projection Filing

e KO-7 -- Condensed Chart of Accounts
What is the purpose of your testimony?
The purpose of my testimony is to address the appropriate accounting and
regulatory treatment associated with FPL’s proposed investment in the gas
reserves and production of natural gas in the Woodford Shale region to meet a
portion of FPL’s natural gas requirements (the “Woodford Project” or “the
Project”). This accounting and ratemaking treatment is not only appropriate
for this specific investment, but also would be used for future gas reserve
investments made consistent with this strategy. Specifically, my testimony
addresses the following:

1. Overview of the Woodford Project;
2. Accounting for the transfer of interests to FPL from USG Properties

Woodford I, LLC (“USG”), an affiliate that initially will invest in the
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Project in order to accommodate the time required for Florida Public
Service Commission (“FPSC” or “Commission”) approval,

3. Description of the specialized accounting that will apply to the Project
and any subsequent gas reserve investments, and the internal controls
that will be in place to ensure appropriate financial reporting and
ratemaking; and lastly,

4. Regulatory reporting, ratemaking and recovery of investment through
the Fuel and Purchased Power Cost Recovery Clause (“Fuel Clause”).

Please summarize your testimony.

As described by FPL witness Forrest, investment in the Woodford Project will
provide significant benefits for FPL’s customers. Given FPL’s projected
natural gas prices, this investment will lower the delivered price and decrease
the price volatility for natural gas that customers pay through the Fuel Clause.
As such, recovery through the Fuel Clause of costs for the Project (and for
other gas reserve projects that deliver similar benefits) is appropriate and

consistent with Commission precedent.

Upon Commission approval of Fuel Clause recovery, USG will transfer the
Woodford Project to a wholly-owned subsidiary of FPL (as yet unnamed but
referred to herein as “GRCQO”) at net book value. USG will not gain from this
transfer, and FPL will be put essentially in the position of initial purchaser.

Use of a subsidiary will provide benefits to FPL’s customers, including
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flexibility to minimize state income tax obligations. The use of a subsidiary
will not increase costs to FPL customers; in fact, it could lower customer costs
to the extent that it minimizes state income taxes. To simplify the references
in my testimony, | will refer just to FPL as the acquiring party except where

specific, separate reference to GRCO is required.

Accounting for the costs of gas reserve projects is specialized, but
standardized across the industry. Initially, FPL intends to use one of the
several well-established third party providers of accounting and recordkeeping
services in order to maintain oversight and control over the accounting for the
Woodford Project and any other gas reserve projects consistent with FPL’s
role as a non-operator. As it gains experience with the accounting over time,

FPL will evaluate if it can cost-effectively staff the function in-house.

Il. OVERVIEW OF THE WOODFORD PROJECT

Please describe the assets that FPL is proposing to acquire.

As described in greater detail by FPL witness Forrest, USG has entered into a
series of agreements with PetroQuest Energy, Inc. (“PetroQuest”) under
which USG will pay a share of the costs for developing and operating natural
gas production wells in the Woodford Project and will receive a portion of

PetroQuest’s working interest in those wells. For convenience, | will refer to
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these agreements collectively as the PetroQuest Agreement. USG is the initial
transacting counterparty with PetroQuest but, upon a Commission
determination that FPL’s investment in the Woodford Project is prudent and
may be recovered through the Fuel Clause, USG will assign all of its rights
and obligations under the PetroQuest Agreement to FPL. Upon assignment,
USG would convey its interests and obligations to FPL, including the
obligation to pay specified percentages of drilling costs for new wells and
production costs for the producing wells as described in FPL witness Forrest’s

Confidential Exhibit SF-6.

PetroQuest, USG and other third parties have working interests in proved,
developed producing (“PDP”), proved undeveloped (“PUD”) and probable
wells located within the Area of Mutual Interest (“AMI”) in the Woodford
Shale region. As a part of the new PetroQuest Agreement, additional capital
investment will be required to support the drilling and development plan
contemplated by that agreement. That plan calls for the drilling of additional
wells before the end of 2014. Depending upon the timing of FPSC approval
and the ultimate drilling program results, a portion of those new wells will
have already been drilled and producing while USG holds the interests. USG
would pay its share of the drilling costs specified in the PetroQuest Agreement
and those costs would be included in the amount FPL pays USG at time of

transfer. FPL and USG currently estimate that USG’s net book value for



10

11

12

13

14

15

16

17

18

19

20

21

22

355

drilling performed from the effective date of the PetroQuest Agreement until
the time of the transfer will be approximately $58.2 million, assuming a
transfer date January 1, 2015. After transfer to FPL, and assuming that (i)
FPL consents to all remaining wells that PetroQuest plans to drill with (ii) the
remaining interest-holders in the AMI not consenting, the payments to
PetroQuest for drilling costs are estimated to be approximately $122.4 million
for the additional wells. This represents FPL’s maximum estimated
participation in the drilling program, which is presented in order to provide a
conservative view of FPL’s potential financial commitments under the
PetroQuest Agreement.

What other costs will FPL incur to step into USG’s ownership interest in
the Woodford Project when it is transferred?

As described by FPL witness Forrest, USG has been a joint venture (“JV”)
partner with PetroQuest since 2010 for acreage in the Woodford Shale
(“Original JV”). A portion of the acreage contained in the Woodford Project
was subject to the Original JV between USG and PetroQuest (the “Woodford
Project Acreage”). As part of the new Drilling and Development Agreement
(“DDA”), USG and PetroQuest assigned portions of the Woodford Project
Acreage from the Original JV to the new Woodford Project. Because of
USG’s existing interests in the Woodford Project Acreage under the original
JV, there was no need for USG to pay PetroQuest for its interest in that

acreage as part of the Woodford Project. Under the Original JV, however,
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USG paid PetroQuest a carry in order to earn its interest in the Woodford

Project Acreage. It is therefore necessary for FPL — which has no existing

interest in the Woodford Project Acreage — to compensate USG for the carry

that was incurred in order to earn acreage. The cost of earned acreage of
approximately $10.2 million will be incurred by FPL at the date of transfer
from USG to FPL.

Does FPL intend to hold its interest in the Woodford Project directly or

through a subsidiary?

FPL intends to establish a wholly-owned direct subsidiary, which I refer to as

GRCO, to hold FPL’s interest in the Woodford Project.

Why is FPL proposing to establish a subsidiary?

There are a number of benefits associated with the proposed legal structure.

This structure will:

1. Allow maximum flexibility to minimize state tax obligations;

2. Allow for the separation of Federal Energy Regulatory Commission
(“FERC™) electric chart of accounts for regulatory reporting purposes
(FERC Form 1 requires the subsidiaries to be deconsolidated); and

3. Provide clearer definition and transparency for the investment and
activities associated with gas reserve projects.

Because costs associated with gas production will be recovered through the

Fuel Clause, the separate legal entity facilitates segregation for ratemaking
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and earnings surveillance related to base rates much as we do today for our
trust fund investments associated with the storm and decommissioning funds.
Has FPL previously used separate legal entities for regulated operations?
Yes. Currently, FPL has two primary wholly-owned subsidiaries which are
included in its regulated operations for ratemaking purposes. The first is KPB
which was initially formed to minimize certain state tax obligations and holds
FPL’s storm and decommissioning trust fund investments. The second is FPL
Recovery Funding, LLC (“FREC”) which serves as the securitization entity
established to finance FPL’s storm losses in 2007. These entities are fully
regulated by the Commission.

Will the use of a subsidiary result in higher costs for FPL’s customers?
No. FPL will be charged only the actual costs and regulated return on the gas
reserve assets that the subsidiary holds. These costs are what FPL proposes to
recover through the Fuel Clause. If anything, the use of a subsidiary may
reduce the amount paid by FPL customers because of the greater flexibility it

will provide to minimize state income tax obligations.

10
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I11. ACCOUNTING FOR PROJECT TRANSFER

Why is it necessary for USG to initially enter into the PetroQuest
Agreement for the Woodford Project and then subsequently transfer that
interest to FPL?

As discussed in the testimony of FPL witness Forrest, USG is providing a no-
cost “bridge” that allows for the PetroQuest transaction to proceed while FPL

seeks Commission approval.

Please note that as | explained above, FPL intends to hold the Woodford
Project in GRCO and any future gas reserve projects in other wholly-owned
subsidiaries rather than directly in FPL. Accordingly, FPL intends that the
transfer from USG would be to GRCO rather than FPL.

Please describe the terms on which the Woodford Project will be
transferred from USG to GRCO upon Commission approval.

The assignment of USG’s rights and obligations for ownership of the
Woodford working interest and the relevant terms of that assignment are
documented in a MOU between USG and FPL. A copy of this MOU is
attached as Exhibit KO-1. The MOU calls for the transfer of the investment
from USG to GRCO to be executed at net book value, which is the approach

generally used for transfers between affiliates under GAAP.* The net book

! Accounting Standards Codification 805 (“ASC 805”) — Business Combinations

11
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value will be comprised of two parts. First, the amounts associated with the
capital investment that USG has made since the effective date of the
PetroQuest Agreement, less the depletion (if any); which is the cost associated
with the percentage of gas extracted from the wells while it held the
investment. The net book value for those interests at the time of purchase
between USG and GRCO is estimated to be approximately $58.2 million
assuming regulatory approval and transfer by January 1, 2015, and based on
current assumptions as to the timing of the drilling program and resulting gas

production as described by FPL witness Taylor.

Second, the net book value associated with the earned acreage previously
incurred by USG under the Original JV must be calculated. Determining the
appropriate price for the transfer of the Woodford Project earned acreage to
FPL necessitates an allocation of net book value because USG will not be
transferring all of its interests in the Woodford Project Acreage. There are
currently producing wells drilled subject to the Original JV on the Woodford
Project Acreage that USG will be retaining. A portion of the carry that USG
has paid to PetroQuest is attributable to earning USG’s interest in those wells,
while the remainder of the carry is attributable to earning its interest in
undeveloped acreage to be drilled in the Woodford Project Acreage which is

to be assigned to FPL.
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USG and FPL have agreed on the terms of an allocation of the carry paid by
USG between the existing producing wells and the remaining, as-yet-
undeveloped interests in the Woodford Project Acreage. Essentially, the carry
is allocated among three categories of properties in the Woodford Project
Acreage: the existing PDP wells, future wells that are presently categorized as
PUD wells, and probable wells. The carry is allocated among those three
categories based on the number of wells of each type, existing and planned,
for each section of the Woodford Project Acreage. The carry allocated to the
first two categories is reduced by the depletion that USG has recorded for the
proved portions of the Woodford Project Acreage prior to the transfer from
the Original JV to the Woodford Project. FPL would pay the share of the
carry borne to earn acreage for the latter two categories, totaling $10.2
million, representing the Woodford Project Acreage that will be assigned to
FPL. In contrast, FPL would not be responsible for paying the carry allocated
to the PDP wells, because those wells are not being assigned to FPL.

Is this calculation of earned acreage to be paid USG reasonable?

Yes. The cost of USG’s interests in the Woodford Project Acreage is directly
related to the actual and anticipated future gas production. The gas production
is, in turn, directly related to the number of wells that are and will be drilled in
the Woodford Project Acreage. Finally, the allocation of the carry is directly
related to how many existing and future wells each party will have in the

Woodford Project Acreage. Thus, there is a direct correlation between each
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party’s interests and the portion of the carry for which it is responsible. In
order to ensure that the cost paid by FPL to USG is equal to that carry directly
incurred for earned acreage in the assigned properties, FPL will engage an
independent accounting firm to perform agreed upon procedures in order to
agree the amounts contained in the calculation for carry paid and depletion
recorded to the contractual obligations and the USG books and records
through the effective date of the new PetroQuest Agreement. Any differences
noted in the final report including the roll forward of depletion through
effective date, will be adjusted in the true-up process for costs recovered in the
Fuel Clause. Exhibit KO-2 shows the estimated combined transfer price.
Please explain why the transfer price is appropriate.

Ordinarily, Florida Administrative Code Rule 25-6.1351 (the “Affiliate Rule”)
governs affiliate transactions. However, subsection (1) of that rule provides
that it is not applicable to affiliate transactions for the purchase of fuel and
related transportation services that are subject to Commission review and
approval in cost recovery proceedings. The Project is directly related to the
supply of fuel, and FPL is seeking approval to recover Project costs in the

Fuel Clause. Therefore, the Affiliate Rule does not apply to the Project.

Transfer “at cost” puts FPL in the same position it would have been if it could

have transacted for this investment on its own with PetroQuest, an
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independent third-party seller. In essence, FPL will be paying the market

price for this transaction, as measured at the time of USG’s initial purchase.

Transfer on these terms is actually quite generous to FPL and its customers.
USG will not be compensated for any gain that might occur as a result of
market increases between the time of the initial purchase and the transfer to
FPL, and it will not be compensated for providing FPL a “free option” to take
the transfer or not depending on the outcome of this proceeding.  Finally, |
should note that transfer of the Project to GRCO at net book value is
consistent with  GAAP, which requires transfers between entities under
common control to be conducted at cost.

What are the acquisition accounting entries that you expect to record for
acquisition of the Woodford Project?

Exhibit KO-3 provides the acquisition accounting entry to be recorded by
GRCO that will be required upon the purchase of these assets from USG,
assuming the current drilling plan and projected capital expenditures with that

plan, and a January 1, 2015 transfer date.
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IV. POST-TRANSFER ACCOUNTING AND INTERNAL CONTROLS

What is the source(s) of accounting guidance that will be followed by FPL
once the Project is transferred?

Upon transfer, FPL will be subject to ASC 932 Accounting for Oil and Gas
Exploration and ASC 980 (formerly known as FAS 71) Accounting for the
Effects of Certain Types of Regulation. Accounting for oil and gas
production is a highly specialized and unique form of energy accounting.
Neither the FERC Electric nor Natural Gas chart(s) of accounts is consistent
with the standard accounting utilized in the oil and gas production industry.
As a Securities and Exchange Commission (“SEC”) registrant, it will be
important for FPL and its subsidiary to account for these activities consistent
with SEC requirements.

Please describe the accounting method that FPL will follow to record
activities related to these investments.

FPL will use successful efforts accounting, the method preferred by the SEC.
Please describe the types of costs that will be incurred and how they are
recorded under the successful efforts method.

There are generally four different types of costs that are recorded under the
successful efforts method:

1. Acquisition Costs — Costs incurred to acquire rights to explore,

produce, and develop natural gas, and expenses relating to the right to
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extract natural gas from a property not owned by the company, which

are capitalized when incurred;

Exploration Costs — Includes various types of activities:

a.

