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1 PROCEEDI NGS

2 Wher eupon,

3 KI M QUSDAHL

4 was called as a wtness, having been previously duly

5 sworn, was exam ned and testified as foll ows:

6 CONTI NUED CROSS EXAM NATI ON

7 BY MR MOYLE:

8 Q So, just to take that, the only way that you
9 believe that FPL doesn't earn the return on their

10 I nvestnment is if this Conm ssion says you were

11 | mprudent ?

12 A That's right. It's a required cost. W

13 would have earned that cost if we acted inprudently.

14 Q And we tal ked about this in your deposition a
15 little bit but stated conversely, every expense that's
16 realized as a result of FPL's investnent in this

17 Wodford Project or other projects gets passed through
18 to ratepayers, correct?

19 A That's correct. Expenses are incurred on
20 behal f of custoners. They are the beneficiaries of the
21 producti on.
22 Q So, would you al so agree that there's not
23 much risk associated to -- there's not nuch risk
24  associated with this deal for FPL sharehol ders and t hat
25 the only risk we've identified is this Conm ssion m ght
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1 deem a decision inprudent or this Conmm ssion m ght |ower
2 the return on equity and there's no operational risk.

3 A Well, | think there's execution risk on any
4 of the activities we engage in as a regulated entity.

5 The Comm ssion reviews our plans agai nst our

6 performance. And if we don't execute properly, there's
7 arisk that we will have a disall owance.

8 Q What execution risk do you have in this

9 proposed Whodford Project?

10 MR. BUTLER: |'mgoing to object to this line

11 of questions because | don't see it relating to

12 Ms. Qusdahl's testinony.

13 CHAl RVAN GRAHAM | guess the question |

14 have -- and | guess |I'mtaking the words right out

15 of his mouth -- is who would be the best person to

16 ask this question?

17 MR. BUTLER: He already asked to M. Forrest.

18 | think that Dr. Taylor has quite of bit of

19 knowl edge about the nuts and bolts of the gas

20 i ndustry. Mybe that's sonething where he can get

21 additional information, but as M. Myle already

22 acknow edged, he went through this whole Iine of

23 guesti ons.

24 So, if M. Forrest, who is really the right

25 W t ness --
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MR. MOYLE: Well, | want to understand the
execution risk that FPL I's going to be incurring
wWith respect to what it's doing in this deal and
how nmuch risk is it taking.

I mean, ny understanding is Wodford is the
operator. They got all the operation risk, and FPL
I s gat hering paper and pushi ng paper through.

CHAl RVAN GRAHAM It sounds like to ne from
M. Butler that this is probably not the best
Wi tness. Either Forrest was or Dr. --

MR. MOYLE: Taylor?

CHAl RVAN GRAHAM  -- Tayl or woul d be.

MR, MOYLE: 1'Il tell you what, how about if
| focus on the paper aspects of this.

BY MR MOYLE:
Q Ms. Qusdahl, wth respect to what FPL has to
do under your understandi ng, they have to gather paper

essentially as it relates to this Wodford Project,

correct?

A | cannot testify as to what the comrercia
teamdoes. I|I'mcertain that it's nore than gathering
paper .

Q Ckay. Well, let nme maybe clarify what |
mean. | nean you have to get these jibs fromthe

PetroQuest, right?
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A Yes, that would be the accounting for the

I nvest nent .
Q ["msorry. Maybe | didn't use the right

term So, you get jibs, and jibs are basically

I nvoi ces?
A Yes.
Q And you aggregate those and put those

together and then prepare a filing, you know, for this
Comm ssi on where you say here's the cost that we
incurred. We think it's prudent. Please pass this
t hrough to ratepayers.
Is that fair?
A That woul d be quite a shorthand version of

what we woul d have to do with our invoices, yes.

Q It's after 8:00. |[|'mgoing for shorthand.
A Al right.
Q And you were asked a | ot of questions by

M . Rehw nkel about what rights the Comm ssion nay have
with respect to | ooking at papers and deci sions and
audits. This Conm ssion wouldn't have the ability to
audit anything related to the PetroQuest entity or the
operating entity, correct?

A It cannot audit PetroQuest. It cannot audit
our vendors. It cannot audit third parties. [t can

audit the entity it regqgul ates.
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Q The best evidence of weights that you nay
have by contract with PetroQuest for these records --
that would be in the contractual docunents attached to
M. Forrest's testinony as conpared to your testinony,;
Is that right?

A Yes. It's in the nodel form agreenent that
y'all spent quite sone tine tal king about today.

Q The liabilities that would flowinto FPL's
subsidiary -- all of those liabilities are passed
through to the ratepayers; is that right?

A Al of the costs of operation, if being
prudently incurred, would be incurred by custoners,

that's correct.

Q And that would include any liabilities,
correct?
A Right. Assets or liabilities, working

capital and commobn expenses.

Q You confused ne when you said that you
thought the limted liability conpany could capture sone
liability if it exceeded the costs of the contract?

A Are you referring now to ny deposition
testinony? Because you and | haven't tal ked about
liabilities today or the LLC. | don't know if you want
to refer to ny deposition.

Q You know what, let's nove on. M. Butler
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used a termthe other day when he was arguing before
this Conm ssion on a notion to dismss. He said really
what this is is capital substitution. Are you famliar
wth the term"capital substitution"?

A No, | need sone context.

Q My interpretation of what he was talking
about was that right now FPL does not earn a return,
does not earn any noney on fuel hedges. |Is that your
under st andi ng?

MR BUTLER | can assure you that's an
I ncorrect interpretation.

MR MOYLE: |'msorry?

MR. BUTLER | can assure you that was an
incorrect interpretation of ny capital substitution
poi nt .

MR. MOYLE: Ckay.

BY MR MOYLE:

Q Let's forget your capital substitution point.
Let nme ask you this: You're responsible for the hedging
filings that goes through the clause; is that right?

A No, but |I'maware of them

Q And as they go through now, there's no return
earned on the hedging program correct? It's just a
strai ght pass-through?

A On fuel hedgi ng?
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Q Yes, ma' am

A There's no investnent, so there's no earned
return.

Q So, in this case, you know, this is being
characteri zed as hedging. In this case, you, in effect,

are now going to be earning a return on what has been
descri bed as hedging, correct?

A On our investnent to provide the physical
hedge to custoners, yes.

Q You're the chief financial officer for

Fl ori da Power & Light, correct?

A No, |'m not.

Q Gve to ne your title.

A Chi ef accounting officer.

Q Chi ef accounting officer. [|I'msorry. You

have famliarity wwth the rating agencies? Part of what
you do is interact wth rating agenci es?

A | have general famliarity, but |I'm not
Interacting with the investors or rating agencies.

Q Well, wth respect to your genera
famliarity, you're aware that PetroQuest is rated bel ow
| nvest ment grade?

A That's what you stated, yes.

MR. BUTLER: |'mgoing to object again. |

don't think this is Ms. Qusdahl's testinony. |
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don't think it's fair cross exam nation of her
testi nony.

CHAl RMVAN GRAHAM M. Myl e.

MR. MOYLE: In her deposition on Pages 132
and 133 -- and the deposition in evidence -- she
tal ks about, "I think ny understanding is
PetroQuest has been in operation for sone tine.
They have adequate liquidity."

She goes on to talk about sonme of the risk
factors. Go to that, you know, the cost of capita
may be quite high.

CHAl RMVAN GRAHAM  Does she go into Wal
Street or any of that stuff?

MR. MOYLE: | think she's tal king about the
10Q which is a filing that's made with the SEC

CHAl RMVAN GRAHAM  All right. 1'Il allowthe

guesti on.

18 BY MR MOYLE:

19

20 I nter

Q "Il represent to you is that in answer to

rogatory No. 35 -- this interrogatory is in

21 evi dence -- that your conpany said that S& gave

22 PetroQuest a B/stable rating and Mody's gave PetroQuest

23 a B3/

24

stabl e rating.

If | showed you the Mdody's and the Standard

25 and Poor's ratings with respect to what those neant,
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1 would you be able to coment on that?

2 A No.

3 Q So, you have famliarity with it, but you

4 just don't have the famliarity with respect to that

5 | evel --

6 A Just general famliarity. M deposition was
7 I n response to you putting an SEC docunent in front of

8 me and asking nme questions. It certainly wasn't ne

9 proffering informati on about the financial health of

10 Pet r oQuest .

11 Q No, | tried to keep your deposition out. And
12 I n response to a question from M. Rehw nkel, you said
13 you understood that the market price can't be considered
14 by PetroQuest or words to that effect. D d | get that
15 right?

16 A I don't recall that.

17 Q Do you have an under st andi ng whet her

18 PetroQuest in their obligation to drill has the ability
19 to consider market price or not in this arrangenent?
20 A | do not understand that to be the case, no.
21 Q You were shown a docunent by M. Rehw nkel.
22 This is the Order 14546, fuel order.
23 A Yes.
24 Q And | wanted to ask you just a couple of
25 gquestions about that. |Is it your understanding that the
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production costs -- the ratepayers are going to be
charged production costs and those production costs are
projected by M. Taylor and others to be relatively
stabl e over tine?

A ["'ma little throwm by your "relatively
stable.” The costs do decline over tinme even during
production, correct.

Q "Il tell you what, just assune for the
pur poses of our conversation that M. Taylor is going to
get up here and say that he thinks the production costs
are stable.

A kay.

Q Ckay. |If he says that when he takes the
stand, you would agree that the order that M. Rehw nkel
showed you on Page 2, Paragraph 2, tal ks about prudently
I ncurred fossil-fuel -rel ated expenses whi ch are subject
to volatile changes. |If M. Taylor says that the prices
are stable, how would you reconcile that with the
requi renent of volatile changes in Paragraph 2, if you
coul d?