Costs relating to the collection and analysis of geophysical and
seismic data involved in the initial review of a specific site and
used at a future date to determine whether or not to drill at that
location, which are expensed in the period in which incurred;

Costs to ready a site prior to the installation of drilling equipment,
which are expensed in the period in which incurred; and

Costs to install and operate drilling equipment, which are
capitalized if the reserve is proven to produce hydrocarbons and
typically expensed in the period incurred if the effort is
unsuccessful. These costs are further segregated into tangible and
intangible drilling costs; with tangible costs including the
equipment itself and the intangibles primarily associated with the

labor cost incurred to conduct the drilling.

Development Costs — Costs to prepare a site with proven reserves for

production, which are capitalized when incurred; and

Production Costs — Costs incurred to extract natural gas from the

reserves, which are expensed in the period in which incurred.
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The operator will provide FPL a joint interest billing statement (“JIB”) each
month reflecting the gross costs incurred and net costs to be remitted detailed
by transaction type and activity cost incurred. This is the principal source
document commonly used in this industry to provide to non-operators each
month details concerning the activities performed and the costs incurred by
well and by cost type. A sample JIB is attached as Exhibit KO-4.

What form of depreciation is used for capital investments under the
successful efforts method?

As with any utility plant investment, the Company and its regulated
subsidiaries record depreciation representing the “return of” the investment as
it is consumed over its economic life. In the case of gas and oil production
accounting, depreciation is recorded in the form of “depletion,” which is
measured on a unit-of-production basis rather than on a remaining life or
whole life basis. Depletion for a gas reserve investment plays the same role as
depreciation would for an electric plant asset providing for recognition of the
use of the asset in the financial statements and in rates. As permitted under
ASC 932, for depletion purposes FPL plans to aggregate its investments at a
reservoir or field level because they share common geological structural

features. This will help simplify the depletion accounting.
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Do reserve estimates have to be updated periodically for the purpose of
the depletion calculation?

Yes. Reserve estimates must be updated on an annual basis for financial
reporting purposes. The reserve estimate reports that the Company will be
relying on will be provided by third party reserve engineers. These reports
will be used to determine the subsequent year’s depletion expense.

Please describe the internal controls that will be in place to ensure FPL’s
financial reporting and ratemaking will be compliant with all
requirements.

A non-operator such as FPL that invests in gas reserve projects is reliant on
the operator for both commercial operation and the resulting financial effects.
Standard industry practice includes measures that substantially protect the
non-operator interests. FPL will actively control its participation in the
drilling program as managed by PetroQuest, will receive detailed transactional
monthly invoices for all costs (JIBs) and will retain audit rights over the

resulting costs of production as codified in the PetroQuest Agreement.

There will be other measures of internal control that will ensure proper billing
and sharing of the expenditures. First, an authorization for expenditure
(“AFE”) provides consent to drill and memorializes that consent and the
planned costs associated with that drilling activity. This document is signed

and authorized by the non-operator, typically before drilling commences to
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signify its participation and supports any prepayments required consistent
with the PetroQuest Agreement. Second, on a monthly basis PetroQuest will
send FPL a JIB. As outlined in the PetroQuest Agreement, FPL (through
GRCO) would have the right to audit PetroQuest JIBs and will be reimbursed
for any inaccurate or inappropriate billings. Sarbanes-Oxley (“SOX”)
processes will be developed to the extent appropriate to memorialize the
processes and related key controls designed to ensure compliance with
financial reporting requirements. Lastly, FPL’s external auditors will conduct
substantive controls testing around these transactions to the extent necessary
as a part of its overall external audit.

How does FPL envision implementing the accounting, reporting and
ratemaking functions associated with investments in gas reserves?
Although this accounting is very specialized, utilizing a unique chart of
accounts and specialized financial systems, it is highly standardized. There
are numerous mid-sized entities that invest in oil and gas production for which
it is cost effective to rely on third parties to perform the specialized
accounting and reporting. These third party providers have the proper systems
and experience to deliver the full scope of back-office services necessary to
effectively participate as a non-operator in oil and gas production. At the
outset, FPL intends to contract with an experienced firm specializing in oil

and gas back-office outsourcing. The use of outsourcing will provide for
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scalability as FPL continues to pursue investments. The activities we expect

to outsource initially could include:

* JIB accounting

* Maintenance of general ledger and production of financial statements
* Production allocation and reporting

* Joint Venture compliance reviews/audits

* Support for external financial audits

* Electronic filings with state, federal or other regulatory tax agencies
* Payments to royalty owners

* Escheat reporting

As it gains experience with the accounting, reporting and ratemaking
functions over time, FPL will evaluate which of those functions it can cost-

effectively staff in-house.

V. COST RECOVERY AND REGULATORY REPORTING

How does FPL propose to recover the costs of the Woodford Project and

any future gas reserve projects?

FPL seeks to recover all costs associated with gas reserve projects through the

Fuel Clause.
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Why is Fuel Clause recovery appropriate?

Item 10 of FPSC Docket No. 850001-EI-B, Order No. 14546 provides that
Fuel Clause recovery is appropriate for projects that are intended to lower the
delivered price of fuel when those costs were “not recognized or anticipated in
the cost levels used to determine current base rates.” The Commission
recently reiterated its support for recovering through the Fuel Clause costs
associated with projects that reduce the delivered price of fuel in Order No.
PSC-11-0080-PAA-EI: “We find that the appropriate interpretation of this
section of Order No. 14546 is that capital projects eligible for cost recovery
through the Fuel Clause should produce fuel savings based on lowering the
delivered price of fossil fuel, or otherwise result in burning lower price fuel at
the plant.” The Commission confirmed that such costs would be recoverable
and further explained that “the appropriate policy going forward is to restrict
capital project cost recovery through the Fuel Clause to projects that are
‘fossil fuel-related” and that lower the delivered price, or input price, of fossil
fuel”.  The Commission has permitted FPL to recover costs for capital
projects through the Fuel Clause on several occasions previously, including
costs for a gas pipeline lateral to the Martin Plant (Order No. PSC-93-1331-
FOF-EI), rail cars to deliver coal to the Scherer Plant (Order No. PSC-95-
1089-FOF-EI), and power plant equipment modifications to allow a cheaper,

low-gravity fuel to be burned (Order No. PSC-97-0359-FOF-EI).
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The Woodford Project clearly and directly meets the test for Fuel Clause
recovery set forth in Order No. 14546. The Project is intended to lower the
delivered price of natural gas that FPL burns in its generating units. As
discussed in FPL witness Forrest’s testimony, the Project is estimated to result
in savings to customers compared to FPL’s current projection of natural gas
prices. Moreover, there was neither recognition nor anticipation of gas
reserve project costs in the 2013 test year that formed the basis for FPL’s

current base rates.

FPL’s proposed investment in the Woodford Project is even more directly
related to lowering fuel prices than the projects mentioned above that have
been previously approved for Fuel Clause recovery. This investment is solely
intended to secure natural gas for the operation of FPL’s generating plants. It
is therefore, no different in substance than the natural gas costs paid to third
parties to buy gas at market prices, all of which are currently recovered in the

Fuel Clause.

Finally, because there will be a measure of variation and uncertainty in the
overall level of incurred costs that can be expected for gas reserve projects
over time, cost recovery is more appropriate in the Fuel Clause, where the
changes can be reflected in annual Fuel Clause factors. For example, as FPL

witness Forrest discusses in his testimony, a substantial portion of the ultimate
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output from a well is expected to occur in the early years of production, after
which time production will decline due to depletion. Thus, the absolute dollar
amount of the revenue requirements for the well (which is what would be built
into a base rate test year) would decline substantially over time.

Please describe the types of costs that FPL proposes to recover through
the Fuel Clause for the Woodford Project and any future gas reserve
projects.

All of the investment and operating costs of GRCO would be included for
recovery in the Fuel Clause by FPL. The recoverable costs would include the
following types: exploration expense, depletion expense, operating expenses,
G&A, taxes, transportation costs and a return on the unrecovered investment,
including working capital. These costs would be projected for each year
based on the drilling plan and quantities of gas to be produced and then
adjusted to reflect actual costs subsequently through the existing Fuel Clause
true-up process. This approach is consistent with the recovery of capital
investment in environmental compliance projects through the Environmental
Cost Recovery Clause.

How would the monthly transactions to reflect the sale of gas from
GRCO to FPL be recorded?

The revenue requirement from the costs incurred by GRCO to acquire, drill,
produce and transport the natural gas from the well to FPL’s generating plants

would be calculated each month. That amount would be recorded in an
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intercompany billing by GRCO to FPL. On FPL’s books, the charge would
be recorded as fuel expense for that month.

How are these costs going to be reflected in the Fuel Clause?

Exhibit KO-5 to this testimony reflects proposed proforma financial
statements that would form the basis for the revenue requirements calculation
to be used in the clause filing for the first year of operations. Exhibit KO-6
reflects a sample Fuel Projection Filing with all the components that FPL is
seeking to recover through the Fuel Clause. All of the costs will be retail
jurisdictionalized along with all other fuel costs recoverable through the Fuel
Clause, based on the percentage of retail kwWh sales to total KWh sales.

What will be the first period in which these costs will be reflected in the
Fuel Clause?

The first year in which costs associated with the gas reserves project will be
introduced is expected to be in the filing of 2015 projected fuel costs, which
will be made in August 2014. FPL has developed a projection of costs to be
incurred for the Woodford Project in 2015 using its best estimate of the costs
associated with the transfer from USG and the expected drilling and
production activities for which GRCO will be responsible during the
remainder of that year. These 2015 estimates will be updated in the
actual/estimated true-up filing (August 2015) and ultimately replaced with

actual costs in the final true-up filing (March 2016).
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Will the Commission have the opportunity to audit the gas reserve costs
that FPL recovers through the Fuel Clause?

Yes. The FPSC auditors, upon request, will be provided all information
necessary to review charges associated with these recoveries annually in the
fuel audit. They will have full access to FPL’s and GRCO’s books and
records containing all transactions recorded from the JIBs.

How will FPL calculate the return associated with gas reserve
investments?

As with any utility capital investment recovered through the adjustment
clauses, FPL will calculate the return associated with it in accordance with
FPSC Order No. PSC-12-0425-PAA-EU. FPL updates annually its capital
structure components (i.e. debt and equity rates) used to calculate the return
on clause investments, based on the May Earnings Surveillance Reports
(“ESR”) results. The same methodology should be followed for the purpose
of this investment.

Will gas reserve investments be reflected in FPL’s Earnings Surveillance
Report filings?

No. Consistent with FPL’s practice for all investments earning their own
return through an adjustment clause, the investment in the gas reserves, net of
depletion, will be removed from FPL’s rate base in the ESR and all revenues

and expenses will be eliminated from net operating income.
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What FERC accounts will FPL utilize to record natural gas activities and
costs associated with the Project?

FPL intends to use the industry standard chart of accounts to record all costs
associated with the investment at the subsidiary level. This condensed chart
of accounts is included as Exhibit KO-7 with the subsidiary accounts reflected
on the left hand side. It is important to be consistent with the industry practice
to facilitate ease of electronic mapping of the JIBs and to facilitate use of third
party support. Any audit of the transactions will be done at the transactional
level using the industry chart of accounts contained herein. On the right hand
side of that exhibit, we have provided a view of the high level mapping to the
FERC natural gas chart of accounts that we intend to use for summary level
financial statement reporting for consolidated FPL.

Does this conclude your direct testimony?

Yes.
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BY MR BUTLER

Q Ms. Qusdahl, did you al so sponsor Exhibits
KO 1 through KO8 attached to your prefiled direct
testi nony?

A No, through KO-7 to ny prefiled direct.

Q |"msorry. Through KO 7.

Did you file errata to Exhibits KO5 and KO 6

on Novenber 5, 20147

A | did.

Q Ckay. And as corrected by the errata, are the
exhibits attached to your testinony true and correct to
t he best of your know edge and belief?

A Yes, it is.

MR, BUTLER: Ckay. M. Chairman, | would note
that Exhibits KO 1 through KO 7 have been
identified as Exhibits 13 through 19.

BY MR BUTLER

Q Have you prepared an oral summary of your
direct testinony, M. Qusdahl?

A | have.

Q Wul d you pl ease provide that at this tine?

A Yes. Good afternoon. [|I'm Kim Qusdahl, vice
presi dent, controller, and chief accounting officer of
FPL.

My direct testinony will outline the
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appropriate accounting and regul atory treatnent for the
I nvestnment in gas reserves and production of natural gas
for the specific project in the Wodford Shale and for
future natural gas projects. Specifically, | address
the accounting for the transfer of interest from our
affiliate, U S Gas, after approval is granted by this
Conmmi ssi on.

| describe the accounting that is used for the
expl oration, devel opnent, and production activities that
w Il occur on an ongoi ng basis for gas reserve projects.

| identify the internal controls relied on to
ensure continued proper financial reporting and
rat emaki ng along wth the appropriate regul atory
treatnment and Fuel C ause recovery for these costs
I ncurred on behal f of custoners.

Finally, | explain why the conpany is
proposing the use of the subsidiary to capture, account
for, and report the costs associated with these projects
and our plan to secure experienced third-party
accounting support to performthe transactiona
accounting and nmaintain the books and records of that
subsi di ary.

At present, PetroQuest, U S. Gas, and ot her
third parties have working interests in the project,

whi ch consi sts of properties including producing wells
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in the area of nutual interest.

Upon Conmi ssion approval, U S Gas wll assign
Its rights and obligations wth PetroQuest in these
interests to FPL. The transfer of properties fromU.S.
Gas to FPL will be at the net book value of tine of
transfer, which is intended to put FPL in the position
of initial purchaser.

For purposes of the transactional accounting
and reporting for its gas reserve activities, FPL is
proposing to create a wholly-owned subsidiary. This
structure would allow flexibility to mnimze state
I ncone tax obligations, sinplify the FERC Form 1
reporting, and provide clearer definition and
transparency through reporting of separate results.

We plan to engage a third-party provider with
the appropriate systens and experience to deliver a ful
scope of back-office services necessary to effectively
participate as a non-operator in gas devel opnent and
producti on.

In addition to this being an efficient way to
address the accounting needs for the project, the use of
outsourcing will provide for scalability as FPL hopes to
continue to pursue additional gas reserve investnents.
As the conpany gai ns experience with the accounting

reporting, we will evaluate which of the functions we
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can cost-effectively staff in-house.

We propose to recover the increnental costs
associ ated with reserves through the Fuel C ause, which
I's consistent with Comm ssion order and precedent. The
project clearly neets the test for Fuel C ause recovery.

It's intended to | ower the delivered price of
natural gas that we burn in our generating units and is
estimated to result in savings to custoners. There was
nei ther recognition or anticipation of the gas reserves
projects in the 2014 test year that fornmed the basis of
our current rates.

FPL will include in its Fuel Cause filings
the operating cost and a return on investnent and the
rel ated working capital for the share of gas reserve
projects that are owned by the subsidiary.

Consistent with capital investnents currently
recovered in fuel, environnental, and other clauses
today, the return would be at FPL's wei ghted average
cost of capital reflecting rates for debt and equity in
accordance with the May earnings surveillance report as
specified by this Conm ssion.

As part of annual Fuel C ause audit, the
Comm ssion will have the opportunity to audit the
charges associated with gas reserves activities. And

they will have full access to the subsidiary books and
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records and all of the transactional details.
In conclusion, |'ve provided the Comm ssion
with a roadnmap to the accounting, reporting, and
controls that we will utilize in the natural gas
producti on devel opnent and activities. This roadmap is
consistent with the Conmm ssion clause recovery
precedent, enables use of both industry and utility
accounting practices, and provides for robust controls
over financial reporting and ratenaking.
Thi s concludes ny sunmary.
MR, BUTLER: Thank you, Ms. Qusdahl.
| tender the witness for cross exam nation.
MR, REHW NKLE: Thank you, M. Chairman.
Before we get underway with the essence of the
cross, | spoke wth Counsel and the wtness on a
break. Because the depositions are going in the
record, | would like to just take the w tness
t hrough about five or six points where | think the
errata -- which I've got to tell you, in 30 years
of practicing, |'ve never seen a nore thorough job
of an errata as the wtness has done. So, ny going
through this is not a criticism but really an
adm rati on.

But | would like to go through a coupl e of

pl aces and see if she agrees with sone additional
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corrections.
CHAI RVAN GRAHAM  Sur e.
CROSS EXAM NATI ON

BY MR, REHW NKLE:

Q Do you have your deposition with you?

A Yes, | do.

Q The first page | would like to take you to is
Page 49, Line 14 and 15. And you corrected the word

"share" to "Scherer," the plant in Georgia, right?
A That's correct.
Q Shoul dn't that be an apostrophe and strike the
"it's" on Line 157
A Yes. Yes, | agree.
Q Ckay. If | could get you to turn next to
Page 58, Line 9. And I think the phrase should be
"plant in-service" and instead of "plant and service"?
A That's correct.
Q Ckay. And then on Page 59, Line 7 -- well,

let's just skip that one. | think -- let's go to Page

68, Line 16. Wuld you agree with ne that the way that

answer was given is -- the period after "mllion" should
be stricken. The large -- the uppercase "A" should be a
| onercase "a," and there should be a period after the

word "wel I "?

A Agr eed.
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1 Q And then the word "it's" should be

2 capitalized.

3 A Correct.

4 Q And then finally, on Page 77, the -- on

5 Line 15, the question there, instead of the word

6 "reviewed," was -- the word was "used." Wuld you agree
7 with that?

8 A Yes.

9 MR, REHW NKLE: Ckay. Thank you very nuch.
10 Those are all.

11 CHAI RVMAN GRAHAM  Ckay.

12 BY MR REHW NKLE:

13 Q Ckay. Ms. -- is it --

14 A Qz-dol I .

15 Q Qz-doll. Okay. You are not a |icensed

16 prof essi onal engineer in any state, are you?

17 A No, |'m not.

18 Q And you haven't ever perfornmed an eval uation
19 of acquiring interest in oil and/or gas reserves and/or
20 production facilities, have you?

21 A | have not.

22 Q You haven't ever served in a position where
23  you have been responsible for natural gas hedgi ng,

24 natural gas storage, power origination, or short-term
25 energy or fuel trading, have you?
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A Not responsible for the hedging. |I'm
responsi ble for the accounting for our financial hedge
program

Q Ckay. You have never negotiated or attenpted
to negotiate a natural gas purchase agreenent, have you?

A Yes. Early in ny career, | was involved wth
the commercial fol ks in negotiating natural gas power
agreenents, yes.

Q Ckay. Have you ever negotiated a natural gas
hedgi ng agr eenent ?

A No, | have not.

Q You have never negotiated a natural gas
transportati on agreenent?

A | have been involved in negotiation of natural
gas transportation.

Q What about a natural gas storage agreenent?

A Not that | recall.

Q kay. You have never been hired or paid to
project natural gas prices or supply, have you?

A No, | have not.

Q And you have never been responsible -- |I'm
sorry. Strike that.

You have never held a position with an oil and
nat ural gas conpany, have you?

A No, not an E and P, exploration and production
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conpany. No.

Q You have never taught any courses regarding
petrol eum and geophysi cs engi neering, oil and gas
reserve determ nation, oil and gas economcs, or
petrophysics at a college or university, have you?

A No, | have not.

Q Page 4, Line 11 of your testinony, if | could
get you to turn there -- of your direct. You state the
overal |l purpose of your testinony is to address the
appropriate accounting and regul atory treatnent of the
Whodford Project; is that right?

A That's correct.

Q Wul d you agree with ne that FPL was in a big
hurry to get this petition before the Conm ssion?

A | would agree that we noved expeditiously for
all the reasons we've discussed both in direct
testinony, in discovery, and in deposition.

Q You woul d agree with ne also that FPL was on
the verge of filing a petition based on a venture with
anot her developer in a different state hundreds of mles
away in May of 2014, wouldn't you?

A | woul d agree we | ooked at anot her
transaction. W weren't on the verge of filing a
petition because we didn't have a transaction executed.

And | think we've tal ked about that also. But we had

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 12/1/2014
384

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

spent quite a bit of tinme in negotiation with that
counter-party.

Q Ckay. So, wouldn't it be true that FPL rushed
to get this second-choice project before the Comm ssion
in time for it to be considered in the 2014 Fuel C ause?

MR BUTLER: 1'Ill object to the
characterization of the rush in the second-choice
proj ect.

CHAIl RVAN GRAHAM M. Rehw nkl e.

MR, REHW NKLE: [|'m asking her if she agrees
with that.
MR BUTLER: If that's the question -- it

seened like it was just assuned characterizations
I n the question.

MR REHW NKLE: Well, | think it, apparently,
was a second choi ce because they were going forward
wi th another one. And as the testinony was -- of
M. Forrest and Ms. Qusdahl have reveal ed, this was
not the one they were going to bring forward.

CHAl RVAN GRAHAM  Let's see if you can't
rephrase the question. | think the objection is in
the way that you phrased it as it being second
choi ce.

BY MR, REHW NKLE:

Q Vll, et nme ask you this way: The Wodford
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Project was not FPL's first choice to bring to the
Comm ssion for the 2014 Fuel C ause hearing cycle, was
it?

A Vll, I"'mstruggling wiwth the word "choice."
It was the second project we reviewed because the first
project, we could not execute.

Q Ckay.

A This is a perfect project to be bringing
before the Conm ssi on.

Q You didn't expect the original devel oper to

back out at the last mnute, did you?

A | -- I -- you would have to ask the commerci al
t eam

Q Ckay

A | think we were disappointed.

Q Al right. So, the filing that the conpany
made with the Comm ssion wasn't even conplete at the
time it was nmade, was it?

A The instant filing?

Q Yes.

A Vell, yes, | think the filing is conplete.
Q Ckay. It wasn't at the tine it was nade, was
it?

' mnot sure what you're referring to.

Were you in the roomwhen we had the
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di scussi on about Exhibit G?

A VWll, we inadvertently omtted an exhibit. It
was not that it was not conplete. W erred in the
conpilation of the filing, fromwhat | understand.

Q PetroQuest really doesn't want the dry gas, do
they, that's part of the Wodford Project?

A | do not know.

Q Wasn't PetroQuest originally supposed to begin
drilling in Septenber of 20147

A | believe the drilling plan -- yes, Septenber
sounds right. | nean, | could ook it up, but that
sounds reasonabl e.

Q All right. So, | think we've heard today and

you woul d agree that PetroQuest is way behind schedul e

with the drillings that are supposed to occur in 2014,
right?

A Well, way behind -- there were to be four
conpleted wells -- is that confidential? | don't even
know.

MR. BUTLER: It's not now.

(Laughter.)

That's fine.

MR REHW NKLE: | think this has already been
di scl osed in her deposition.

MR. BUTLER: Yeah.
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MR, REHWNKLE: It's in the record, so --
THE W TNESS: Ckay.
BY MR, REHW NKLE:

Q Yeah.

A And as Wtness Forrest testified this
norning -- and yes, | think I did talk about it in the
deposition. There are -- there is one well that is
bei ng conpl et ed.

Q Do you know whether that well is actually

being drilled?

A Yes. M understanding is -- it's not in
production. It's not conpleted.
Q Ckay.

A But it is being --

Q Now, is it --

A It's in process.

Q Okay. Now, isn't it also true that the cost
that you have estimated for inclusion in the clause for
2015, assum ng the Conm ssion approves it, assuned the
plan will go as exact -- exactly as you have projected
with the wells produced in 2014 and 2015 bei ng conpl et ed
as schedul ed?

A Yes. You have to nmake an estimate. And that
Is what we did. W thought we would be conplete with
drilling by the end of '15.
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1 Q Now, you personally have never participated in
2 a gas reserve project until this project, have you?

3 A That's correct.

4 Q And FPL has never participated in a gas

5 reserve project before, correct?

6 A That's correct.

7 Q In fact, no electric utility has partici pated
8 In a gas reserve project for their electric conpanies

9 either in the State of Florida or elsewhere in this

10 country, correct?

11 A Not to nmy knowl edge. There are conbination

12 conpani es, as we've discussed, that do participate in

13 gas producti on.

14 Q But not on behalf of their electric custoners,

15 right?

16 A | -- yes, | think that's been established.

17 Yes.

18 Q Ckay. No gas utility has done this for their

19 gas custoners in the State of Florida before, correct?

20 A That's correct.

21 Q In May, when you were tal king to your original

22 proposed partner, or June or now, FPL does not have the

23 I n- house accounting expertise to provide the very

24 speci alized oil and gas accounti ng and back-office work

25 that is needed for this type of non-regul ated venture,
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do you?

A Right. W decided early on that because we
did not have a staff of experienced E and P accountants,
that it made sense to go |l ever the capabilities that are
out in the marketplace. So, we had been considering
t hat approach since the tinme at which the conpany first
began tal ki ng about engaging in gas reserve devel opnent.

Q What tinefranme are you tal king about first
began?

A Well, | think the conpany commercially began
di scussing this before the accountants were, you know,

I nvol ved. But certainly, the early part of 2014 when
was aware that transactions were being | ooked at in sone
detail, we began to fornulate a plan.

Q And you still don't have one of these third-
party contractors selected, right?

A W do not. As we've discussed, we're trying
to bridge that gap between wanting to nake conmitnents
that we may not be able to fulfill depending on the
outcone of the case with also being ready to engage in
managi ng and accounting for the assets if the Conm ssion
does approve this transaction.

Q The cost that you will book if this
transaction is approved by the Comm ssion is still

uncertain given the delay in the starting of the

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 12/1/2014

390
1 drilling, correct?

2 A Yes. We would estimate it would be | ess than
3 the $58 or the 68 million in total that we estimated in
4 the filing.

5 Q FPL al ways envi sioned the Wodford Project as
6 being only a Fuel C ause recovery proposal, right?

7 A Yes, | think it -- we've established that it

8 neatly fits into those requirenents, yes.

9 Q But if -- | think in the MOU that you executed
10 wth -- is it USG?

11 A Uh- huh.

12 Q -- that's attached to your testinony in KO 1,
13 the -- is it -- the MOU specifically says that it has to
14 be approved as a Fuel C ause recovery project, correct?
15 A Wuld you refer to nme -- or refer nme to the

16 pl ace where it says that?

17 Q Yeah. |f you | ook on Paragraph D, can you --
18 A Yes. Thank you. It does.

19 Q So, it won't be acquired if the Conm ssion

20 doesn't allowit through the Fuel Clause. |Is that a

21 proper reading of that?

22 A That's what we've codified in our agreenent

23 wth our affiliate, yes.

24 Q Page 4 of your testinony, you state that

25 you're here to tell the Conmm ssion how you' re going to
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1 account for the gas reserve transaction if approved,

2 right?

3 A Yes. |I'mtrying to |ay out the approach that
4 we woul d propose to use for accounting, reporting, and
5 r at emaki ng.

6 Q Isn't it true that you' re not asking the

7 Comm ssion for approval to use the proposed accounting
8 treat nent ?

9 A VWll, yes, | think everything about our

10 proposal is subject to the Conm ssion approval. And |I'm
11 | aying out in ny best estimtion of how we shoul d

12 proceed for accounting, and reporting, and ratenaking.
13  The Comm ssion could certainly feel otherw se.

14 Q FPL is an electric utility, correct?

15 A Yes, that's correct.

16 Q You' re not authorized by the Florida Public
17 Service Commi ssion to sell natural gas to end users in
18 Florida, right?

19 A We do not sell natural gas to end users in
20 Florida, that's correct.

21 Q Are you authorized to?

22 A No, we are not.

23 Q And you're not authorized, |ikew se, by the
24  your franchise agreenents to sell natural gas within
25 those jurisdictions, are you?
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A No, we are not.
Q And you're not a natural gas utility defined
by Florida |law, right?

A Defined by Florida | aw?

Q Yes.
A | -- I don't know, honestly.
Q You're not a natural gas utility defined by

t he Federal Energy Requl atory Comm ssion, correct?

A That's correct.

Q Doesn't the Florida Public Service Conm ssion
have a rule that requires electric utilities under its
jurisdiction to use the FERC uni form system of accounts
for electric conpani es?

A Yes, it does.

Q You' re not proposing to follow that rule for
t he purposes of this transaction, are you?

A No, |'m not.

Q Isn't it also true that no natural gas utility
uses depletion accounting that -- no natural gas utility
that's regulated by the Florida Public Service
Conmmi ssi on uses depl eti on accounti ng?

A Not to ny know edge.