A I think the only way you get to stabl e cost
Is if you're including depletion in those |ater years of
production. And perhaps it's relatively flat |ine, but
that's not the whol e revenue requirenent picture.

In addition, as |'ve already testified to
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this evening | believe, we're tal king about the
volatility created through additional investnent which
will be lunpy. So, | think we've established that there
will be volatility if we're allowed to continue to
pursue the strategy.

Q And you woul d say there's volatility as a
result of the nmethod of accounting; is that right?

A I nvestnent profiles, the size of the
I nvestnents, the timng of the investnents and
depl etion, yes.

Q So, it would be your view that you coul d have
vol atility based on one year if FPL decides to invest
100 million and the next year they decide to invest
750 mllion that that would be a conponent of volatility
that would nmake it eligible?

A Absolutely. | nean, there's sone serendipity
I nvol ved here. W don't get to just identify what we
want to purchase.

Q These wells are not short-term opportunities.

We tal ked about the production going for 30 years,

correct?
A Correct.
Q And the order says, "The parties suggest that

this flexibility is appropriate to encourage utilities

to take advantage of short-term opportunities.”
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A Coul d you refer ne, please.

Q Sure. Page 3 towards the bottom

A Yes, I'mwth you. | interpreted that to

mean the opportunity is not going to exist for the next
three years while we deliberate on whether or not we get
to take advantage of the opportunity.

Q So, when it says short-term opportunities,
the fact that this is going to go on for a long period
of time -- you don't read that as addressing the fact
that these operations are going to go on for 30 years?

A No, | don't think the policy of the
Comm ssion was i ntended to excl ude advant ageous purchase
for custoners that ended up being a long-lived asset.

Q So, you tal ked about the policy of the
Comm ssion. Do you have a view -- is the Conm ssion
limted in any way with respect to what they could do in

ternms of regulating in the public interest?

A CGosh, that's a chall engi ng question. Are
they limted -- could you narrow it down a little?
Q Sure. If FPL -- I"mjust trying to test your

under standi ng. You've given us sone testinony about
these awers. You're not a |lawer, right?

A No. No.

Q So, you're |ooking at these orders and trying

to make interpretations of them is that right?
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A Based on the actions the Comm ssions have
taken over the years and the witten orders and the
out conmes, yes.

Q Yeah. Whuld you defer to M. Deason on that
poi nt or should |I continue asking you questions?

A He's clearly the expert on Conm ssion policy.

Q Do you think the Comm ssion could approve a
sol ar plant under the sane rationale that there's an
opportunity for FPL to conme in and buy the sol ar pl ant
and that would reduce the fossil fuel as a quick
opportunity. You' ve got to act now, that FPL should be
able to conme in and recover the costs of the solar plant
under the fuel clause. And they put testinony in that
says, hey, we can get a better deal for ratepayers
because we're getting a great deal on this plant. W
can produce sol ar panels for |ess noney.

Wul d that be, in your opinion, sonething

t hat could be recovered?

A | think that would be a big stretch of the

I nterpretation of the order.

Q But the oil and gas is not, in your view?
A No, it's not, in ny view
Q Do you think this Conmm ssion should be

cauti ous when approving nulti-hundred mllion deals with

parti es who the Conm ssion doesn't have jurisdiction
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over?

A | think it's fundanentally the conpany's
responsibility to nake wi se investnent deci sions.

That's why we've tried to lay out guidelines and to seek
approval fromthe Comm ssion that they agree with the
strategy. And it's our job to execute on that strategy.
And yes, we would do that very carefully.

Q So, the answer to the question is you think,
yes, the Conm ssion should, |ikew se, be cautious when
approving deals in the hundreds of mllions of dollars
with third parties?

A Yeah, | think the history that I've seen with
this Commssion is they take a | ot of care with revi ew
and probing and stress testing the |long-term anal yses
that we bring to themas do you all as intervenors.

Q And this doesn't involve your conpany, but
you're aware that there have been recent disputes with
third parties that this Conmm ssion has not had
jurisdiction over in other contexts, Neal, Wstinghouse?

Are you aware of any disputes related to
those entities?

A Well, if -- no, I do not know what you're
referring to specifically, but we're responsible for
settling disputes and managi ng di sputes associated with

t he vendors and contractual relationships that we have,
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not this Conm ssion.
MR. MOYLE: Can | just have a second?
CHAI RMAN GRAHAMt  Sur e.

BY MR MOYLE:

Q A final line of questioning.

A kay.

Q Are you good?

A Yes, thank you.

Q FPL is outsourcing a ot of functions in this

Wodford deal, correct?

A Yes, | think we're trying to find the right
way to mtigate the risks of not having on day one the
ki nd of experience that we would collectively like to
have. Absol utely.

Q So, the accounting risk, the operation risks
associated with oil and gas, the --

A Levering of talent of others is one tool
we're using to supplenent, you know, our thin
experience, yes.

Q And so, with FPL, what exactly is it doing?
Is it what we tal ked about with respect to what 1'll put
I n quotes, the "paper gathering process"? That's what
kind of FPL itself will be doing w thout outsourcing?

A I still struggle with your characterization.

| mean, certainly, froma back-office perspective we're
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1 responsi ble for the financial accounting for the
2 transactions which you mght characterize as paper
3 shuffling.
4 | think the commercial support that w tness
5 Forrest and his teamw || seek to supplenent fromthe
6 talented teamat U S. Gas won't be paper shuffling.
7 Q But that U S. Gas effort to identify the
8 good deals or bad deals -- that's delegated to U S
9 Gas; is that right?
10 A No, | don't believe so, but you'd have to
11 talk to witness Forrest about that.
12 MR. MOYLE: Thank you for your tine.
13 THE WTNESS: You're wel cone.
14 CHAl RVAN GRAHAM St aff ?
15 M5. BARRERA: No questi ons.
16 CHAI RMVAN GRAHAM  Conmi ssi oners? Redirect?
17 MR. BUTLER: Thank you, M. Chairman, |I'll be
18 brief.
19 REDI RECT EXAM NATI ON
20 BY MR BUTLER
21 Q Ms. Qusdahl, you were asked by M. Rehw nke
22 a series of question regarding | anguage in Order 12456
23 that includes the phrase "normally recovered through
24  base rates." Do you renenber that series of questions?
25 A Yes.
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Q At the time that FPL proposed its investnent
inrail cars as a substitute for rail car |eases for
delivering coal to the Scherer Plant, were rail cars
normal Iy recovered through electric utility base rates?

A Not to ny know edge.

Q M. Rehw nkel al so asked you whet her Georgia
Power conpany that's involved as the operator of Plant
Scherer is reqgulated by the Georgia Public Service
Commi ssion. Do you renenber that series of question?

A Yes.

Q Is FPL also involved in a joint venture with
JEA for the SIRPP facility?

A Yes, we are.

Q And is JEA regul ated by the Florida Public
Servi ce Comm ssion or any other Public Service

Comm ssion in the sane way that Georgia Power is by the

CGeor gi a PSC?
A No. They are a nunicipal operator.
Q M. Rehw nkel al so asked you sone questions

about the |l evel of expertise and successful efforts in
accounting. Do you recall that?

A Yes.

Q Do you know whether U S. Gas has expertise
I n successful efforts accounting?

A Yes, they do. |'ve levered the talent, tine,
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S. Gas as | wll continue to.

MR. BUTLER: If | can have just one second,
pl ease.

CHAl RVAN GRAHAM  Sur e.

MR. BUTLER: That's all the redirect that |
have. Thank you.

CHAl RVAN GRAHAM  Exhi bits?

MR. BUTLER. Yes. W would nove exhibits --
if I"mrenmenbering correctly, it's 13 through 19.

CHAl RVAN GRAHAM  Any objections to entering
exhibits 13 through 19? Seeing none, we w Il nove
those in. So, | take it No. 20 is redirect?

MR. BUTLER: It is, yes.

CHAl RMVAN GRAHAM  Rebuttal, rather.

MR. BUTLER: Yes, rebuttal not redirect.

CHAl RMVAN GRAHAM I ntervenors? | don't see
any other exhibits that were offered.

MR. REHW NKEL: M. Chairman, | talked to
staff on the break about this. Oder 14546 -- |
remenbered that there was sonething weird about it
online. And if you go online and you pull the
order up, it's got an extended area service
t el ephone order piece involved in it.

So, | would just ask in an abundance of
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caution, if we could make the copy that we passed
out, which was the Comm ssion's own docunent, a
part of the record. I'mnot trying to break with
tradition or nmake Ms. Helton mad, but | woul d just
ask if we could give that docunent an exhibit
nunber and nove it into the record.

CHAl RVAN GRAHAM | don't have a problemw th
that. We would give it Exhibit No. 65. |
appreciate the fact that it may not be sonething
readily available online, and it's difficult to
get. And if we have it as part of this hearing, it
wi Il be easier to put your hands on it.

MR. REHW NKEL: Thank you. | appreciate
that, and | would nove it into the record.

M5. HELTON: And just to neke the record
clear, | have asked Ms. Craig, our adm nistrative
assistant to get in touch with Lexus, because | do
agree, there is sonething really weird about the
order on Lexus. So, hopefully that can get squared
away for the future.

CHAl RVAN GRAHAM  Ckay. May Ms. Qusdahl be
excused for the nonent?

MR. REHW NKEL: Wbrks for ne.