Q On Page 14, Lines 11 through 18 of your direct
testinony, you claimthat the Wodford Project will be

exenpt from Conm ssion Rule 25-6.1351, right?
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A That the transfer woul d be, yes.
Q Isn't it your testinony that all the

transactions with the -- with the subsidiary that woul d

be created would al so be exenpt fromthat rul e?

A That's correct, any transactions |like the
Wodford Project. | nean, all other future
transactions, presumably, would not involve a transfer
fromour affiliate. So, | only think this is pertinent
to the transfer we're tal king about here with the
Wbodf ord Proj ect.

Q Ckay. \What about the purchase of gas fromthe
affiliate? Are you saying that wouldn't be covered by
the affiliate transfer?

A Ch, I'msorry. The ongoi ng purchase from our
subsi di ary.

Q Yes.

A Yes. | don't think of that as applicable to
the affiliate rule because it's not an unregqgul ated
affiliate. It would be our fully regul ated subsidi ary
that woul d be acting on behalf of our custoners.

Q Isn't the only way that you can avoid
subjecting the transfer to the affiliate rule is by
putting it in the Fuel C ause?

A No. The affiliate rule provides provisions to

substanti ate and denonstrate to the Conmm ssion that the
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hi gher or | ower requirenents do not apply under certain
circunstances. So, | think we could nmake that case.

Q Ckay. D d FPL undertake to determ ne whet her
any of the | easeholds or other interests, m neral
interests that are the subject of the AM -- whether
they are owned by anyone at FPL or NextEra or any
affiliate of NextEra or FPL?

A | don't know.

Q s there a corporate governance policy in
pl ace that would forbid FPL enpl oyees or entities set up
to contain interests of FPL or NextEra enpl oyees, or
Next Era or FPL-related parties or affiliate from owning
such mneral interests in future projects?

A Coul d you repeat the question, please?

Q Yeah. |s there a corporate governance policy
i n place that would forbid FPL enpl oyees or entities set
up to contain interests of FPL or NextEra enpl oyees, or
Next Era or FPL-rel ated parties or affiliates from owning
such interests?

MR BUTLER: |1'mgoing to object to that
guestion as it's unbelievably convol uted and
conpound.

MR REHWNKLE: |Is that -- | can rephrase it.

CHAl RVAN GRAHAM  Let's see if you can't cut

it upalittle bit for her.
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1 MR, REHW NKLE: Sure.

2 BY MR REHW NKLE:

3 Q s there a corporate governance policy that

4 would forbid FPL enpl oyees from owni ng m neral or other
5 | easehold interests in a drilling region that you would
6 have -- propose a gas reserved project?

7 A Maybe | could answer it this way: W do have
8 very clear, specific policies on ethics and conflict of
9 Interest. And as enployees, we are instructed quite

10 clearly that we are not to put ourselves in a position
11  of having those conflicts. And if any do arise or if

12 there is any concern that any would arise, we are to

13 report those.

14 Q So, but you cannot say whether this project

15 was evaluated for conpliance with such policy?

16 A | do not know.

17 Q Because of your position in the conpany, would
18 you have responsibility for know ng or inplenenting such
19 a corporate governance policy?

20 A Not -- not on the first instance. W have a
21  conpliance organi zation that's responsible for ensuring
22 that those policies are adhered to and nonitor those. |
23 would certainly be notified if there was potenti al

24 conflict that affected any of the transactions due to ny
25 responsibilities under the affiliate rule.
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1 Q Ckay. And you woul d have al so have Sarbanes-
2 Oxley tied responsibilities in that?

3 A "' mresponsi ble for the Sarbanes- Oxl ey

4 conpliance for FPL

5 Q Ckay. So, violations, hypothetically, of such
6 a sort would be sonmething that woul d be reportabl e under
7 Sar banes-Oxl ey; is that right?

8 A You know, honestly, | don't know. | nean, ny
9 role as far as Sarbanes-Oxley is concerned is ensuring

10 that we have adequately designed internal contro

11 processes and that those operate effectively.

12 Whet her or not there is another conpliance --

13 reporting responsibilities under Sarbanes-Oxley for

14  conflicts of interest, | don't -- | don't know.

15 Q Fai r enough.

16 Hasn't the market -- well, on Page 15, Lines 1

17 through 2, is the market that you're referring to there

18 the market for gas reserves?

19 A Yes. The market for these interests, yes.

20 Q Ckay. Hasn't the market val ue of the Wodford

21 Proj ect gas reserves that FPL seeks cost recovery for

22 here today declined since -- fromJune 25th, 2014, to

23 Decenber 1st, 20147

24 A | know that gas prices have declined. W've

25 di scussed that. | don't -- | would inmagine there is a
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correl ati on between gas prices and the value of the
I nterest that we've purchased.

But this is tal king about paying nmarket at the
time of the initial purchase. So, because we're talking
about a transfer of net book value, it essentially puts
us in that place as initial purchaser.

Q What is the date of initial purchase for that
determ nati on?

A | believe it was June -- | can't recall the
exact date, but June of 2014.

Q Ckay. So, there is no provision in any of the
agreenents you have with USG for a downward adj ust nent
In the purchase price if the market value of the
Whodf ord declines, is there?

A No, there's not.

Q Isn't that quite generous to FPL sharehol ders?

A | think it could have gone either direction.
And that was quite precisely the point is we weren't
going to try to gain the transaction. W had the
benefit for custonmers of utilizing our affiliate to
support this transaction. And we sinply agreed, and
that's codified in the MU, to transfer at net book
value so that we weren't trying to anticipate whet her
there woul d be wi nners or |osers.

Q If I could get you to turn to Page 23,
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Lines 12 through 16 of your testinony.

A " mthere.

Q Ckay. Isn't it true that the Wodford
I nvest nent nay not produce any gas, and that, if any is
produced, certainly, or it could not be at the cost that
Is lower than the avail abl e market price of natural gas
avail able to FPL on the market?

A Well, it is possible and highly inprobable
that our Wodford investnent will produce no gas. And

then | got lost at the rest of that question.

Q Ckay.
A I f you woul d, repeat the back end.
Q | was only asking you if it's possible that

gas woul dn't be produced, and that, if it is produced,
that it may not be at a cost than is | ower than the
mar ket that you buy --

A That's right. W have no guaranties around
t he nmovenent of market prices. W do feel pretty
confident, | think, based on the information that we do
have about the cost of production.

Q Isn't it also true, though, that the gas that
FPL buys fromthird parties on the market today is
guaranteed at the price and quantities that FPL
contracts for?

A | s guaranteed -- you nean that -- when we
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engage in a buy-sell transaction with a supplier, that
we are assured of being able to buy at that agreed
price?

Q Yeah.

A Yes, that's true.

Q And take deliveries in the quantities that you
order, correct?

A Yes, that's generally the expectation. And
that's what occurs.

Q So, wouldn't that be a substantive difference
bet ween your proposal here and what happens in the
mar ket t oday?

A Yes. This transaction is substantively
different. W' ve tal ked nost of the day about the
strategy that we're trying to depl oy, which would enable
custoners, instead of being on the wild ride of nmarket
prices, to lock in the production costs associated with
the Wodford Shale investnent that we're attenpting to
make on behal f of custoners.

Q kay. Page 23, Lines 18 through 22, isn't it
true that, as contained in your testinony, the first
sentence in the paragraph that starts on Line 18 is the
sole justification that FPL offers for the proposed cost
being included in the Fuel C ause as opposed to base

rates?
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1 A No, that's not the sole justification, if

2 you're reading just the Lines 18 through 22. That's a

3 justification, if | heard your question correctly.

4 Q Ckay. Isn't this sane sentence what's al so

5 I ncl uded on Page 22, Paragraph 46 of the petition that

6 was filed in this case?

7 A | -- | don't know.

8 Q Do you have the petition with you?

9 A No, | do not. But that page contains a nunber
10 of -- the entire page discusses the various reasons why
11 It 1s appropriate to recover these costs in the Fuel
12 Cl ause. It goes through a nunber of reasons.

13 Q Wul d you be surprised if the identica

14 sentence is included on -- or a substantially-sane

15 sentence is included on Page 22, Paragraph 46 of the

16 petition?

17 A No, | would not.

18 Q Isn't it your testinony that the Wodford

19 Project is sufficiently volatile to be nore suitable for
20 I nclusion in the fuel costs than in base rates?

21 A My di scussion here goes nore to the volatility
22 of the investnents. So, a couple of things happen with

23 these investnents. They deplete very rapidly, as

24  Wtness Forrest has denonstrated. So, that woul d not be
25 advantageous for custoners to have revenue requirenents
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declining quite rapidly if you put the cost in base
rates.

And secondarily, we can't project with any
certainty the availability of projects that wll be
appropriate under, you know, our proposed guidelines or
what ever direction the Conm ssion mght give us. So,
there is volatility in the investnents.

Q Is it your testinony that the Wodford
I nvestment that you' re seeking recovery for in this case
Is of the type or category that has been traditionally,
historically, and ordinarily recovered in base rates?

A Coul d you repeat question one nore tine?

Q Is it your testinony in this case that the
Wbodf ord i nvestnent that you' re seeking recovery for in
this case is of the type or category that has been
traditionally, historically, and ordinarily recovered
t hrough base rates?

A Not here in the Florida Comm ssion, no.

Q So, you're saying it would not neet that
definition?

A Right. | think we've gone on to explain that
the rule that you're referring that's been di scussed a
| ot today has a nore conprehensive neaning than the
written words which describe it as not traditionally

recovered under base rates.
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Q So, you're saying that the Whodford -- the
I nvestnment in the Whodford are not of the type that are
traditionally or historically recovered through base
rates?

A It never has been. An investnent in gas
reserves has never been requested or recovered in the
base rates in the Florida Comm ssion.

Q Ckay. Now, you cite Order No. 14546 in your
testinmony, right?

A Coul d you direct ne where you're readi ng?

Q Vell, it's on Page 23. It looks |like Line 2.

A Thank you.

Q Do you have a copy of that order with you?

A Not the entire order. | believe |I have an
excer pt.

MR, REHW NKLE: M. Chairman, | would like to
pass out an exhibit. It's a Comm ssion order. So,

I don't know that it needs an exhibit nunber.

CHAl RVAN GRAHAM | don't think we do.

MR, REHW NKLE: |If you want to give it one,
you can.

CHAl RVAN GRAHAM  No, | think Mary Anne woul d

be mad at ne if | did.

MR, REHW NKLE: Ckay. We don't want to nake

Mary Anne nad.
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THE WTNESS: |Is that it? |'msorry.
MR. REHW NKLE: That's okay. There you go.
THE WTNESS: | believe | do have the entire

order, actually. Thank you.

MR, MOYLE: | think just for the good of the
order, at least, | have had difficulty finding this
order on the PSC s website. So, it may -- so that

the record is conplete, it may be a good idea to
mark it and enter it. | couldn't find it |ooking
on the website.

MR, REHWNKLE: | will say, | agree with
M. Myle. It was very hard to find. W have the
ol d Comm ssion Reporters. W luckily had a copy of
it. It's very difficult.

CHAl RVAN GRAHAM  Wel |, gentlenen, that's by
desi gn.

(Laughter.)

M5. HELTON:. W didn't start putting our
orders online until, | think, the early nineties.
So, that's probably why.

But it was not Lexus either?

MR REHW NKLE: It is.

M5. HELTON:. Ckay.

MR, REHW NKLE: This is just the original

Comm ssion order. And it's been in our office for
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30 years. So, it's alittle bit marked up. And |
apol ogi ze for that, but that's the only copy that
we have.

BY MR, REHW NKLE:

Q Anyway, you're famliar with this order,

Ms. Qusdahl ?
A | am
Q Before we get into that order, let nme ask you

this: You have referenced on Page 22 three orders on
the bottomon Lines 18, 19, and 20 -- or 21. Do you see
t hat ?

A Yes.

Q This is the Martin Pipe lateral, the
railcar -- the Scherer railcars and the --

A Pl ant nodifications.

Q The fuel conversion. Wuld you agree with ne
that those projects were relatively small in capital
outlay conpared to the Wodford Project?

A | believe they were. | cannot recall the
I nvest nent anounts, but | believe they were smaller than

the $200 million we're tal ki ng about here.

Q Ckay. And they were one-tine transactions,
correct?
A Well, | actually think we purchased railcars

twice, as | understand it, but --
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Q Ckay. But the railcars --
-- two --

Q The railcars that were subject of this Scherer
order on Line 19 and 20 was a total investnent of about
$24 million. Wuld you agree with that?
| -- I don't know. I'm-- 1'Il accept it.

The order will speak for itself, right?

> O >

Yes.

Q Al right. But two tinmes for the Scherer
railcars -- one tine for the lateral -- for Martin
plant; and one tinme for the fuel conversion?

A Correct.

Q Goi ng back to Order 14546, you woul d agree
that this order applies to the recovery of the proposed
I nvestnment in the Wwodford reserve; is that right?

A Yes, we think it's applicable.

Q Ckay. Now, you cite in your testinony on
Lines 3 through 5 -- or you characterized the order with
sone | anguage and a citation, correct?

A "' msorry?

Q You characterized the order or the hol ding of
the order with sone | anguage plus a quotation; is that
right?

MR, BUTLER: \Where are you reading fronf

MR REHW NKLE: On Page 22. |I'msorry.
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Page 22.

MR BUTLER  Ckay.
BY MR REHW NKLE

Q If I could get you to just read into the
record -- well, you can read the Q and A, but just stop
at the end of the sentence on Line 5, please.

A Starting with, "Wiy is fuel cost" --

Q Yes.

A -- recovery appropriate"?

“I'tem 10 of FPC s Docket No. 850001 EIB, Order
No. 14546 provides the Fuel C ause recovery is
appropriate for projects that are intended to | ower the
delivered price of fuel when those costs were not
recogni zed or anticipated in the cost levels used to
determ ne base rates.”

Q Ckay. It says current base rates, right?

A l"msorry. Current base rates, yes.

Q Ckay. And the part that you just read
starting with, "Not recognized through base rates” is in
quotes, correct?

A Correct.

Q Ckay. So, you took that from Order 14546,

A Correct.

Q And if | could get you to turn to Page 5 of
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Order 14546, Item 10 there is where you got the | anguage
that you quote, correct?

A That's correct.

Q Al right. Now, in quoting this -- in
portraying the |l anguage that's fromthis order, you kind
of change the | anguage of the order, didn't you?

A | don't think I changed it. | think I've
interpreted it.

Q Ckay. Now, you omtted -- well, just -- you
omtted the first clause of that order, correct?