CHAl RVAN GRAHAM  Dr. Taylor, the last two

W t nesses have been tal ki ng about you, so wel cone.
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MR. REHW NKEL: Dr. Tayl or has been
previ ously sworn.
Wher eupon,
DR TI MOTHY TAYLOR
was called as a wtness, having been previously duly
sworn, was exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR, REHW NKEL.:
Q Dr. Taylor, would you please state your nane
and busi ness address for the record?
A Tinothy Dal e Tayl or, 601 Travis, Houston,
Texas, Suite 1900.
Q And by whom are you enpl oyed and in what
capacity?
A Next Era Proj ect Managenent, gas
I nfrastructure as chief technical officer.
Q Have you prepared and caused to be filed in

this docunent 24 pages of prefiled direct testinony?

A Yes.

Q On June 25, 2014, in this proceedi ng?

A Yes.

Q Do you have any changes or revisions to that

testi nony today?
A No.

Q So, if I ask you the sane questions contai ned

Premier Reporting Reported by: Lisa Gainey Reporting LLC
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I n your direct testinony today, would your answers be
t he sanme?
A Yes.
MR. REHW NKEL: M. Chairman, |'d ask that
Dr. Taylor's prefiled direct testinony be inserted
into the record.
CHAl RMVAN GRAHAM  We' || insert this w tness'
pre-filed direct testinony into the record as a
Wi t ness.

(Whereupon, prefiled testinony was inserted.)

Premier Reporting Reported by: Lisa Gainey Reporting LLC
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l. INTRODUCTION

Please state your name and business address.

My name is Tim Taylor. My business address is 601 Travis, Suite 1900,
Houston, Texas, 77002.

By whom are you employed and what is your position?

I am employed by NextEra Energy Project Management, LLC, as the Chief
Technology Officer of the Gas Infrastructure and Development business unit
(“Gas Infrastructure”).

Please describe your educational background and professional
experience.

I have been actively involved in the oil and gas industry for over 40 years. |
hold Bachelor of Science, Masters of Science and PhD degrees in Petroleum
Engineering from the University of Texas at Austin. | am a licensed

professional engineer in the state of Texas.

I have been with Gas Infrastructure since August of 2012. Prior to that, | was
Chief Operating Officer of Texas American Resources. | was also a Professor
in the Petroleum and Geosystems Engineering Department at the University of
Texas at Austin where | taught oil and gas reserve determination and
economics and petrophysics. Prior to that, 1 was Chief Operating Officer of
SOCO International, plc, an international oil and gas company. | have also

served in various capacities with Snyder Oil Company and Gulf Oil Company
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and was President and CEO of Taylor, Caudle & Associates, a consulting firm
specializing in reserves and economics. Exhibit TT-1 is a copy of my resume.
Please describe your duties and responsibilities in your current position.
As Chief Technology Officer, 1 am responsible for evaluating oil and gas
acquisition opportunities, supporting operations in evaluating drilling and
lease acquisition proposals from outside operating partners and maintaining
internal reserves and economics database. | am responsible for preparing
internal reserve estimates, using Securities and Exchange Commission
(“SEC”) and Society of Petroleum Engineers reserve definitions and
guidelines.
Are you sponsoring any exhibits in this case?
Yes. | am sponsoring the following exhibits which are attached to my direct
testimony:

e TT-1 Resume of Dr. Timothy D. Taylor

TT-2 Difference Between Conventional and Unconventional Natural

Gas Deposits
e TT-3 Historic and Projected Growth of Shale Gas VVolumes
e TT-4 “Behind-Pipe” Zones
e TT-5 Map of the Woodford Shale
e TT-6 Location Map of the PetroQuest Acreage
e TT-7 EUR Type Curve Map
e TT-8 Projected Drill Schedule Map

e TT-9 Volume Forecast for FPL (confidential)
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TT-10 Forrest A. Garb & Associates Report (confidential)

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to:

(i)

(i)

(iii)

(iv)

(v)

(vi)

Provide an overview of the gas production industry as background for
the proposed investment in gas reserves and the production of natural
gas in the Woodford Shale region to meet a portion of Florida Power
and Light Company’s (“FPL”) natural gas requirements (the
“Woodford Gas Reserve Project,” “Woodford Project” or the
“Project”);

Summarize the volumes of natural gas that can be recovered
underneath the 19 sections (12,160 acres) in Pittsburg County,
Oklahoma, operated by PetroQuest Energy, LLC (“PetroQuest”) that
comprise the Woodford Project;

Describe and support the analysis of the production rate at which these
reserves can be recovered using the drilling schedule provided by
PetroQuest;

Present the estimate of the total amount of gas that is expected to be
economically recovered from the Woodford Project, referred to as the
Estimated Ultimate Recovery (“EUR”);

iv above by comparing them to an independent, third party study; and,

Discuss the detailed monthly forecast of volumes of natural gas to be

recovered from the Project and provided to USG Properties Woodford
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I, LLC (I will refer to both this entity and Gas Infrastructure as
*“USG”) and FPL.
Please provide a brief summary of your testimony.
My testimony provides an overview of the geology and technology of the gas
production industry relevant to the proposed Woodford Project, including a
description of natural gas and other hydrocarbons, how they are formed, and
how natural gas reserves are categorized. | provide an overview of the

Woodford Shale, where the Woodford Project is located.

My testimony then examines the reserves recoverable from the wells and
leases operated by PetroQuest that will be part of the Woodford Project. |
discuss the economic analysis that determined the EUR of each existing or to
be drilled well and the detailed monthly volume forecast of these reserves
used for purposes of assessing the Project. This analysis consists of the
following steps: (i) identification of the wells and leases being offered for sale
by PetroQuest, (ii) confirmation that PetroQuest is the operator of record of
the wells and leases being offered, (iii) attainment of records from PetroQuest
relating to working and net revenue interest, historical operating costs,
historical drilling and completion costs, historical production volumes from
existing wells, (iv) construction of production type curves based on nearby
well performance and on the specific producing wells in the acreage being
offered, and (v) inclusion of this information, along with FPL’s forecasted gas

pricing, into an oil and gas reserves and economics software model, PHDWin,
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from which gas volume forecasts were generated. A third-party engineering
firm, Forrest A. Garb & Associates, Inc., was engaged by FPL to perform an

independent analysis.

Based on the results of my analysis, | conclude that the Project is
economically viable and commercially attractive. | have also provided the
results of my analysis to FPL, which uses it as an input in projecting customer

savings for the Project.

1. OVERVIEW OF THE GAS PRODUCTION INDUSTRY

Please provide a brief description of natural gas and explain the
difference between “wet” and “dry” natural gas.

Natural gas and other fossil fuels are hydrocarbons. Hydrocarbons are formed
by the decaying remains of plants and animals, mostly microscopic marine
life, from millions of years ago. The physical process in which this organic
matter is converted into hydrocarbons is known as catagenesis, and it occurs
deep within the earth’s crust. The pressure and temperature at which
catagenesis occurs will impact the type of hydrocarbons that are formed. For
example, deeper deposits with higher pressure and higher temperature favor
the formation of lighter hydrocarbons (natural gas), while shallower deposits

tend to contain heavier hydrocarbons that are in liquid form (i.e., oil).
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Natural gas primarily consists of methane, but other, heavier hydrocarbons
such as ethane, propane, butane, and pentane may be present as well. These
heavier hydrocarbons are commonly called natural gas liquids (“NGLs”).
When natural gas contains predominantly methane, it is commonly referred to
as “dry” gas. In reality, there is rarely pure, 100% methane even in “dry gas”
formations, as small amounts of NGLs and other impurities are almost
invariably present. Conversely, natural gas containing significant fractions of
the other previously mentioned hydrocarbons, or NGLs, is commonly referred

to as “wet” gas.

Upon extraction of wet gas from the well, the entire volume is sent through a
processing facility to separate and capture the NGLs, thus transforming the
“wet” gas into “dry” gas. NGLs collected during processing may require
further processing or separate transport depending on their specific contents.
As | will discuss below, there are markets for the NGLs; thus, the owner of a
gas reserves project will realize value from the extraction and processing of
NGLs as well as methane. The ratio of dry gas to NGLs is one of several
factors in assessing the commercial viability of a formation. In addition to dry
gas and NGLs, it is not uncommon for oil to also be produced simultaneously

from the wells.
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Describe the gas that is used for purposes of generating electricity in
power plants.

Natural gas-fired generation facilities run on pipeline quality dry gas, which is
fed directly into the plant. “Pipeline quality” natural gas has specific
characteristics for heat content, moisture and NGLs and typically requires a
minimum of 85% methane. Pipelines maintain gas quality standards to ensure
the uniformity and usability of the natural gas they transport so that their
customers, including FPL, can operate gas-fired equipment safely and
efficiently.

What are the different types of underground formations that can contain
natural gas?

Historically, the most common formation that was drilled to extract natural
gas has been what is characterized as “conventional.” These formations are
geologic deposits characterized by naturally occurring pockets where natural
gas collects and is trapped by an impervious layer of rock. This natural gas
can be either “associated,” which means it resides in conjunction with an oil
deposit, or “non-associated,” which means there is no oil associated with the

gas deposit.

Currently, the fastest growing source of natural gas is from unconventional
formations. The most common unconventional formations are shale gas, tight
gas, and coal-bed methane. These formations are characterized by natural gas

that is trapped in porous rocks that have little permeability and, therefore,
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cannot usually flow in commercial quantities without special drilling and

completion techniques.

The graphic provided in Exhibit TT-2, produced by the U.S. Energy
Information Administration (“EIA”), illustrates the difference between
conventional and unconventional natural gas deposits.