A If you're referring --

Q O that Item10. In your testinony -- it's
nowhere di scussed in your direct testinony, is it?

A | don't believe so, yeah. | agree with you.

Q Ckay. So, you omtted the -- in quoting this
section of the order, you omtted the phrase, "Fossi

fuel -related costs normally recovered through base

rates, but which were" -- correct?
A | think that's right. Not recogni zed or
anticipated -- yes.

Q Ckay. Wiy did you do that?

A You know, it's not a secret to anybody here
today that the rules, the orders, this Conmm ssion, the
parties didn't contenplate Florida Power and Light

Conpany finding a way in which it could invest in gas
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1 reserves on behalf of its custoners. So, we're trying
2 to take the rules that are in front of us, understand
3 them apply them appropriately.

4 This order very clearly sets out policy. And
5 we don't think our proposal is at all in conflict with

6 the order. But no one would foresee that we woul d be

7 bri ngi ng such a unique investnent to the Conm ssion for
8 consideration.

9 Q Wll, isn't it true that you find that

10 | anguage i nconveni ent, and so, you're asking the

11 Commi ssion to ignore it?

12 A | think the Comnm ssion is nore thoughtful than

13 that. The policy is quite clear in this order.

14 Q So, is it your testinony that this just

15 doesn't apply to you?

16 A No, that's not ny testinony. | think ny

17 testinony is very clear. The policy laid out in the

18 order clearly contenpl ated i nvestnents such as these

19 that are not contenplated at the tine base rates are set

20 that represent potential savings to custoners to be

21 br ought before the Comm ssion for consideration.

22 In fact, the order goes on to say on a case-

23  by-case basis, which is what we're here doing, putting

24  this out in front of the Conmm ssion and asking for

25 approval .
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Q So, if I could get you to | ook on Page 2 of
Order 14546, please, do you see -- would you agree with
me that starting in kind of the bottom half of the page,
there is a sentence that says, "In the specific
application of this policy, the parties recommend the
following treatnent of fossil fuel-related charges"? Do
you see that?

A | do.

Q And there are invoiced fuel charges. And if
you coul d kind of keep your finger on that Page 2 and
flip over to Page 4, this is where the start of the
listing of the itens that end with Item 10 that we just
tal ked about is summari zed by the order. Wuld you
agree with that?

A Yes, they --

Q kay. So, the description in Paragraph -- in
t he Paragraph 1, invoiced fuel charges -- you would
agree with ne that that corresponds with, on
Par agraph -- on Page 2, that corresponds with Itens 1,
2, and 3 on Page 4 relating to invoice price of fuel.

A Yes.

Q kay. And then the next item transportation
charges on Page 2 corresponds to Item4 --

A Yes.

Q -- on Page 4.
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And then taxes on Page 2 corresponds to taxes

on Page 5 -- | nean, on Page 4. Too nmany nunbers here.
A No. 5, yeah.

Q No. 4 -- | nean, No. 5 on Page 4. And we go

down, four charges on Page 2 equals No. 6 on Page 4.

So, we go all the way down to -- we follow
this -- sane applies all the way until you get to
I nventory adjustnents on -- Page 3 corresponds to No. 9,

right?

A Yeah. There is a bunch of stuff in the mddle
t hat gets dropped, but anyway, that -- yes, it's
generally -- | don't see O & M expenses, plants,

additives, fuel procurenent --

Q Well, additives -- let's --

A Oh, I'"msorry.

Q Yeah.

A Additives is No. 8.

Q Yeah.

A Yeah.

Q And inspection -- | nmean, | just -- | think

you woul d agree there is a one-to-one correl ation
bet ween t hese --

A No. No, | would not. | would agree that --
you know, it | ooks very intentional, but it's not

perfect. O & Mexpenses is |left out.
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Q Ckay. Well, let's -- well, then I'Il skip --
A Fuel procurenment adm nistrative charges is
|l eft out. But anyway, |'m not disagreeing that the

order appeared to describe these things and then prepare
a list.

Q All right. So, then, on the bottom of Page 3,
there is a paragraph that reads, "In addition to
stipulating to the foregoing applications of policy, the
parties also recommend to the Conm ssion that the policy
It adopts be flexible enough to allow for recovery
t hrough fuel adjustnent clauses of expenses nornally
recovered through base rates when utilities are in a
position to take advantage of a cost-effective
transaction, the costs of which were not recognized or
anticipated in a |level of cost used to establish the
utilities base rates.” D d | read that accurately?

A Yes.

Q Then it says, "One exanple raised was the cost
of" -- well, strike that.

Let's just go back to what | just read, that
| ong sentence. That is essentially describing Item 10,
right, that's on Page 57
A Yes.
Q And then continuing back on Page 3 at the

bottomthere, the one exanple raised was, "The cost of
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an unanticipated short-termlease of a termnal to all ow
a utility to receive a shipnent of |ow cost oil.

"The parties suggest that this flexibility is
appropriate to encourage utilities to take advant age of

short-term opportunities not reasonably anticipated or

projected for base-rate recovery." D d | read that
right?
A Yes.

Q Ckay. So, this paragraph at the bottom of
Page 3 is describing or explaining what is sumrarized in
ltem 10. Wuld you agree?

A Yes. |It's adding color to Item 10.

Q Ckay. Now, you stated in your quotation or
your characterization of Order 14546 -- and just so |I'm
clear on this, when you're characterizing on Page 22,
you specifically reference Item 10 of that order, right?

A | did.

Q And that's the only basis from Order 14546
that FPL points to for justification for the Wodford
cl ause being in fuel --

A No.

Q -- costs.

| s there another part of Order 145467
A Part -- Page 23 goes on to describe the other

ways in which it is applicable, |owering the delivered
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price of natural gas. And we talk about how, in this

I nstance, it's directly related to fuel. | nean, so,
we've -- we've laid out the basis.
Q Ckay. I'mjust referring -- tal king about

with respect to Order 14546.

A As aml, the top of Page 23.

Q So, there is sonething other than Item 10 t hat
you're pointing to in Oder 145467

A Yes.

Q Can you show ne where in the order?

A The top of Page 23, beginning with Line 1.
| -- 1 point to the order again and say, "The project is
I ntended to | ower the delivered price of natural gas
that we burn in our generating units."

Q Okay. But Item 10 specifically covers capital
costs, right?

MR, BUTLER: Do you nean is it limted to

capital costs?

A It doesn't say that.

Q Vell, this is where capital costs refers to
aut hori zed for recovery and fuel, right?

A "' msorry?

Q This is where capital costs were authorized
for recovery in fuel.

A But Item 10 doesn't reference only capital
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costs.
Q Ckay.
A That was your questi on.
Q Al right.
A It just says fossil fuel-related costs.
Q So, is it your testinony that if -- well,

let's strike that.

There is a portion -- the only portion of

Item 10 that you quote is the "or not” ... O not

recogni zed or anticipated in the cost levels used to

determ ne current base rates," correct?

A That's the only part |I've got in quotation
mar ks.

Q Ckay.

A Yes, correct.

Q And in your testinony at Line 23, you seek to
neet that task of Item 10 by your testinony there on

Lines 3 through 8, right?

20 applicability to the broader policy in 14546.

21 Q
22 A

23 there is an estimated or proposed reduction in the cost

24 to custoners,

25 Q

A I

think 1'mgoing on to describe its
Ckay. Wiy --

Which is that you have to denonstrate that

savi ngs to custoners.

Ckay. My question was solely as to that
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phrase that you quote on Page 22. And the |anguage on
Page -- on Lines 3 through 8, is your testinony designed
to denonstrate that you neet that portion of Item10's
test for clause eligibility?

A | think ny testinony is broader than that.
Look, | referenced Item 10 --
MR REHWNKLE: M. Chairman, | think I'm
entitled to a yes or no.
THE WTNESS: I'mtrying. I'mreally
struggling with -- I'"mstruggling to answer your
gquestion with a yes or no.
MR. REHW NKLE: AlIl right.
CHAI RMAN GRAHAM  1'Il allow her to restate
your question, if she -- the way she understands
it. You can say, no, that's not the question |I'm
aski ng.
BY MR, REHW NKLE:

Q Ckay. Let's go back to Page 22, Line 2 --
wel |, you say, Item 10, et cetera, et cetera, of
Order -- "... of Order 14546 provides that Fuel C ause
recovery is appropriate for projects that are intended
to lower the delivered price of fuel when those costs
were 'not recognized or anticipated in the cost |evels
used to determ ne current base rates'"?

A Ri ght .
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Q That's your testinony, right?

A Correct.

Q As | read this, when you say is appropriate,
you're saying that it neets the test that is set out in
that order and that specific part of the order; is that
correct?

A Yes. It nore than neets the test because --

Q Al right.

A Yes.
Q Ckay.
A It nore than neets the test because Item 10

was intended to allow parties to bring things in front
of the Conm ssion, proposals in front of the Conm ssion
t hat woul d never have been considered in fuel cost
recovery before. This nore than neets the test because
it's a perfect fit for fuel --

Q Where does it say that --

A | think that's the context of this whole
conprehensi ve order that -- you know, cone to us,
ltem 10 says. We will look at this on a case-by-case
basis. If you have proposals that, hey, would never go
to Fuel C ause recovery in the past, but that have
nmerit -- it's an invitation to bring, you know, those
proposals to the Comm ssion. It's the way | read and

I nterpret that.
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Q But you just omt the phrase "normally

recovered through base rates.™

A It --
Q Ri ght ?
A That -- omtting that --
MR, BUTLER: [I'Il object. That's asked and
answer ed.
CHAl RVAN GRAHAM  I'm not sure | ever -- |

ever heard her answer the question.
THE W TNESS: Conmmi ssioners, to ne that
omssion -- well, it was inadvertent. Again, it's

not a surprise to anyone that this has not been

consi dered before in base-rate setting. W' ve said

that on the record a nunber of tines.

The Comm ssion intent of Item 10 was to bring
projects that potentially would never have been
considered in fuel clause recovery to your -- your
body of Conm ssioners to opine on.

In this case, it nore than neets the

requirenents. It's not sonething that has ever
been | ooked at in base rates before. It's a
perfect fit for Fuel Clause recovery. So, | don't

find that | anguage to be determ native of a
deci si on by the Conmm ssion.

111
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BY MR REHW NKLE:

Q You used the phrase "intended" on Line 3 of

Page 22. And | think you use it again on Line -- Page 2

of 20 -- Line 2 of Page 23, right?

A Yes.

Q But with -- back on Page 22, with respect to
that Item 10, the word "intended" is not included in
Item 10 on Page 5 of Order 14546, is it?

A | don't have it in quotes. (Exam ning
docunent) no.

Q Ckay. In fact, it says, "... and which, if
expended, will result in fuel savings to the custoners.
Isn't that what Item 10 says?

A That's correct.

Q That's the correlate, if you will, of the

par aphrasing of "are intended to | ower the delivered

price of fuel,"” right?

A | think it's consistent with, yes.

Q Ckay. So, you've recharacterized the word
"Wll" to "intended"?

A | -- again, | don't have ny discussion on
Page 23 in quotes.

Q Ckay.

A | think it's been clear in precedent that the

Comm ssi on has accepted conpani es's proposal s that
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1 project a savings to custoners to be allowed recovery

2 t hrough Fuel C ause.

3 Q Ckay. So, just so | understand, though, back
4 on Page 22, Line 2, you say that that Item 10 provi des.
5 And then you go on to say the word "intended." So,

6 you're recharacterizing the word "will"

7 A l"msorry. GCkay. Okay. I|'msorry.

8 Item 10 provides -- (exam ning docunent). |'m
9 not recharacterizing. |It's ny interpretation based on
10 the order and the facts that have been brought to the

11 Comm ssi on and the deci sions nmade subsequent to that

12 order.

13 Q So, you reference deci sions made subsequent to
14 Order 14546. Can you cite ne to any order that ignores
15 the first clause that we've discussed at |length here

16 today about fuel -- fossil fuel-related costs normally
17 recovered through base rates? Are there any that ignore
18 that as a requirenent or test that you nust neet for

19 eligibility for clause recovery under Item 10?

20 A | think the three exanples that |I've provided
21 are exanples that would typically be base-rate

22 recoverable itens, yes.

23 Q Ckay. So, those net the tests that's in the
24 first clause of Item 10, right?

25 A Yes.
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1 Q Ckay. Al right. Let's nove away fromt hat
2 to Page 23, the -- | guess, what |I'll call the second
3 part of the Item 10 test, which is that it wasn't
4 recogni zed or anticipated in the 2013 test year. D d
5 you see that?

6 A Yes.

7 Q Is that a fair characterization of what you're
8 saying here?

9 A Yes.

10 Q So, isn't it true that you cannot state that

11 the 2013 test here forned the basis for FPL's current

12 base rates that were set in the 2 -- 1200015 docket ?

13 A The 2013 test year was the basis, both filed,

14 litigated, and decided for our current rates.

15 MR, REHW NKLE: Ckay. M. Chairman, | would

16 li ke to pass out an exhibit. And naybe we can --

17 this line of questioning will take us up to about

18 6: 00.

19 CHAI RVMAN GRAHAM Al |l right.

20 MR. REHW NKLE: And this, again, is a

21 Comm ssion order. It's -- I'"ll call it an excerpt

22 from Order 130023, which is the 2012 case. |

23 didn't include all the tariffs and that. So, it's

24 an excerpt in that -- to that degree.

25 THE WTNESS: | didn't get an exhibit nunber
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1 on it.

2 MR. REHW NKLE: He didn't give one --

3 THE WTNESS: No? kay.

4 MR. REHW NKLE: He's not going to give us --

5 we can't nmake Mary Anne nad. So, we can't get

6 exhi bit nunbers for orders.

7 THE WTNESS: | was trying to do ny job here.
8 CHAl RVAN GRAHAM My dad taught nme a long tine
9 ago, in if mama ain't happy, nobody's happy.

10 MR REHW NKLE: | think I nmade Mary Anne mad
11 one tinme a few years back. And | decided never to
12 do it again.

13 (Laughter.)

14 BY MR REHW NKLE:

15 Q Ckay. Do you -- do you have this -- and
16 I gnore the pages at the bottom Let's just use the
17 order -- the Comm ssion order pages that are at the top,

18 If that's okay with you.

19 A Ckay.

20 Q | took this fromthe appendix that we filed
21 with the Suprene Court, which, by the way, you'll agree
22 that this order was taken up on appeal and recently

23 affirmed by the Suprenme Court in 2014, right?

24 A Yes.

25 Q Wul dn't you agree that the Conm ssion
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accepted a stipulation between certain parties and FPL,
and after sending the parties off to negotiate further
at the agenda where they considered the stipulation and
the stipul ated revenue requirenent was reduced further
by about $18 nmillion, that the Conm ssion, then,
approved a revenue requirenent through this stipul ation?
A "1l accept that. | know sone changes were
made. Modest changes were nade, yes.
Q And so, that is recounted on Page 2 in the
second full paragraph at the very bottom "Upon
conpl etion of our discussion" -- do you see that

sentence? Near the bottom of that paragraph.

A The second full paragraph?

Q well, yeah --

A The first -- |I'mon Page 2.

Q O the order, you're |looking up at the top.
A Yes, | am

Q On the left. So, "on August 27" is the first
full paragraph. And "on Cctober 3rd" is the second full

paragraph. And then about three-quarters of the way

Yes. GCkay. I|I'mwth you.

kay. So, it --

Ckay. Now, Page 3 of this order, third bull et
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poi nt says, "FPL would be authorized to inplenent a
revenue increase of $378 million effective January 1,
2013. "

And then it says, "The increase would be based
upon" -- "based on the projected 2013 test year billing
determ nates contained in FPL's filed mninmumfiling
requi renents.” Do you see that?

A Yes.

Q That neans that they will take the dollars and
they' Il divide themup the way the billing determ nates
were presented in the MFRs, correct?

A Yes.

Q For setting -- for setting the individual
custoner's billings.

If you wll, turn to Page 5 -- actually, skip
that. Let's go to Page 6. And if you want to go back
to Page 5, the fourth bullet point there tal ks about the
gee-braz -- or GBRAs, right? That's the Comm ssion's
characteri zation of those provisions of the settlenment.

A Yes.

Q And then you flip over to paragraph -- to the
top of Page 6. It's the first full sentence says, "For
t he Canaveral nodernization project, the revenue
requirement will be based on FPL's current rate petition

in MFR'" Do you see that?
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A Yes.

Q All right. And then again, if you go to
Page 8, there is a sentence -- the first full sentence
at the top of that page says, "All stipulated issues
that were approved in this docket on August 31, 2012,
are superceded by our approval of the revised
stipulation settlenent,” right?

A Yes.

Q Now, you testified in both phases of this --
of that docket, right; in the regular case and then on
the hearing on the stipulation, right?

A No, | was not a settlenent w tness.

Q You were just on the first part, right? But
you're very famliar with this order, right?

A (Noddi ng head affirmatively.) Unh-huh.

Q Can you point to ne anywhere in the
stipulation of the order where it says that this was
based on the MFRs -- the revenue requirenent was based
on the MFRs?

A VWll, | could sit and reread it. |'ll accept
that -- the words are not there. | do know that, you
know, we filed a case. Gas reserves were nowhere in
t hat case. Nobody thought about gas reserves. There
was no estimate for the gas reserves. W settled the

case. And the Conm ssion approved that settlenent. So,
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we know it was not a part of that.

Q Well, ow, what we don't knowis the basis for
the settlenent, do we? Wisn't it what's called a bl ack-
box settl enment?

A Wll, I -- | don't know what was ultimtely
deci ded on the part of the Suprenme Court. But there had
to be a basis for settlenment. And it began with our
MFRS.

Q But the order and the stipulation don't
reference MFRs. The MFRs are referenced for billing-
determ nate reasons and for Cape Canavera
noderni zation; isn't that right? W just established
that, right?

A The sections we read, that's correct.

Q Yeah. Whuldn't you agree that this is what's
known as a bl ack-box settlenent, which neans that the
basis for the revenue requirenent is not disclosed and
there is just an agreed-upon bottomline nunber for the
pur poses of the revenue requirenent?

A | think there is a lot nore than a bl ack-box
settl enent.

Q So, you would disagree that that's what this
was ?

A Yes. | would not describe this as a bl ack-box

settl enent.
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1 Q Wul d you accept, subject to check or should I
2 hand out testinony, that the South Florida Hospital
3 wtness, Lane Collin, characterized it as a bl ack-box
4 settlenent?
5 A | would accept that. That's his
6 characterization. | know there were no gas reserve
7 estimates in our filing. And | also know that there is
8 nothing in the settlenent record that tal ks about gas
9 reserves. And that's the instant issue here. 1It's not
10 whether or not this was called a bl ack-box settlenent or
11 not .
12 Q The issue is whether the cost related to the
13 gas reserves could have been included in the settl enent,
14  right?
15 A That's correct. Al the Conmm ssion was trying
16 to do in the order was ensure that there was not a
17 doubl e-di p occurring, which clearly, in this case there
18 IS not.
19 Q Ckay. But that part of Item 10, you think the
20 Comm ssion should follow, but they should ignore the
21 first part.
22 A The Comm ssion has always foll owed a cl ear
23 Intent to ensure that rates are set based on reasonabl e
24  costs. And that would include ensuring that we do not
25 collect the sanme cost nore than once.
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MR. REHW NKLE: Ckay. M. Chairman, | think I
have asked the | ast question | have for this
wWitness on this order. |I'mgoing to nove to
another topic. | can do that or --

CHAI RMVAN GRAHAM  Go ahead and start.

MR, REHW NKLE: Keep goi ng?

CHAl RVAN GRAHAM  Yeah.

MR. REHW NKLE: Ckay.

BY MR REHW NKLE:

Q The subsidiary that you've nentioned in your
testinmony, GRCO -- if | say gree-co, that's what we
mean, right? | won't call it --

A "Il understand that you nean Gas Reserves,

Q Ckay. That conpany -- if this is approved,
that will probably get a new nane, but it will be the
subsidiary that's referenced in your testinony that wll
house the assets, right?

A That's our proposal, correct.

Q Now, you call it a regulated subsidiary. And
| think earlier in response to a question fromne or
maybe in your summary you called it a fully regul ated
subsidiary; is that right?

A Yes.

Q What is your definition of fully regul ated?
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A That the rates associated with that activity
are established by this Conm ssi on.

Q Ckay. What about the activities of the -- of
t hat subsidiary?

A Well, | think to the extent this Conm ssion
del i berates on our proposed commercial interest in the
Whodford Project, they are approving that investnent.
They will certainly not be regulating the operations
that go on. But then they would have responsibility for
regul ating the rate-setting that would result fromthose
activities to produce natural gas fromthose
I nvest nent s.

Q Ckay. You woul d agree, would you not, that
even though FPL is characterizing itself, assum ng you
take USG s interest and this is approved by the
Commi ssion -- you're not characterizing yourself as an
operating partner. You will have operational activities
in working with the joint-venture partner in this
project, right?

A Right. W will manage our interest. W wll
participate in the devel opnent of the reserves as a non-
operator, correct.

Q Ckay. And for purposes of this project and
any future projects that you woul d undertake under the

gui del i nes, you woul d not propose to be an operating
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partner in any of them right?

A Yes, that's ny understanding. |'mnot the
witness testifying to the guidelines.

Q Ckay. But you're here to talk about the
regul atory treatnent of the subsidiary, right?

A Yes.

Q kay. Since FPL and its subsidiary wll not
be the operators of the gas reserves properties, the
Florida Public Service Conmi ssion will not have any
regul atory authority over the actual natural gas reserve
operations and activities including nmanagenent deci sions
of either FPL or its joint-venture partner in the

Wbodf ord, right?

A "Il take that in two pieces, if it's okay.
Q Sur e.
A The first instance -- the first part of the

question tal ked about whether or not the Comm ssion
woul d be able to regulate the operations of our joint-
venture partner. And that would be the case. There are
many ot her |ayers of regulation that are actively, you
know, overseeing the activities of gas reserves
devel opnent, but this Conmm ssion would not.

However, the second part of that question went
to their review of our role as manager in that -- in our

interest. And they would clearly be in the driver's
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seat, as they are today, in review ng the actions that
we take on behalf of our custoners in determning

whet her those actions and the resulting costs were
prudent and should result in recovery of those costs.

Q When you say those actions, tell ne what type
of actions would typically be subject to the
Conmmi ssi on's oversight and revi ew?

A | think we've tal ked about that with Wtness
Forrest today; that there will be decisions that we'l]l
make as a non-operating participant in the investnent to
consent or non-consent. There wll be active nonitoring
of what goes on at the well site during devel opnent,
certainly, and the drilling of the initial well.

So, the Comm ssion will be |ooking at the
deci si ons we nake as a non-operator-owner in those
I nterests and deli berating on whet her those deci sions
and actions were prudent.

Q So, just to be sure, you're tal king about a
joint venture. So, there will be decisions that you
w Il be making together with PetroQuest, right?

A That's ny under st andi ng.

Q So, to the extent that you're in a room
maki ng deci si ons about consenting or non-consenting to
wells, the Comm ssion will be able to see all of that?

A Well, the Conm ssion reviews all of our
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actions -- activities associated wth clause recovery,
both on a projected basis -- so, we lay out for the
Comm ssion what we intend to do froma cl ause-recovery
perspective, actions we intend to make.

And we have joint-venture arrangenents, as
you're well aware, that flow through the various cl auses
t oday, environnental capacity and fuel. And we are not
conpl etely passive, though we don't operate those
I nterests. The Conm ssion reviews those costs both
before and after. This would be a simlar construct.

Q So, if there is a decision nade about whet her
or not to consent to a well, the Comm ssion will have
all the information that you have with respect to
whet her to consent to that well?

A Wll, if they so desire.

Q Ckay. That's the intent and that's the scope
of regulatory oversight that you' re agreeing to?

A VWell, the Comm ssion at any point has access
to any information that the conpany utilizes to manage
Its business. So, to the extent we have information
avail able to us that inforns our decision and the
Comm ssi on, you know, wants to see that information, |
woul d i magi ne we would be providing that. | don't know
what they will ask for in the future. |'msure that

remai ns to be seen.
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1 Q kay. So, even if this involves
2  conmuni cations and conversations that you have with
3 PetroQuest, the Comm ssion wll be able to see those?
4 They would be able to review the full extent of those
5 Dbusiness dealings?
6 A | think I was thinking about docunentati on,
7 right?
8 Q Ckay.
9 A We don't typically do a transcript of every
10 conference call we m ght have with our Georgi a Power
11 operators of Scherer, but we do have docunentation of
12 decisions that are nmade. And those are avail able for
13 the Comm ssion and parties to review.
14 Q " mglad you nentioned Scherer. That's owned
15 by Georgia Power Conpany, right?
16 A They are the operator. There are nultiple
17  owners.
18 Q Ckay. You have an undivided --
19 A W do.
20 Q -- interest as joint tenants in conmon, right?
21 A We do have an undivided interest. W
22 proportionately consolidate that --
23 Q Ckay.
24 A -- interest.
25 Q Now, the CGeorgia Public Service Comm ssion
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1 fully regulates Georgia Power, as far as you know,
2 right?
3 A Yes.
4 Q So, between the Florida Conm ssion and Georgia
5 Comm ssion, all of those activities are fully regul ated
6 and fully overseen by one or both Public Service
7 Conmmi ssi ons, right?
8 A That's correct.
9 Q Al right. Now, PetroQuest, on the other
10 hand, doesn't have a Public Service Comm ssion that's
11 overseeing their activities, right?
12 A They are not a regulated utility enterprise.
13 There is, again, nuch regulation, as | understand it, on
14 the exploration and production activities associ ated
15 wth gas reserves. They are not out there doing
16  whatever they would Iike.
17 Q But the Public Service Conm ssion could only
18 see your side of the story with respect to any
19 transactions that you were to need to explain to them
20 with respect to the prudence of any activities in the
21  Wodford Project, right?
22 A |"mnot sure if | understand what you nean by
23 our side of the story. As we would have an undi vi ded
24 Interest, all transactions are relevant, right? W
25 would incur our proportional costs associated with all
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of the activities. All docunentation in support of
those transactions is relevant. The information that we
would rely on in our nmanagenent of our investnent would
be available to the Comm ssion.

Q But you're not nmaking all the decisions that
are the result of the joint venture in the Wodford,
right? It's --

A Just as we are not at Scherer, as Scherer PP,
there is an operator. There needs to be an orderly
managenent of the activities.

Q Ckay. So, is it your testinony here -- |I'm
just trying to understand the scope of what you say the
Commi ssion's authority is. WII the Conm ssion be able

to review PetroQuest's reasons for not proposing to you

to drill certain wells?
A W have a drilling plan already laid out with
PetroQuest. So, is your question if a well is not

drilled, would the Comm ssion be able to understand why?
"' mjust uncertain of your question because there is a
clear plan. It supports the costs that we' ve esti mated.

Q But you agree that the plan could change,
right?

A Yes, it has. W've tal ked about that.

Q All right. So, if PetroQuest didn't propose a

wel | that you thought they should propose, would the
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1 Conm ssi on be able to understand PetroQuest's reasons

2 for not proposing to drill a well and departing fromthe
3 drilling plan as it exists today?

4 A Yes. |If there is a delay, we understand the

5 nature of the delay, the Comm ssion can certainly ask us
6 for information in support of that delay. There is no

7 cost associated with that del ay because we have not

8 prepaid for that drilling. But yes, the information the
9 conpany has woul d be available to the Conm ssi on.

10 Q So, ny question to you was will the Comm ssion
11 be able to review PetroQuest's reasons for not proposing
12 to drill wells?

13 A To the extent information is available to us,
14 it's available to the Comm ssion.

15 Q So, there will be kind of -- you'll be their
16 surrogate as far as understanding that, right? "They"
17 bei ng the Conm ssi on.

18 A W're the incurring party for any costs.

19 Anything the Comm ssion wants to | ook at, we're the

20 party engaging in -- in the activity, itself, in making
21  the decisions about the incurrence of costs, in

22 negoti ating contracts around the cost. And yes, the

23 Comm ssion has that information avail abl e.

24 Q kay. The Conmi ssion will not be able to

25 determ ne whether PetroQuest has prudently or reasonably
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eval uated whether the cost to drill or the market price

for gas were sufficient reasons for not proposing to

drill, will they?

A We have a drilling plan. And we have consent
and non-consent rights. | think your hypothetical
assunes that PetroQuest just decides not to drill on

their own because of sone adverse change in market
prices. Am | understandi ng your question correctly?

Q "' masking you, if that's the reason they
state, will the Comm ssion be able to understand that
and make a determ nation whether it's prudent on their
part. "They" neani ng PetroQuest.