How has unconventional shale gas affected the natural gas industry?
Advancements in technology related to horizontal drilling and completion
techniques have created access to large deposits of shale gas that were
previously uneconomical to produce. This has rejuvenated the natural gas
industry in the United States, which contains some of the largest shale gas
reserves in the world. Shale gas is the fastest growing source of supply in the
United States over the past 10 years and its emergence has pushed gas prices
to historical lows. Specifically, over that same time frame, the percentage of
shale gas that contributed to domestic production grew from less than 5% to
over 30% of total production. The graph provided in Exhibit TT-3, from the
EIA, depicts the historic and projected growth of shale gas volumes.

What is meant by the term *“gas reserves”?

Gas reserves represent the quantity of gas than can be economically recovered
from a reservoir (conventional or unconventional). Recoverable gas reserves
do not typically equal 100% of the gas in the reservoir due to variations in
rock quality, porosity, permeability, pressure, the number of wells and their

drainage areas, economic considerations, and other factors. Estimated

10
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volumes of gas reserves can change with advancements in technology that can
reduce drilling and operating costs and changes in commodity pricing that
make additional volumes of gas economically recoverable.

What method typically is used to estimate the amount of gas that is
physically recoverable from shale reserves?

The decline curve analysis method is the most reliable and commonly used
method to estimate recoverable gas from shale reservoirs when abundant

historical production data is available, as is the case for the Woodford Project.

Decline curve analysis is a reserve estimation method that uses the shape of
the decline in historical production to forecast future volumes of gas by
applying mathematical equations that describe the shape of the decline curve
and the constantly changing rate of decline. These equations are hyperbolic in
nature and this method is, by far, the most accurate in predicting future
production when sufficient historical production is available. While actual
performance can vary from estimates significantly for individual wells,
decline curve analysis has proven very reliable and accurate in predicting the
average performance for wells within a reserve. As will be discussed later in
my testimony, decline curve analysis was used to forecast future reserves
because there are many wells in the PetroQuest area with sufficient historical
production to justify the application of this method. The results of the
methodology are inserted into the economic model that determines the EUR

of the reserves. | will discuss the EUR concept in greater detail below.

11



10

11

12

13

14

15

16

17

18

19

20

21

22

23

499

Are gas reserves classified on attributes other than quantity?

Yes. In addition to quantifying the amount of gas reserves, companies also
characterize the quality of reserves. In this context, “quality” refers to the
likelihood, based on currently available information, that the full estimated
reserve quantity can be economically produced. The industry uses as its
frame of reference for classifying gas reserves three standard categories
defined by the SEC for public company reporting.

e Proved reserves (“Proved”) are those reserves with reasonable
certainty (90% probability) that the predicted quantity of gas can be
commercially recoverable under current technical, contractual,
economic, and regulatory conditions. This reserve category can be
further subdivided into three sub-categories.

o Proved Developed Producing (“PDP”) reserves are in
currently operating wells that have reasonable certainty of
continuing production.

0 Proved Developed Non-Producing (“PDNP”) reserves are
reserves that have been (i) drilled and completed but not yet
producing due to pending pipeline connection, surface
facilities or other factors that do not require substantial capital
investment relative to drilling the well or, (ii) hydrocarbon
bearing zones that are “behind pipe,” which generally means
productive zones up the wellbore from the primary completion

zone (see Exhibit TT-4). These zones will be equipped for

12
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production at some point in the future, typically after the
currently producing zone is depleted.

0 Proved Undeveloped (“PUD”) reserves are in well locations in
a proved area that require additional capital investment to drill
and complete the well in order to extract the gas.

e Probable reserves (“Probable”) are those reserves with some
uncertainty (50% probability) that the predicted quantity can be
commercially recoverable under current technical, contractual,
economic, and regulatory conditions. These reserves may appear
productive by analysis but are outside the areas defined as proved and
lack definitive tests.

e Possible reserves (“Possible”) are those reserves with high uncertainty
(10% probability) that the predicted quantity can be commercially
recoverable under current technical, contractual, economic, and
regulatory conditions. These areas appear to contain hydrocarbons
but are outside of the area assumed to be probable.

Are projects and transactions involving gas reserves priced solely on the
basis of the three levels of reserve categories in the SEC reporting
requirements?

No. Projects and transactions involving gas reserves are priced on the basis of
several factors, which | discuss in more detail below. But with regard to the

quality of reserves, obviously there is a range of estimates anywhere from

13
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below 10% to more than 90%. The actual estimate, not the SEC category, is
typically used in pricing a transaction.

Can there be substantial value in reserves that are classified as Probable
and Possible?

Definitely. While Proved reserves provide more immediate certainty around
production, there is substantial value in developing projects whose quality of
reserve estimates also include Probable or Possible reserves. The distinction
between the actual categorization of a reserve as Proved, versus Probable or
Possible can be quite narrow and evolve over time. For instance, by SEC
definition, a PUD location may be only one location away from an existing
PDP well. In that instance, the next location away from the PUD location
would be defined as Probable. When the PUD location is drilled, it
immediately gets reclassified as a PDP well. Therefore, by definition, the
adjacent Probable location automatically becomes a PUD location. So, by this
example, we see that the SEC reserve classification applicable to a well can

evolve simply by the normal course of developing a well field.

In many instances, it is necessary and/or desirable to drill Probable or Possible
locations before they have been converted to PUD locations in order to take
advantage of efficiencies in drilling rig utilization. In other words, if a surface
location is capable of accommodating multiple wells, it would be inefficient to
drill only the PUD locations, move the rig off to wait for production to be

established in those wells, then move the rig back to that location to drill the

14
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Probable or Possible locations. In other instances, it would make sense to drill
Probable or Possible locations when there are no adjacent PUD locations, in
order to extend the limits of the field based on geophysical interpretations of
seismic data which would give a high level of confidence that the Probable
wells would perform similarly to the PUD wells. Both of these scenarios
apply to the Woodford Project, where we have three-dimensional seismic data
that covers the entire Area of Mutual Interest (“AMI”) for the Woodford

Project.

By combining a thorough analysis of available technical data, project
investors make informed decisions on investing in Probable and Possible
reserves based on the economics of the project. Probable and Possible
reserves represent the future growth of a project. As wells are drilled, these
categories get converted to Proved reserves as described above. A typical gas
reserve investment portfolio would appropriately be comprised of a wide
range of projects, including reserves that fall within each of the major SEC
categories of Proved, Probable and Possible.

What are some of the factors that affect the commercial value of shale
formations?

Broadly speaking, there are three main factors that determine the value of any
natural gas resource in the marketplace: market value of the commaodity, the
amount and composition of the commodities that can be extracted, and the

cost to extract that commodity. Two of these factors, amount and composition

15
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of the commodities and cost to extract, will be specific to each shale region

and can be evaluated more granularly.

Regarding the amount and composition of the commaodities, each shale region
contains a unique composition of hydrocarbons. In addition to natural gas and
NGLs, it is possible for oil to coexist in the reservoir which would be
produced along with the natural gas. The volume of NGLs extracted from wet
gas varies according to its composition. When NGLs are present, both the
NGL volumes and the resulting volumes of dry natural gas, after extraction of

the NGLs, are projected and included in an economic analysis.

Regarding the cost of extracting the commodity, each unconventional resource
has unique geologic or geographic characteristics that will affect economic
value. A particular formation’s depth, thickness, and rock type will affect the
capital expenditures (“CapEx”) required to drill and complete a well. In
addition, there are ongoing operating expenditures (“OpEXx’) associated with
the production of the natural gas.

How does the presence of NGLs and/or oil affect the economics of a well?
As previously mentioned, NGLs commonly exist as a component of natural
gas. Although NGLs and natural gas are extracted in conjunction with one
another, NGLs have a different set of uses and hence a different market price.
The largest uses of NGLs are in petrochemicals, gasoline components, and

heating. Pricing for NGLs is closely correlated with the price of oil and NGLs

16
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usually sell at a percentage of the price of crude oil. Based on current market
pricing, NGLs are trading at a significant premium to natural gas on a unit
equivalent basis. For this reason, many producers have focused their
development efforts on formations that contain a higher concentration of
NGLs. Said another way, the presence of NGLs in the volumes extracted
from a well can effectively lower the per unit cost of the natural gas produced,
as the increased value of NGLs relative to natural gas subsidizes the cost of
producing the natural gas. Similar considerations apply if oil can be extracted
from a well along with natural gas.

Would it be appropriate for FPL to consider future projects in
formations that contain NGLs and/or oil as well as dry gas?

Yes. While the Woodford Project is not anticipated to have economically
significant quantities of NGLs or oil, each project opportunity should be
evaluated on its economic merit. For example, because NGLs currently trade
at a premium relative to natural gas, a wet gas project can be economically
viable with lower natural gas production volumes than are needed to justify a
dry gas project. With producers focusing on regions with higher ratios of
NGLs to methane, FPL would be substantially limiting the opportunities with
potential counterparties and may encounter difficulty in executing additional
transactions until the gas price forecast has increased to make dry gas projects
more economical. Moreover, the significant value in NGLs can lower the
effective cost of the methane that is produced. So it would truly depend on

the specifics of the project opportunity.
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1.  OVERVIEW OF WOODFORD SHALE

Would you please provide a brief description of the Woodford Shale?

The Woodford Shale lies underneath most of the state of Oklahoma and
ranges from 50 feet to 300 feet thick. The region of the Woodford Shale in
the Arkoma Basin of southeastern Oklahoma, where the AMI acreage with
PetroQuest is located, covers approximately 2,900 square miles and lies
between 6,000 feet and 13,000 feet beneath the surface. The extent of this
shale in this region is shown in Exhibit TT-5. It is an organic-rich shale of
Devonian age that was deposited about 350 to 400 million years ago. It is
characterized as a low permeability silica-rich shale rock with relatively high
porosity. Porosity controls the amount of gas that can be stored in the rock
and permeability controls the ability of the rock to allow fluid to flow through
the pore spaces (i.e., a measure of the connectivity of the pores). The
Woodford Shale in this region where the AMI acreage is located produces dry

natural gas.

The oil and gas industry has long known the Woodford Shale to be the source
rock for many of the conventional productive deposits. The first gas
production from the Woodford Shale was recorded in 1939 from vertical
wells. The first horizontal wells were drilled in 2004 and today, with the
advent of technological advances in horizontal drilling and completion

methods, there are approximately 2,000 wells producing from the formation.

18
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Around 75% of those are horizontal wells. Many oil companies like Devon
Energy, Newfield Exploration, Chesapeake Energy, Antero Resources,
Continental Resources, PetroQuest Energy, XTO Energy and others are
actively drilling the Woodford Shale.

Please describe PetroQuest’s involvement in the Woodford Shale and
specifically in the AMI for the Woodford Project.

PetroQuest has drilled over 120 wells in the Woodford Shale and has
established itself as an efficient, low cost developer of natural gas reserves.
The production history from the wells in and around the AMI supports the
application of the decline curve analysis method discussed earlier for the
Woodford Project. The map shown in Exhibit TT-6 shows the 19 sections of
the AMI being offered by PetroQuest. The horizontal lines within these
sections represent individual horizontal wells that have been drilled in this
area of Pittsburg County, Oklahoma. There are 19 horizontal Woodford wells
within the AMI. USG has been a partner of PetroQuest in this area since 2010
and participated in drilling 17 of these wells, the other two having been drilled

before the partnership was formed.
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IV.  ASSESSMENT OF WOODFORD PROJECT RESERVES

Have you evaluated the gas reserves in the Woodford Project?

Yes. | estimated the future volumes of natural gas reserves that could
reasonably be expected to be recovered from the wells to be drilled in the 19
sections and provided FPL with a monthly volume forecast.

Why is it necessary to perform a reserve assessment for the Woodford
Project?

The assessment of reserve projections is necessary to understand the future
volumes of natural gas available in order for FPL to make its own assessment
of the economic viability of the Woodford Project.

How are reserves for the Woodford Project categorized for the purpose
of the assessment?

There are 38 remaining horizontal well locations to be drilled in the AMI. Of
these, 25 are in the PUD reserve category, meaning they are Proved reserves
that have yet to be drilled but are supported by nearby producing wells. 13 of
the locations are in the Probable reserve category. However, these locations
are immediately adjacent to sections that have existing producing wells in the
AMI. The distribution and performance of the existing wells gives us a high
level of confidence that the Probable wells will perform similarly to the PUD

wells.

20
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Please describe the reserve assessment that you performed for the

Woodford Project.

My analysis consisted of the following steps:

(i)

(i)

(iii)

(iv)

A performance analysis was conducted on the PDP wells in the AMI.
The production data from these and other wells around the AMI were
used in our decline curve analysis;

The result of the performance analysis indicated that there were
differing levels of performance for the eastern area of the AMI versus
the western area of the AMI. Therefore, for PUD and Probable
reserves, two type curves were constructed, one for each area that
matched the average performance from the nearby PDP wells;

These type curves were then applied to the remaining undrilled
locations in each type curve area as shown in Exhibit TT-7. This
exhibit also shows the EURs for each of the 19 existing wells and the
EURs for the two type curves;

The PUD and Probable volume forecasts were fed into PHDWin, an
industry oil and gas decline curve analysis and economic software
program. A projected drilling schedule was applied according to the
drilling schedule shown in Exhibit TT-8, assuming two rigs would be
utilized to drill all of the wells in the AMI. Both rigs were assumed to
begin drilling on September 1, 2014. The solid purple lines represent
the horizontal laterals for the PUD locations and the dashed purple

lines show the horizontal laterals for the Probable locations.

21
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An examination was conducted of PetroQuest’s Lease Operating
Statements, (“LOS”) and USG’s LOS from the wells in which USG
and PetroQuest are partners in the AMI. These are industry-standard
documents prepared by operating companies to capture their monthly
operating costs, production taxes, transportation fees, and other costs.
These costs were then fed into PHDWin along with FPL’s natural gas
price forecast supplied,;

The resulting economic analysis determined the economic limit of the
production from each well which, in turn, determined the EUR from
each well; and

A detailed monthly forecast of the combined volumes of natural gas

production was then provided to FPL.

This is an industry accepted method of reserve forecasting.

What is the source of the inputs to your analysis?

The operating costs for the analysis were taken from the actual operating costs

in PetroQuest’s and USG’s LOSs. The capital cost for the undrilled wells was

provided by PetroQuest. Volume projections came from USG’s decline curve

analysis on PDP wells and from the type curve for PUD and Probable wells.

The drilling schedule came from an internal USG analysis that | performed.

All these items were deemed reasonable based on our experience in the area.

What are the results of your analysis?

My analysis shows that the Woodford Project is economically viable. There

are robust reserves available with a high expectation of natural gas recovery.
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We determined the average EUR of the undrilled wells in the AMI to be 6.6
BCF/well. Relative to the projected costs for well development, these are
economically attractive volumes. It was assumed that the transfer of
ownership from USG to FPL would occur on January 1, 2015. Using the
drilling schedule described earlier, we combined the production to be
recovered from all wells subsequent to that date into one monthly volume
forecast, as shown in Confidential Exhibit TT-9 and this forecast was
provided to FPL.

Did you also consider an outside consultant’s reserve assessments in your
analysis?

Yes. In addition to the internal analysis | performed for FPL of all of the
reserves, FPL engaged an independent consulting firm to perform a third-
party analysis. FPL chose Forrest A. Garb & Associates, Inc. (“FGA”), a
trusted engineering firm with experience in the Woodford Shale. The FGA

report is attached as Confidential Exhibit TT-10.

The average EUR from the FGA analysis of 6.62 BCF/well is extremely close

to our internal estimate of 6.61 BCF/well and supports the conclusion that the

reserves are economically viable at the levels we estimated.

23
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What is your overall conclusion regarding the Woodford Gas Reserve
Project?

The Woodford Gas Reserve Project is an economically viable and
commercially attractive natural gas recovery project, operated by an industry
leader in this region.

Does this conclude your direct testimony?

Yes.

24
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BY MR, REHW NKEL.:

Q Dr. Taylor, did you al so sponsor Exhibits
TT-1 through TT-10 as part of your direct testinony?

A Yes.

Q Do you have any changes or corrections to
make to those?

A No.

Q Are they true and correct, to the best of
your knowl edge and ability?

A Yes.

MR REHWNKEL: 1'd just note for the record
that those are identified as 21 through 30 in the
conprehensi ve staff exhibit |ist.

BY MR, REHW NKEL.:
Q Dr. Taylor, do you have a summary of your

direct testinony?

A | do.

Q Wul d you please give it at this tine.

A Yes, thank you. Good evening, M. Chairnman,
Comm ssioners. | was asked by FPL to conduct an

anal ysis of the potential reserves that could be
produced fromthe Wodford Project in the Arkoma Basin
of the Whodford Shale. The Wodford Shale |ies
underneath nost of the state of Gkl ahoma.

It has been | ong known by the oil and gas
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1 I ndustry that the Whodford Shale is the source rock for
2 any other hydrocarbon boring zones in the region. The
3 first production fromthe Wodford Shale was recorded in
4 1939 fromvertical wells. Since then, there have been
5 many, many wells drilled in the Wodford Shal e.

6 The first horizontal wells were drilled in

7 approximately 2003. And with the advent of production

8 from production technol ogy, increases from hydraulic

9 fracturing and horizontal drilling, there have been nore

10 than 2,000 wells drilled in the Arkoma Basin at this

11 time. 75 percent of those are horizontal wells.

12 Many oil conpani es such as Chesapeake Ener gy,

13 Newfi el d, Antara Resources, Continental Resources,

14 PetroQuest Energy and EXCO Energy and others are active

15 in the Wodford Shale. The area of nutual interest

16 acreage as far as FPL's proposed joint venture

17 partnership with PetroQuest is located in the Arkoma

18 Basin in sout heastern Okl ahonma.

19 It covers approximately 2900 square mles and

20 occurs between 6,000 and 13,000 feet bel ow the surface.

21 It is characterized as a silica-rich shale rock that was

22 deposited about 350 to 400 mllion years ago in the

23 Devoni an peri od.

24 The rock has relatively high porosity which

25 controls the storage capacity for gas in the rock but
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1 relatively | ow perneability. The perneability controls
2 the ability of the rock to allow fluid to flow through
3 the porous spaces.

4 Production and exploration in the Arkoma

5 Basi n has been going on for decades. An assessnent of

6 the reserve production for FPL's proposed Wodford

7 Project is necessary to understand the future vol unes of
8 natural gas available. |In turn, that information allows
9 FPL to nake its own assessnent of the economc viability

10 of the Wodford Project.

11 FPL's proposed joint venture partner

12 PetroQuest has drilled over 120 wells in the Arkoma

13 Basin. To date in the area of nmutual interests, there

14 have been 19 wells drilled in 19 sections.

15 U S. Gas owns an interest in 17 of those 19

16 wells. Al 19 of those wells are still producing today.

17 Sonme of themwere drilled as early in 2010. There are

18 38 remaining locations to be drilled in the area of

19 mutual interest, all of which are imedi ately adj acent

20 to sections that contain producing wells.

21 Thus, these 19 wells have essentially

22 de-risked the remaining 38 wells to be drilled in the

23 area of mutual interest. That's because the

24 di stribution and perfornmance of those existing wells

25 gives us a high level of confidence that we can
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accurately forecast the production that would cone from
t hose wel | s.