A Yes, | think any -- any change in the plan is
going to be subject to deliberation, first by the
conpany. And certainly that information would be
avail able to the Conm ssi on.

Q Ckay. |'mprobably going to need to start

I nsisting on yes or nos --

A Okay. | apol ogi ze --

Q "' mnot really understandi ng your answers.

A "' mtrying.

Q So, let nme reask this question and see if |
can get a yes or no. Isn't it true that the Comm ssion
w il not be able to determ ne whet her PetroQuest has

prudently or reasonably eval uated whether the cost to
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drill or the market price for gas were sufficient
reasons for not proposing to drill a well, if that's
what they deci ded?

A No, | do not believe so. | think any reason
for deciding to deviate fromthe plan would be apparent,
under st ood, and nade available to the Comm ssion.

Q So, woul d the Conm ssion be able to nake a
prudent determ nation about PetroQuest's actions in that
regard?

A No. | think the Conm ssion would be
determ ni ng, hopefully today, now, whether our
contractual arrangenent and our commercial arrangenent
wth PetroQuest will afford us the best opportunity to
be able to drill all those wells, which we have
testified we fully intend to do.

Q Ckay. So, would the Conm ssion be able to
det erm ne whet her PetroQuest has sufficiently eval uated
whet her the cost to drill or the market price for gas
were sufficient reasons for shutting in a well?

A The struggle I'"mhaving is that PetroQuest's
determ nation of action based on market price is not
consistent wth the agreenents, as | understand them

Q Al right. Wll, let's take the market
price -- let ne ask it this way: Wuld the Conm ssion

be able to determ ne whether PetroQuest has given
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sufficient reasons for shutting in a well?

A Yes. A shut-in, as | understand it, occurs
typi cally because there has been an event that, in many
cases, would be unforeseen. | think all of these
reasons for activity changes woul d be apparent to our
conpany and to the Comm ssi on.

Q So, the Conmi ssion would be able to nake a
det erm nati on about whet her PetroQuest had acted
prudently in shutting in a well?

A Yes. They -- they can review information and
make a determ nati on about what, yes, their judgnent

woul d be in that circunstance.

Q Do you know what delay rentals are?

A "' msorry?

Q Do you know what delay rentals are?

A No.

Q You' ve --

A |'ve heard the term 1've heard the term but

| can't recall.

Q Wul d you agree that there are paynents that
are -- that allow an operator or driller to -- to make
inlieu of drilling in order to preserve the |ease
during the primary termof the | ease?

A Yes. Thank you for that pronpt. | --

Q Ckay.
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A | do agree that's ny understandi ng, yes.

Q Now, woul d the Conmm ssion be able to make a
determ nati on about whet her PetroQuest had prudently
managed its obligations, if it had any, with respect to

t he paynent of delay rental s?

A Yes, that information would be avail abl e.
Recall, this is a very short drilling schedul e.
Hopefully, we will be able to execute as such. And

delay rentals should not be an issue if we conplete
drilling by 2015.

Q Ckay. So, it's your testinony there won't be
any delay rentals paid?

A It's ny testinony that it is a very short
drilling schedule. Delay rentals, as | understand,
usually conme into play when you have an el ongat ed
schedule and a risk of losing the opportunity to dril
under existing | eases.

Q Ckay. You're proposing in this case to use
sonet hing call ed successful effort accounting, which is
a part of ASC 932; is that right?

A That's correct.

Q And you don't consider yourself to be an
expert on ASC 932, do you?

A Not t oday.

Q Sounds oni nous.
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(Laughter.)
A No, | look forward to being an expert sone
day.

Q You do not consider yourself to be an expert

on this successful efforts nethod of accounting provided

for in ASC 932, do you?

A No, | do not.

Q No one who is enployed by FPL today is an
expert in any of these two areas of accounting, are
t hey?

A No one enpl oyed by FPL, that's correct.

Q And |i kewi se and understandably, you are not
aware of anyone at the Comm ssion who is an expert or
has expertise or experience in these two areas of the

accounting, are you?

A | don't know. But |I'mnot aware, no, of
anyone.

Q It wouldn't be surprising to you, would it?

A Il --

Q | mean, we established earlier that no utility
uses -- has been involved in a gas reserves project --

A | assune.

Q -- under your jurisdiction, right?

A Ckay.

Q | nmean --
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A Peopl e conme and go. Yeah, | nean, maybe it
woul d be surprising. Yes.

Q Al right. FPL's affiliates that engage in
natural gas exploration, drilling, and production
activities currently use the successful efforts nethod
of accounting, right?

A That's correct.

Q And you woul d agree that you are not required
to use the successful efforts nethod of accounting for
GRCO, are you?

A No. | think we've laid out testinony that
denonstrates that would be what we were required to do;
that it is the nethod preferred by the SEC. So, when
you el ect a nethod, you are, wthout seeking a
preferability letter fromyour auditor, you are directed
to use successful efforts.

In addition, we wll have to consolidate
results with our subsidiary -- with our affiliate. A
common nethod is a requirenent.

Q Ckay. So, that's a -- that's a decision nore
driven by what your affiliates are already using, right?

A No, it's a decision driven by both of these
reasons; the SEC preference and the affiliate.

Q Can we turn to Exhibit KO 3, please?

CHAIl RVAN GRAHAM M. Rehw nkl e?
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MR, REHW NKLE: Yes.

CHAl RVAN GRAHAM  Pr obabl y about a good tine
to take that break.

MR. REHW NKLE: Ckay.

CHAl RVAN GRAHAM  It's -- |'ve got about
quarter after six or so. Let's take about an hour.
Let's reconvene at 20 after seven.

MR, REHW NKLE: AlIl right.

(Brief recess fromto 6:15 p.m to 7:20 p.m)

CHAl RVAN GRAHAM M. Rehw nkl e, you have the
floor.

MR, REHW NKLE: Thank you.

BY MR, REHW NKLE:

Q Hel | o, agai n.

A H .

Q | think we were going to turn to KO 3. Your
Exhibit KOO3. And it's true, isn't it, that this is an
estimate of the purchase accounting entry that would be
made by GRCO at the tine it obtains the Wodford
property ownership interest from USG?

A Yes.

Q And this shows that, as of the date of the gas
reserve acquisition fromUSG the amount GRCO woul d
record in Account 211, unproved property acquisition

cost, would be $23 mllion, right?
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A Correct.

Q And for natural gas, USQA Account 105, gas
plant held for future use would be mapped from Account
211 by FPL in preparing its consolidated financi al
statenents, right?

A That's what we proposed.

Q Ckay. And these dollars would be included in
the i nvestnent upon which a return would be applied in
the fuel cost recovery clause cal cul ati ons, correct?

A That's correct.

Q You don't know wth any certainty by what date
FPL wll know if all of the anmpunts included in the

$23 nmillion for unproved property acquisitions costs

wll be determned to be proved, do you?
A No. They'll be re-categorized as the wells
are drilled. They'll nove froman unproved to a proved

category as wells are drilled and reserves are affirned.
Q Ckay. So, that woul d be determ ned not only
by adherence to the drilling plan, but success under the
drilling plan, right?
A That's correct.
Q It's true, though, that a portion of the
$23 nmillion could remain in unproved property
acquisition costs for a year or nore, right?

A Well, the drilling plan, as we've discussed,
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1 IS quite conpressed; a year, hopefully. And so, they

2 would not remain there for Iong under the current plan.
3 Q But it is possible.

4 A Certainly.

5 Q As you sit here today, you do not have a firm
6 estimate of how long that investnent m ght show a

7 positive bal ance, do you? O that account, 211, m ght

8 show a positive balance for the Wodford Project, do

9 you?

10 A | do not have an updated drilling plan.

11 Q During the tine that any investnent remains in
12 unproved property acquisitions costs, FPL would not be
13 recei ving any natural gas from such unproved properties,
14  wll they?

15 A That's correct.

16 Q And accordingly, custoners would pay a return
17 on the cost that would be included in the fuel cost

18 adj ust nent cl ause even though no gas would actually be
19 extracted and provided to FPL, correct?

20 A That's correct. It's analogous to a situation
21 where we have planned for future use that's in rate base
22 earni ng and return.

23 Q And under successful efforts nethod of

24  accounting, if a well that had not been previously

25 proved is determ ned not to have recoverabl e gas
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reserves, it will be witten off or expensed, right?

A That's correct.

Q And any capital costs associated with that
unsuccessful well would, then, be -- would also be
expensed, right?

A That's correct.

Q And under FPL's proposal, the cost associ ated
with that well that is determ ned not to be productive
wll be flowed through as an expense in the next
avai |l abl e fuel cost recovery clause, right?

A Right. | nmean, our ratemaking typically
mrrors our accounting. So, at the tinme the cost is
I ncurred, that's when, generally speaking, it's included
in rates unl ess the Comm ssion nakes a decision to defer
and anorti ze.

Q So, if you expense costs associated with the
well, that would add to the variability or the
volatility of the gas reserves cost, right?

A Right. [I'll remnd you that a well is
estimated to cost about $5 mllion to drill under the
pl an.

Q And under the Wodford proposal, if a well is
abandoned or closed or deened unsuccessful, as we just
di scussed, it is witten off, right, under any of those

scenari 0s?
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1 A That's correct.

2 Q Li kewise, if the operator lets the | ease for a
3 particular well |apse by not paying delay rentals or not
4 starting drilling in a tinely fashion, the cost of that
5 well would be expensed or witten off, right?

6 A VWll, there wouldn't be a well under your

7 hypot hetical. There would be --

8 Q There woul d be a cost associated --

9 A If | understand it correctly, there would

10 be --

11 Q Any capital cost associated wth that

12 | easehol d.

13 A Wth the property.

14 Q Yes.

15 A Yes, if there is no way in which the property
16 can be devel oped, it would be witten off.

17 Q Ckay. If the operator lets a | ease for a

18 well, a producing well, lapse by not continuing to

19 produce gas during this secondary termof the | ease

20 governing that particular well, FPL would al so expense
21 the witeoff in the next nost current fuel period,

22 right?

23 A | don't understand the question because |

24  don't understand how you woul d have a produci ng wel |,

25 which I think was part of your setup of the question,
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1 that we would then wite off.
2 Q If the well was producing, but it was shut in

3 for whatever reason and not produced and they didn't pay

4 delay rentals -- in other words, they let the | ease

5 | apse because it didn't produce --

6 A kay. It had ceased to produce.

7 Q Ceased to produce, yes.

8 A kay. And it could not, under any

9 circunstances in the future, restart production -- is

10 that --

11 Q Correct.

12 A -- the hypothetical?

13 Q Yes.

14 A Yes, a non-producing property would have to be
15 expensed.

16 Q Ckay. During the tine that -- let's assune

17 that a well in the Wodford would be shut in for any --
18 for whatever reason -- do you understand a shut-in well?
19 A | -- 1 understand it froma layman's

20 per specti ve.
21 Q It would be a well that was capped or not

22 producing for a --

23 A Per mnent | y?
24 Q -- period of tine?
25 A Tenporary?
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1 Q Yes

2 kay

3 Q You woul d pay the shut-in royalties in order

4 to be able to do that, right?

5 A ["'m-- | don't know. |I'mtrying to understand
6 the question.

7 Q Ckay. Do you know what shut-in royalties are?
8 A No.

9 Q Wul d you accept that those are royalties that
10 you pay to preserve your ability to produce gas for a

11 producing well that you shut in or tenporarily close?

12 A Ckay. 1'll accept it.

13 Q kay. While a well is shut in, FPL wll stil
14 I ncl ude the unrecovered capital costs associated with

15 that well and the fuel cost recovery, right -- fuel cost
16 recovery clause, right?

17 A Yes, assuming a property was either proved or
18 probabl e and the cost had been incurred, if for whatever
19 reason, there was a delay in production -- |I'mnot sure
20 If that's what your hypothetical is -- there would be
21 | ess depletion, but a return would continue to be
22  earned.
23 Q Ckay.
24 A Just |like a power plant that's an outage.
25 Q Let's tal k about that for a second. |If you
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have a power plant that's in an outage, you don't stop

depreci ating that power plant, do you?

A That's correct.
Q Ckay. That would be a difference between a
wel | that was not producing, but still earning a return

on the un-depleted i nvestnment and a power plant that was
not producing. It would -- the net plant bal ance would
continue to go down for the plant, but not for the well,
right?

A Right. A well only depletes as you produce.
But the analogy | was naking was to the earning a return
while it was not producing.

Q Ckay. |If FPL decides to reduce the production
volunme fromexisting wells for any reason, the depletion
period woul d either be extended or the depletion would
be del ayed, wouldn't it?

A If it could not produce quicker in |ater
periods, yes, that would be the arithnetic.

Q Are you famliar with the provision in the
guidelines that are attached to M. Forrest's testinony
that discuss delaying the drilling plan or reducing the
production volunme fromexisting wells in the event of
unexpected price declines?

A No.

Q Do you have a copy of the --
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4 t hat .

6 production volune in the event of unexpected natural gas
7 price declines, custoners would be charged the market

8 price for

9 mar ket, and they would al so be paying a return on any
10 capital costs incurred for the investnent in the wells
11 for which the drilling had either been del ayed or the

12 production vol unme reduced, correct?

13 A

14 assunes we woul d be naking up the | ost production

15 through a market purchase.

19 types of fuel costs would be passed through the Fuel

16 Q
17 A
18 Q
20 Cl ause,
21 A
22 Q
23 A
24

25

correct? The return --

| don't.
-- guidelines with you? Ckay.

|f FPL decides to reduce the -- well, strike

If FPL either delayed drilling or reduces the

natural gas through FPL's purchase in the

Yes. | assune your -- your hypothetical

That's correct, yes.
Yes.

Ckay. And under such circunstances, both

Yes.

-- and costs associated with the well --

Under our proposal and the current recoveries.
MR, REHW NKLE: Excuse ne for a second.

CHAI RVAN GRAHAM  Sur e.
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1 MR, REHW NKLE: |'m marking off questions. |
2 think this wll be productive tine.

3 CHAl RVAN GRAHAM | |i ke watching you turn the
4 pages |like that.

5 BY MR REHW NKLE:

6 Q You are planning to, if this transaction is

7 approved, record on FPL's books the investnent in GRCO
8 and Account 123.1, investnent and subsidiaries; and 145,
9 not es receivabl e, associ ated conpanies, right?