25 of those 38 wells are in the approved
category and the rest in the probable category. These
are industry-standard classifications that indicate to
us that there is a high probability that the gas
reserves projected will be actually recovered under
current technol ogical, contractual, econom c and
regul atory conditions.

Usi ng i ndustry-standard eval uati ons net hods
and based on nore than 35 years of experience, |
exam ned the production fromthe producing wells in the
area of mutual interest. | determned that two types
curves, one in the east of the AM and one in the west,
were appropriate for estimating the performance of
future wells to be drilled.

These type two type curves were devel oped
based on data fromthe existing wells and were then
applied to the remaining undrilled |ocations in each
type curve area.

| gathered capital costs, operating costs,
price differentials and other econom c data and applied
these to the undrilled |ocations using PhdWn, an
| ndustry-accepted decline curve anal ysis and econom c

sof tware program
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1 The resulting econom c anal ysis determ ned

2 the economc upward |imt of the production from each

3 well and, in turn, determned the estimated ultinmate

4 recovery which is the estimate of the total anount of

5 gas that is expected to be economcally recovered from
6 the Wodford Project.

7 Fromthis analysis, | determ ned the Wodford
8 Project to be economcally viable. The robust reserves
9 available with a high expectation of natural gas

10 recovery are then provided to FPL, a forecast of nonthly
11 vol umes fromthese wells fromwhich they could nmake

12 their own econom c anal ysis.

13 My results were confirned by respected

14 third-party engineering consulting for Forrest A Garb &
15 Associates. |In conclusion, the Wodford Gas Reserve

16 Project is an economcally viable natural gas recovery
17 proj ect operated by an experienced operator, PetroQuest,
18 in this region.

19 That concludes ny sunmary. Thank you.

20 CHAl RMVAN GRAHAM  Thank you, Dr. Taylor. |
21 tender the wtness for cross exam nation.

22 MR. TRUI TT: Thank you, M. Chairman. John
23 Truitt with OPC

24 CROSS EXAM NATI ON

25

Premier Reporting Reported by: Lisa Gainey Reporting LLC



Florida Public Service Commission 12/1/2014
517

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

BY MR TRU TT:

Q Good evening, Dr. Taylor.
A Good eveni ng.
Q I just have a few questions on direct, not

too nmuch. Now, in your decline curve analysis in your
experience, isn't that correct that generally you
personally want to see froma m ni num of several nonths
to over a year to performyour analysis?

A That is correct, although it's different for
each project. But that is, in general, true.

Q So, you would agree that there are variances

within place as we saw here in eastern and western?

A Sure, there can be variances in place.
Q Now, when you take -- let's just use the
hypot hetical of a year. | know that's not the case

here, but as a hypothetical for a year, you would take
that information and then extrapolate it out over -- it
could be nore than a decade, correct, for a tight curve,
a decline curve?

A If that production data has told ne the
decline scenario that it's going to assunme, then that's
true, yes.

Q Now, isn't it true in the analysis of this
Whodf ord Project you used data from PetroQuest or

publicly-avail abl e data, correct?
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A Bot h, yes.
Q And you nentioned the Forrest A Garb &

Associ ates that perforned an analysis. 1Isn't it correct

that it's not necessarily an industry standard to engage
a third-party anal ysis?

A Again, it's an individual preference fromthe
conpany that's making the investnment as to whether or
not they want to have a third-party analysis. And in
many cases, the third-party consulting anal yses are used
and in sone they're not.

Q On that --

MR. MOYLE: M. Chairman, again, | had
indicated | was going to object to this Garb
Report. | don't want to waive the objection.

We'll deal wwth it when the exhibit cones in, if

that's all right, but | don't want to interrupt the

cross by continuing to object.

CHAl RVAN GRAHAM  Sur e.

MR. MOYLE: Thank you.

BY MR TRU TT:

Q You just stated that dependi ng, sonetines the
conpany asks for it. Are you aware of any requirenent
fromthe Florida Public Service Comm ssion that there be
a third-party anal ysis?

A No, |'m not.
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Q Do you know of any governi ng body or
regul atory entity in this matter that requires
third-party anal ysis?

A In Florida?

Q Anyt hing involving this even in Glahoma, if
you know t hat.

A Well, if it's a publicly-traded conpany, the
SEC requires a report to be filed by a third party.

Q Now, | want to |ook at your Exhibit TT-10,
the Forrest A Garb real quick. Do you have that with
you?

A Yes.

Q Now, | understand it's confidential and we
went through this in a deposition, but you're going to
hear nme ask the sane type questions. |'masking you to
| ook at Page 3 of 30 to start wth.

A O the Forrest Garb report?

Q Yes, of your TT-10. |It's labeled 3 of 30 in
the top right-hand corner, sir.

A Ckay.

Q Second paragraph if you'll |ook at the | ast
sentence of the second paragraph starting with the word
“"the." You would agree that that statenent is correct?

A (Exam ni ng docunent.) The |last sentence of

t he second paragraph says di scounted revenue figures
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1 were calculated using a discount factor of 10 percent.

2 MR. BUTLER: Dr. Taylor because this is a

3 confidential exhibit, let's try to answer sort of

4 generically his questions. | know that you are not

5 as famliar with the procedure here, but we're

6 trying to keep the record as clear of confidentia

7 context as possible.

8 BY MR TRU TT:

9 Q ["'msorry. To be clear, I'mon Exhibit TT-10
10 Page 3 of 30 in the top right hand corner. [It's in the
11 second paragraph under the engineering category. At the
12 bottom of the page you have Page No. 2. So, we've got
13 two different page nunbers on the sanme thing. That may
14  be the confusion.

15 | apologize. On to the engineering section,
16 the second paragraph, |ast sentence, starts with "the."
17 Again, it's confidential. | just want to confirmthat

18 you would agree that that sentence is correct.

19 A Yes.

20 Q kay. Now, I"'mgoing to flip to Page 26 of

21 30 according to the nunbering in the top right-hand

22 corner. And at the bottom of the page it says

23 Attachnment D17

24 A Yes.

25 Q Again, confidential. |'m]looking at the
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statenments, two sentences contained in No. 5. [I'Il ask
again: Wuld you agree that those statenents are
correct?

A Yes.

MR, TRU TT: No further questions.

CHAl RMVAN GRAHAM  Retail Federation?

MR. LAVIA: No questions, M. Chairnman.

MR. MOYLE: | have sone questions. | was
hoping | could get sone help with an exhibit as
wel | .

CHAl RMAN GRAHAM  Sure. After 6:00 we only
have one staff person.

MR. MOYLE: | think everybody has a copy at
this point.

CROSS EXAM NATI ON
BY MR MOYLE:
Q M. Taylor, I'mshow ng you what's already in
evi dence as response to Interrogatory No. 75. You're

famliar with this; are you not?

A No.

Q Not in any way, shape or fornf

A No. | did not prepare this answer.

Q There's a table here that tal ks about the

Wodford costs from 2010 to 2013. You al so tal k about

the production costs as it relates to the project in
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gquestion, correct?

A Yes.

Q What are the production costs of the project
I n question, your projected production costs?

A Are you referring to the operating costs?

Q Just the all-in costs that are going to be
submtted to Ms. Qusdahl to be included in a fuel clause
filing.

A Those costs are approxi mately $2, 300 per
nonth per well plus the water disposal cost.

Q And can you break that down on a BTU basis?

A No, sir, that's on a per well basis. Dollars
per wel |/ per nonth.

Q So, this exhibit that's in evidence -- |
mean, you're not able to even ook at it and coment on
the fact that at |least it appears to show that from 2010
to 2013 that the average price of production for the
Wodf ord area was above the NYMEX Henry Hub price?

A Are these prices? These are not costs.

These are prices.

Q The question says, "Please refer to Page 6,
Par agraph 10, of the petition. For the five-year period
of tinme 2009 to 2013 provide a table conparing the cost
of production from Wodford Shal e gas reserves to market

prices."
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A Well, there are no units on this table, so

|'"'mnot sure what it's referring to. |Is that dollars

per MCH?

MR BUTLER: M. Chairman, 1'd just like to
note for the record that this interrogatory answer
was sponsored by M. Forrest. He would have been
far better suited to answer questions about it than
Dr. Tayl or who doesn't have a role in sponsoring
it.

MR. MOYLE: This is ny bad on that. |
apologize. I'll try to pick it up with M. Forrest
when he cones back up. I'msorry, M. Taylor.

MR. BUTLER: Mary Anne, is that a legal term
“ny bad"?

M5. HELTON: No, but I'msorry --

MR. MOYLE: | do have anot her exhibit.
Hopefully, this one will work out better than the
| ast one.

CHAl RMVAN GRAHAM M. Myle, we'll give this
an exhi bit nunmber of 66. Do you have a copy?

MR. MOYLE: Do you have a copy, M. Butler?

MR. BUTLER: | do.

BY MR MOYLE:
Q M. Taylor, |I've handed you what |'I|

represent is an excerpt of the PetroQuest 2013 annual
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1 report, and the excerpt relates to risk factors. W
2 tal ked about this in your deposition.
3 Just as a summary, you don't disagree wth
4 any of the risk factors set forth in this exhibit,
5 correct?
6 A | don't disagree that they' ve identified
7 t hese as potential risks.
8 Q Right. And they made this filing with the
9 SEC, correct?
10 A That's correct.
11 Q And | want to ask you sone questions about
12 certain of these risk factors, if I could. On Page 28
13 down towards the bottomand in bold it says, "Operating
14 hazards may adversely affect our ability to conduct
15 business.” And then they -- the first bulletpoint they
16 sai d unexpected drilling conditions including bl owouts,
17 cratering and expl osi ons.
18 W're all kind of newto this oil and gas
19 busi ness here, and | was hoping that you could hel p out
200 with what a bl owout is.
21 A A bl owout general happens during the drilling
22 of a well when the pressure in the reservoir exceeds the
23 mud wei ght and the hydrostatic head of the nud weight in
24 the well bore. It blows all the nud out of well bore
25 while it's being drilled and foll owed by gas and/or oil.
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1 Q And | take it that's a bad thing?

2 A That's not a good thing, no, sir.

3 Q Do peopl e get hurt when that happens?

4 A They coul d, yes, unless they can run, very,

5 very fast.

6 Q And when that's happening, does oil kind of

7 spill all over the place in an uncontrolled basis to the
8 extent that there's oil?

9 A If it's an oil well, that could certainly

10 happen, yes.

11 Q If it's a gas well, then the gas gets

12 rel eased kind of in an uncontrolled fashion?

13 A Nat ural gas being lighter than air, it would
14  go up, yes.

15 Q And when we say "natural gas," we're talking
16 about gas that's 85 percent nethane; is that correct?

17 A Well, not necessarily. Every natural gas has
18 a different conposition. It could be 85 percent

19 met hane. It could be nore or |ess.

20 Q The gas that is used in power plants is

21 85 percent nethane; is that right?

22 A CGeneral ly, yes, or nore.

23 Q Met hane is a greenhouse gas; is that correct?
24 A It is a greenhouse gas. It's the sinplest

25 hydr ocar bon.
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Q What' s cratering?

A Cratering could be simlar to a sinkhole
where you've extracted fluids fromunderneath near the
surface, and the surface coll apses.

Q And that could affect production and timng
and cause injury?

A Yes.

Q And then there's a reference to expl osions.

Soneti mes expl osi ons happen with natural gas and oi

drilling.
A They have happened, although in ny
experience, |'ve never experienced any of these things.
Q Are you an operator? Have you spent a | ot of

time on oil wells?

A | have, yes.

Q But | also read in the resune you were a
consultant for a nunber of years, right?

A Yes.

Q How many years did you spend on oil wells or
natural gas wells?

A During various parts of nmy career, | worked
in field operations, so really 20 percent of ny career.

Q And then you were doi ng operations when you
were there?

A Yes, in the field doing operations; on the

Premier Reporting Reported by: Lisa Gainey Reporting LLC



Florida Public Service Commission 12/1/2014
527

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

rigs directing operations.

Q Down on operational hazards, they also
I dentified pollution and other environnmental risks. Can
you tell us what pollution and ot her environnmental risks
are associated with drilling an oil and natural gas
wel | ?

A Well, if you have the circunstances you
descri be earlier where there's a blowut of oil and the
oil got on the surface of the ground, then that woul d be
pollution. [If it got into a fresh water drinking
source, that would be pollution.

Q So, right now, this project is not on
schedule. | think we've established that with other
W t nesses, correct?

A That's correct. The drilling did not start
on schedule, but it is on going now.

Q And part of the reason it didn't start on
time is the conpany, this PetroQuest conpany, can only
find one rig to drill; is that right?

A They found one rig that was suitable for
operation in this project. They are in the process of

addi ng anot her.

Q If you're in the oil and natural gas drilling
busi ness, | would assune you would be able to access a
drilling well. AmIl just not understanding it?
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1 A No, | think you' re absolutely right. There

2 are probably a nunmber of drilling rigs out there

3 avail abl e, but we want to get the right rig for the job
4 that's being done. W don't want to get sone rig that's
5 not suitable for the job being done.

6 Q So, is it your testinony that each rig is

7 uni que, kind of |like a fingerprint?

8 A There are certain types of rigs that that

9 class of rig is unique fromother classes of rigs.

10 Q How many cl asses of rigs?

11 A | don't know. Many.

12 Q So, they are not all unique. It's not like a
13 fingerprint, right?

14 A No, you wouldn't want to drill a horizontal
15 well that has a 5000-foot |ateral section with a well

16 that's only capable of drilling 5000 feet vertically.

17 Q So, let nme flip you to Page 24 of this

18 exhi bit down towards the bottom Wuld you pl ease read
19 the last bold section into the record.

20 A "Federal and state |egislation and regul atory
21 initiatives relating to oil and natural gas devel opnent
22 and hydraulic fracturing could result in increased costs
23 and additional operating restrictions or delays.”

24 Q So, the popul ar press uses the term

25 "fracking." |Is that the sane as hydraulic fracturing?
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A CGeneral ly, yes.

Q And the first sentence follow ng that says
that this process involves "the injection of water, sand
chem cal s under pressure in the rock formations to
enhance oil and natural gas production.”

I s that your understandi ng?

A Yes.

Q When they say "hydraulic," what does
hydraul i c reference?

A Wat er. Hydra.

Q And when they say that chem cals are used,
you're an expert in this. Gve nme one chemcal that's
used.

A ['"'mnot an expert in hydraulic fracturing
conposition of the fluids, but generally they are
predom nantly water and sone other chem cal is used for

stabilizing agents.

Q Can you give ne an exanple of what one m ght
be?

A No, | cannot.

Q And up on the top of this Page 24, there's a

reference to the explosion and the sinking of the Deep
Water Horizon drilling rig and the resulting oil spill
may significantly increase risks, costs and delays. You

don't disagree with that statenent, do you?
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A | don't disagree that there was a probl em
Wi th the Deep Water Horizon in the Gulf of Mexico, a
very different environnent than the Wodford Shal e.
Much hi gher pressure and a very different circunstance.

Q And specifically wiwth respect to that, the
conpany is saying it could increase their risks and
their costs and delays. You don't have any reason to

di sagree with that statenent?

A It certainly increased their costs, yes.
Q What's the worst accident that you're
famliar with with respect to an oil and gas drilling

operation on |and? The Deep Water Horizon was at sea,

right?

A Yes.

Q What's the worst accident that you're
famliar with with respect to a drilling operation that

t ook place on | and?

A | can't renenber a specific exanple. 1've
never been involved with one nyself.

Q Wth respect to your involvenent in the
| ndustry, can you --

A Well, of course, |I've heard reports in the
I ndustry of people getting injured on drilling rigs and
even, in sone cases, death.

Q And did you do due diligence on PetroQuest,
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1 figure out what kind of conpany they were?
2 A Yes.
3 Q Did you |l ook at their financials or |ook at

4 how Moody's rated thenf

5 A No.

6 Q You didn't ook at any of their financials?
7 A No, it was irrelevant to what | did.

8 Q Do you know i f anybody | ooked at their

9 financi al s?

10 A No.

11 Q Al right. | don't want to belabor this, but
12 there's a nunber of portions of this docunent that talk
13 about cash flow issues and liquidity. It will speak for
14 itself. You don't have any reason to disbelieve

15 anything that's set forth in this exhibit, correct?

16 A I have no knowl edge of what's in that exhibit
17 at all. | haven't read it.
18 Q But nmy question was: You have no reason to

19 doubt anything in here. It's an SECfiling, right?

20 Those are typically true.

21 A That's true, but as you and | have di scussed
22 before, many of these risks that they' ve identified are
23 boilerplate risks that everybody that's in the oil

24 I ndustry that's a publicly-traded conpany is going to

25 put in their annual report.
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Q Right. And I think we tal ked about it
before. |It's because there are real and actual risks
that may -- not necessarily will but they coul d happen.
A I wouldn't characterize themas real and
actual risk. | would characterize them as potenti al
risk.
Q So, you also spent tinme and you | ooked at a

|l ot of information with respect to the project in

question that was provided to you by PetroQuest,

correct?
A Yes.
Q Are you aware that PetroQuest in their

contractual docunents told USG that they shouldn't rely
on any of the data that was provi ded by PetroQuest or

words to that effect?

A No, I'm not aware of that.

Q If you were aware of that, would that change
your Vview?

A Il would still rely on the data that | had in

front of nme to do the analysis that | did.

Q But maybe | ess so0?
A No, | nean, the data that | get is actual
data. |1'll use that data to the purpose that it's

i ntended. Can | give you an exanpl e?

Q I was going to ask you. |If | told you to go
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to the University of Florida, what you need to do is you
need to go out to I-10 and go west, and say don't rely
on ny data but go ahead and go west on |-10, that
probably woul dn't work out very well for you since you
got to go east to get to Gainesville.

A "Il take your word for that.

Q And with respect to representation of
warranties, if a conpany's affirmatively stating that
you should not rely on any of their information, that
doesn't cause any concern for you?

A Wt hout knowi ng what the context of that
coment was, no.

Q Wuld it help you if I showed it to you?

A Sur e.

MR. MOYLE: Gve ne a mnute, M. Chairnman.

CHAl RVAN GRAHAM  Sur e.

MR. MOYLE: It's in a confidential docunent.
BY MR MOYLE:

Q So the record is clear, |I'mshow ng you Sam
Forrest, No. 4, Page 65 of 78 and Page 66. There are
sone highlights there. And |'ve starred -- you see a
star down there at the bottom of Page 657

A Yes.

Q If you would just read into the record

starting with the sentence following the star until you

Premier Reporting Reported by: Lisa Gainey Reporting LLC
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o the star on Page 66.

MR YOUNG M. Chairman, | think M. Myle
just said this is confidential information.

MR. MOYLE: And then | also think in redacted
version of M. Forrest's deposition --

THE WTNESS: | think it was unredacted.

['"l'l defer to M. Butler.

MR BUTLER: |'d like to see the reference in
the deposition you are referring to to confirmthat
it's, in fact, not confidential. Do you have a
page reference, M. Myle?