10 A When we report unconsolidated FPL results.

11 Q Ckay. Let's look at KO1, if you woul d,

12 please. | think we tal ked about this one earlier. This

13 s the MOU?

14 A Yes.

15 Q Now, you did not negotiate this docunent,

16  right?

17 A "' msorry?

18 Q You didn't negotiate this docunent?

19 A No.

20 Q Thi s nmenmorandum of understanding --

21 A No, | reviewed it.

22 Q But it's attached to your testinony, so -- on

23 Paragraph C, if | could get you to look at that, a

24 little nore than hal fway down or naybe hal fway down at

25 the far right, there is a sentence that starts "each."
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1 Do you see that?
2 A Uh- huh.
3 Q It says, "Each" -- "The conpany has
4 I ndependent |y approved the project on the basis that
5 each conpany was willing to assunme for itself all of the
6 rights, obligations, and liabilities of the project as
7 of the closing date and the potential rights,
8 obligations, and liabilities of the project that
9 mght -- that may arise in the future. Do you see that?
10 A Yes.
11 Q Now, the closing date here was back in June,
12 right, the 18th, in Paragraph A?
13 A Yes.
14 Q Ckay.
15 A Just wanted to affirmthat it wasn't talking
16  about the transfer date.
17 Q All right. So, you didn't record any
18 liabilities or you wouldn't be -- at this tine, you do
19 not foresee a recording in the liabilities -- let ne
20 strike that.
21 Are there any liabilities that you expect to
22 record for what's happened before the cl osing date?
23 A Wen we transfer -- KO 3, denonstrates what we
24 estimate to be the case of transfer date, which is the
25 assunption of the property and recordi ng of those
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1 capital charges.

2 There will certainly be working capital that

3 wll be assuned, right, for production and processes, as
4 there is in any acquisition of business or assets. So,
5 there could be operating liabilities that are assuned,

6 payabl es, trade payables that have to be paid rel ative

7 to upcom ng production that we woul d assune.

8 Q Ckay.

9 A There are no contingent liabilities -- that's
10 nore the nature of your question.

11 Q Yes, it is.

12 A That |I'm aware of, yes.

13 Q Thank you for the clarification.

14 Potential obligations or liabilities that may
15 arise in the future -- again, FPL isn't recording any

16 ki nd of provision for paynent of liabilities, are you,
17 associated with this?

18 A We' re recordi ng nothing.

19 Q Yeah. |If there are |and disputes or disputes
20 over the ownership of mneral rights or past-due

21 royalties, would FPL record their share of those in this
22 transaction?

23 A | -- I think it's an awfully difficult

24  question for ne to answer wi thout a whole |lot nore

25 facts, right?
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Q Ckay.

A At the tinme of transfer, that's when we w ||
assune the net book value cost and, you know, the rights
and responsibilities at that point in time noving
f orwar d.

Q Ckay. If there is sonme sort of environnental
harm t hat occurs that are not covered by a bond or sone
other surety, and they were ultimately determ ned to be
owed by the joint venture, would FPL have a share of
t hat based on your operating agreenent?

A It's very hard for ne to answer. It's so --
It's so broadly hypothetical. | just can't say
unilaterally yes or no.

Q Par agraph E, Subsection D, on the next -- on
Page 2 -- it nentions hedges, if you will, down in the
second half of that sentence. Do you see that?

A Yes.

Q | s PetroQuest going to be able to hedge on gas
that FPL takes out of the Wodford Project?

A These hedges refer to hedges that m ght be
pl aced by USG not by PetroQuest.

Q Ckay. But will PetroQuest be able to hedge?

A | have no idea whether PetroQuest is going to
hedge or not hedge.

Q Wul d USG be able to hedge the gas that FPL
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t akes?

A | don't know why they would -- why they woul d
I ncur a financial cost to hedge the gas that we'l
attribute to us. This had to do with hedges that they
m ght place on at the tinme they held the investnent.

Q Ckay. Do 100 percent of the gas reserve
I nvestnments that you -- that GRCOw I record represent
tangi bl e assets or equipnent that FPL wll own?

A There is both tangible and i ntangi bl es
associated with the investnent and activity and gas
reserves.

Q Wul d you agree that -- that the lion's share

or the majority of the investnent that would be recorded

on FPL's books will represent rights to drill or |ease
I nterests?

A | think in the Wodford case, that could be
true. | certainly haven't analyzed it. |In other cases,
you can buy acreage or surface rights. So, | think it

woul d depend.

Q But for the Wodford, there are no fee-sinple
Interests. These are | easehold -- all |easehold
I nterests, right?

A That's ny under st andi ng.

Q Those | ease interests are the mneral owner's

right to reduce mnerals to possession; is that right?
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1 A | don't know. | think it's described in one

2 of the commercial docunents, if you want to get --

3 Q Yeah, if you can refer ne to one, | would

4 appreciate it.

5 A (Exam ni ng docunent.) Well, it -- now, in the
6 definitions of the DDNI, it tal ks about devel opnent

7 assets being our right.

8 Q Before you --

9 A Title and interest to the mneral interest.

10 Q Before you read, | just don't want to elicit a

11 confidential answer from you.

12 A Ch.

13 Q O confidential docunent.

14 A Sorry.

15 Q | nmean, | don't knowif | was about to, but I

16 would urge you not to do so.

17 A Yeah.

18 Q Vell, et ne ask you this: Wuld you agree
19 wth this statenent that a grantee in a mneral grant
20 does not acquire ownership of oil and gas in place. Do

21 you agree with that?

22 A Right. You have --
23 Q I n Gkl ahoma?
24 A You have acquired an interest in the right to

25 produce the mneral interest, as | understand it.
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Q Wul d you agree that oil and gas, unlike ore
and coal, are fugacious and not susceptible of
ownership -- of ownership --

A You'll have to ask Dr. Taylor that question.

Q Ckay. But you would agree that oil and gas
mneral interests vest no title to any oil or gas which
t he owner does not extract and reduce to possession and,
thus, no title to any corporeal right or interest
attaches?

A | don't --

MR BUTLER. 1'mgoing to object to that as
calling for a | egal concl usion.

A | don't know.

Q Ckay. Wuld you agree that oil and gas are
not capabl e of distinct ownership in place in Cklahoma?

A | don't know.

MR, BUTLER: (Object on the sane basis.
CHAI RMVAN GRAHAM  He' s novi ng on.
BY MR, REHW NKLE:

Q Wul d you agree that the mneral interests
that FPL woul d have an interest in it would be booking a
recording as investnent, on your books woul d be
represented nerely by the right to take fromthe soi
such that -- and it would be anal ogous to the right to

hunt ?
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"1l withdraw --

A VWll, | know that there are tangi ble assets
that we will acquire and there are intangibles. Just as
you woul d | ook on our books and records today, we have
I nt angi bl e assets and tangi bl e assets.

Q Okay. But the value of the -- the interests
that you're recording on your books is going to be based
not on what's in the soil, but what you can -- you and
your joint-venture partners can take out of the soil
right?

A Well, the --

Q Qut of the ground.

A The costs we're going to pay is to drill these
wells. And that includes -- well, and including carry,
which is rei nbursenent of sone of the acquisition costs.
That's -- there are hard assets involved in drilling

these wells and producing the commodity.

Q But not all of themare hard assets, right?

A That's correct. |'ve agreed with you that
there are tangible and intangible -- real property and
I nt angi bl e.

MR, REHW NKLE: Ckay. M. Chairman, those are
all of questions | have. Thank you.
CHAI RMVAN GRAHAM  Thank you.

Ret ai | Feder ati on.

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 12/1/2014

459

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR. LAVIA: No questions, M. Chairnan.
CHAl RVAN GRAHAM M. Moyl e.
MR, MOYLE: Thank you, M. Chairman.
CROSS EXAM NATI ON
BY MR MOYLE:

Q Good evening, Ms. Qusdahl .

A Good eveni ng.

Q In response to a question from M. Rehw nkl e,
you said essentially that this oil and gas venture in
Ckl ahoma -- that nobody saw this comng. This was
unforeseen by the parties and the Conm ssion; is that
right?

A W were tal king about that in the context of
the |ast rate case, which was litigated in 2012 for a
2013 test year.

Q Ckay. You woul d agree al so, wouldn't you,
that the Legislature didn't see this comng or hasn't
seen this com ng?

A | don't know what the Legislature sees or
doesn't see.

Q There is no express legislation that you're
aware of that gives this Comm ssion the ability to
consi der or approve the oil and gas venture that you're
proposi ng, correct?

A That's correct.
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Q Wal k me through, if you would, howthis is
going to work. Assune that the Conm ssion -- that your
request is approved in toto, everything -- you get

everything you ask for, and you've got these guidelines

I n place.

And | talked to M. Forrest about the 750 --
let's just assune that every -- it's used, the 750 for
t he purposes of our conversation -- that the sum of

750 mllion per year is invested in qualifying oil and
gas projects. Ckay?

So, with your -- at your average wei ghted cost
of capital, in year one, what return would that be for
Fl ori da Power and Light?

A | don't know. | nean, | think when you' ve --
oh, excuse ne. Wen we've tal ked about this previously,
| referred you to the 109 -- you know, the netrics that
we have in the instant case as representative views of
revenue requirenments and return.

Q Can you --

A | haven't prepared a cal cul ation.

Q Can you ballpark it for nme?

A No. | nean, to -- the investnent -- the
return earned in the investnent depends on the speed at
whi ch you devel op the properties, the depletion rate,

how | ong you produce -- | nean, there -- | -- no, |
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1 can't. | can't.

2 Q Not capabl e -- capabl e of being determ ned?

3 A | cannot.

4 Q And you're the best accounting w tness we've
5 got in this case, right?

6 A You' re asking nme a hypothetical w thout any

7 set of facts. | nean, we've given you the return

8 estimate for the instant case. | think that's where we
9 should | ook.

10 Q Ri ght .

11 A Ri ght ?

12 Q And | just want to explore it with respect to
13 the 750 mllion, which is the upper Ilimt. 1It's not a
14 hypot hetical. |[It's the upper limt of your qguideline,
15 right?

16 A Right. But there are all sorts of

17 assunptions. | just laid out a quite a few of those --
18 Q Ri ght .

19 A -- that go into developing that return

20 cal cul ati on.

21 Q Because you don't know how quickly the well is
22 goi ng to deplete.

23 A Il --

24 Q We have this new accounting, and it could be
25 depleted in three nonths or six nmonths or nine nonths --
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1 A You know - -

2 Q So, you say | need to tell you howlong it's

3 goi ng to be depl et ed?

4 A The next investnent, we could be paying in

5 advance. There could be a conveyance where we had to

6 pay in advance. W're not doing that with this

7 I nvest ment .

8 There are so nany variables. And clearly, I'm
9 not able to give you a netric. Again, | suggest we | ook
10 at the evaluation that you' ve been crossing folks on all
11 day.

12 Q Ckay. Well, | appreciate that. But | want to
13 stick with the 750.

14 So, if you did ROE of 10.5 percent on 750,

15 it's north of 750 -- that's 75 mllion, right? 10.5

16  percent is --

17 A That's the arithnmetic that you're performng.
18 MR, BUTLER. So, M. Myle, you' re applying

19 the equity conponent to the entire investnent?

20 MR, MOYLE: Yes, unless -- unless your w tness
21 tells me that's not the right way to do it.

22 BY MR MOYLE:

23 Q s that the right way to do it?

24 A | don't know what -- M. Myle, | don't know
25 what you want nme to try to do for you. If you --

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 12/1/2014

463
1 Q What | would Iike you to do for ne is to tel
2 me how this is going to work, assumng this deal gets
3 approved, and it goes on for 20 years and FPL nmaxes out
4 750 mllion per year for 20 years, what kind of nunber
5 that |looks like for the ratepayers.
6 A | -- | cannot --
7 Q You can't answer.
8 A -- give you that answer. | wll tell you it
9 wll be whatever the cost of capital is as determ ned by
10 this Comm ssion on the investnents we prudently make.
11 Q What's your current cost of capital?
12 A It's 10.5 percent m dpoint.
13 Q This 750 mllion per year is additive,
14 correct? It's not a one-tine cap -- we're not going
15 over 750. It's like, in year one, you can do 750; in
16 year two, you can two 750; in year three, you can do
17 750. |Is that your understandi ng?
18 A That's ny understanding. |'mnot the
19 gui del i nes w tness, but that's ny understandi ng.
20 Q Ckay. So, with respect to earning on that and
21  what ratepayers would pay, in year two, it would be 750
22 and 750 -- it would be 1.5 billion; in year three
23 another 750, 2.25 billion; is that correct?
24 A I f you assune no depl etion.
25 Q And you had tal ked about drilling these
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1 wells -- that the drilling tineframe is rather short.

2 There is a difference between drilling and operations,

3 correct?

4 A Producti on, yes.

5 Q Production. And production goes on for a |long
6 tinme.

7 A That's ny under st andi ng, uh-huh.

8 Q 20, 30, 40 years?

9 A It can. That's ny understandi ng.

10 Q Can you envision any scenari o where FPL does
11 not make noney on this deal? | say this deal, the

12 Wodford deal ?

13 A Are you saying --

14 Q How it's set up?

15 A By sayi ng maki ng noney, are you defining that
16 as earning our required cost of capital on the

17 I nvestnents that we nake?

18 Q Yes, ma' am

19 A | think Wtness Forrest posited sonme exanpl es
20 where a return would not be earned.
21 Q Yeah, and | didn't -- | didn't really
22 understand it, which is why |I'm asking you that
23 question. | think he said -- as | recollect his answer,
24 he said, well, maybe this Conm ssion could | ower the ROE
25 and, therefore, rather than earning a 10.5 percent ROCE,
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we mght earn a lower ROE. I|Is that how you under st ood
it?

A | think that was part of his answer.

Q To nme, that's different than saying you don't
earn any noney. You woul d agree, correct?

A Yes. The conpany is going to have to invest.
The custoner will not pay for the investnments upfront.
The return on equity is our cost of capita
rei mbursenent for our cost of nmeking that investnent.

No different than if it were a power plant.

Q Yeah, | don't think we disagree on that -- on
that point. Wat |I'mtrying to explore with you is, you
know, is there a scenario that you can envi sion where
FPL sharehol ders do not earn a return on noney invested?

A | think we woul d have to have an i nprudent
action. W would have to be inproperly managi ng our
I nvest mnent on behal f of custoners.

(Wher eupon, proceedi ngs continued in Vol une

4.)
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