MR MOYLE: No, | read it this norning. |
don't have it, M. Butler, but I think -- ["]|
represent to you that the portion about the -- 1"l
| ook for it.

MR. BUTLER: |'m wondering whether it would
be faster for us to take a very short break for ne
to confer with the witness and M. Forrest and see
whet her we can confirmthat this part is okay to do
non-confidentially.

CHAl RVAN GRAHAM  Sounds |i ke a good tine
to -- the clock behind ne says about two after.
Let's go up to ten after. Seven or eight m nutes.

(Brief recess.)
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CERTI FI CATE
STATE OF FLORI DA )
COUNTY OF LEON )

I, LISA GAINEY, Court Reporter and Notary Public at
Tal | ahassee, Florida, do hereby certify as foll ows:

THAT | correctly reported in shorthand the
f oregoi ng proceedi ngs, at the tine and place as stated
I n the caption hereof;

THAT | |l ater reduced ny stenographic notes through
conput er-ai ded transcription, or under ny supervision,
to typewitten copy, and that the foregoi ng pages,
nunbered 1 through , both inclusive, contain a full,
true, and correct transcript of the proceedings on said
occasi on;

THAT | am neither of kin nor of counsel to any of
the parties involved in this matter, nor in any manner
Interested in the results thereof;

TH' S 2nd day of Decenber, 2014.

2 gwmwd/

LI SA GAlI NEY

Notary Public

Commi ssion: #EE198942
Expires May 23, 2016
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition for increase in rates by Florida § DOCKET NO. 120015-EL
Power & Light Company. ORDER NO. PSC-13-0023-S-El
ISSUED: January 14, 2013

The following Commissioners participated in the disposition of this matter:

RONALD A. BRISE, Chairman
LISA POLAK EDGAR
ART GRAHAM
EDUARDO E. BALBIS
JULIE I. BROWN

ORDER APPROVING REVISED STIPULATION AND SETTLEMENT
BY THE COMMISSION:

Ba ound

On March 19, 2012, pursnant to Section 366.06, Florida Statutes (F.S.), and Rules 25~
6.0425 and 25-6.043, Florida Administrative Code (F.A.C.), Florida Power & Light Company
(FPL) filed a petition for approval of permanent increase of its base rates and charges. In its
petition, FPL requested a base rate increase of $528 million with a Return on Equity (ROE) of
11.25%, plus a .25% performance adder to remain as long as it maintained the lowest electrical
rates in the state compared to the other 4 Investor Owned Utilities. Twelve parties were granted
intervention in the docket.! However, several parties were dismissed from the docket for various
reasons.? By the Order Establishing Procedure, Order No. PSC-12-0143-PCO-El, issued March
26, 2012, the hearing was set to commence on August 20, 2012. In May, June and August, 2012,
nine Commission service hearings were held throughout FPL’s service territory. On August 15,
2012, FPL and three of the eleven intervening parties filed a Motion to Approve Settlement

! Office of Public Counsel (OPC), South Florida Hospital and Healthcare Association (SFEXA), Florida Retail
Federation (FRF), Thomes Saporito (Saporito), Florida Industrial Power Users Group (FIPUG), Village of Pinecrest,
Federal Executive Agencies (FEA), Glen Gibellina, Larry Nelson, John Headricks, Algenol Biofuels Inc,, and
Daniej and Alexandrig Larson.

2 Mr. and Mrs. Larson and Mr. Nelson were dismissed as parties from the docket and their positions on the issues
were stricken pursuant to Section VII(a) of Order No. PSC-12-0143-PCO-E], the Order Establishing Procedure.
Section VII(a) provides “[U]nless excused by the Presiding Officer for good cause shown, each party {or designated
representative) shall personally appesr at the hearing. Failure of a party, or that party’s representative, to appear
shall constituts waiver of that party's issues, and that party may be dismissed from.the proceeding.” Both Mrs.
Larson and Mr. Nelson subsequently filed Petitions to Re-intervene and Intervene respectively in the supplemental
portion of the hearing, and those petitions were denied. Mr. Gibellina was dismissed from the docket for failure to
appear at the Prehearing Conference. DCUMERT NUMBFR- PATT

00264 UANIs =
FPSC-COMMISSION CLERK
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Agreement (Settlement Agreement) and a Motion to Suspend the Procedural Schedule.® The
Motion to Suspend the Procedural Schedule was denied by Order No, PSC-12-0430-PCO-EI,
issued August 17, 2012. The technical hearing commenced on August 20, 2012, and lasted 10
days.

On August 27, 2012, Order No. PSC-12-0440-PCO-EI, the Second Order Revising Order
Establishing Procedure (Second Order) was issued establishing a procedural schedule for further
actions necessary for us to consider the proposed Settlement Agreement. The Second Order
stated that upon conclusion of the evidentiary portion of the hearing; a date and time would be
set for the sole purpose of taking up the proposed Settlement Agreement. Also, the Second
Order gave all parties an opportunity to conduct informal discovery on the proposed Settlement
Agreement. On August 31, 2012, we announced that the hearing would reconvene on September
27,2012, and continue on September 28, 2012, if necessary, to consider the proposed Settlement
Agreement. On September 27, 2012, we voted to take additional testimony limited to specific
issues that were part of the proposed Settlement Agreement, but supplemental to the issues in the
rate case. Accordingly, in compliance with Sections 120.569 and 120.57, F.S,, the
administrative hearing was continued to November 19-20, 2012.

On October 3, 2012, Order No. PSC-12-0529-PCO-El, the Third Revised Order
Establishing Procedure was issued establishing the necessary procedures for discovery and
setting dates for filing prefiled testimony, the Prehearing Conference, and supplemental hearing
dates. On November 19 and 20, 2012, the supplemental hearing was held, and on November 30
parties filed post-hearing briefs. On December 13, 2012, we convened a Special Agenda
Conference to consider the proposed Settlement Agreement filed by FPL, FIPUG, SFHHA, and
FEA. At the Special Agenda we expressed our concerns with the proposed Settlement
Apgreement. We engaged in an extensive discussion of the benefits and detriments associated
with the provisions of the proposed Settlement Agreement, and whether the agreement as filed
was in the public interest. Upon completion of our discussion, all the parties (signatories and
non-signatories) were given an opportunity to engage in further settlement negotiations. Upon
reconvening the Special Agenda Conference, the signatories filed a revised Stipulation and
Settlement and the non-signatories reiterated their continued objections to our consideration of
the proposed or modified agreement,

By this Order, we approve the revised Stipulation and Settlement (Attachment A). We

have jurisdiction over these matters pursuant to Chapter 366, F.S., including Sections 366.04,
366.05, 366.06, 366.07, and 366.076, F.S. .

The August 15, 2012 Proposed Settlement Agreement
The major elements of the August 15, 2012 proposed agreement included the following:

3 FPL, FIPUG, FEA, and SFHHA are the signatories to the Settlement Agreement. While Algenol did not execute
the Settlement Agreement or join in the motion, it did express its support for the Settlement Agreement. Algenol
subsequently withdrew from the proceeding.
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e The Term would begin with the fist billing cycle of January 2013 and continue
through the last billing cycle in December 2016.

e FPL’s authorized Return on Equity would be set at 10.70 percent (9.70-11.70 percent
range) for all purposes.

o FPL would be authorized to implement a revenue increase of $378 million effective
January 1, 2013, The increase would be based on the projected 2013 test year billing
determinants contained in FPL’s filed Minimum Filing Requirements.

e FPL’s proposed minimum late payment charge of $5.00 would be increased to $6.00.

o Demand credits for large commercial and industrial customers in the new CILC and
CDR rates would be increased from the credits filed in FPL’s MFRs. The increased
CILC and CDR credits would be recovered through the energy conservation cost
recovery clause (ECCR).

e FPL would not be precluded from petitioning the Commission to seek recovery of
costs associated with any storms. Storm cost recovery would begin, on an interim
basis, 60 days from the filing of a storm cost recovery petition and associated tariff.
Storm cost recovery charges would be assessed over a 12-month period if the costs do
not exceed $4.00/1,000 kWh on a monthly residential customer bill. Storm cost
recovery in excess of $4.00/1,000 kWh would be recovered in a subsequent year or
years as determined by the Commission.

e FPL would continue to recover the annual non-fuel revenue requirements for West
County Unit 3 through the capacity cost recovery clause in the same manner provided
in the 2010 Rate Case Settlement, except that upon the implementation date of the
proposed settlement, recovery would no longer be limited to the projected fuel cost
savings.

e The revenue requirements associated with West County Unit 3 would be allocated to
customer classes based on the cost of service and rate design methodology reflected
in FPL’s filed MFRS in the current case. Recovery of West County Unit 3’s revenue
requirements would survive termination of the proposed settlement and would
continue until such time as new base rates are authorized for FPL.

e FPL would be allowed three generation base rate increases (GBRA): June 2013 —
Canaveral; June 2014 — Riviera; and June 2016 — Port Everglades. FPL would file for
each GBRA through the Capacity clause. Each GBRA would be calculated using a
10.70 percent ROE and the capital structure reflected in FPL’s MFRs for the
Canaveral Step Increase. The proposed settlement provides for a true up to actual
capital expenditures if capital costs are lower than projected. FPL would provide any
refund through the Capacity Clause and base rates would be adjusted going forward.
FPL would be required to initiate a limited proceeding if it chooses to pursue a
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revenue increase for higher capital costs. For the Canaveral Modernization Project,
the revenue requirement would be based on FPL’s current rate petition and MFRs.
The Riviera and Port Everglades revenue requirements would be based on the
cumulative present value of revenue requirements reflected in the respective need
determinations,. Each GBRA would be reflected in FPL’s customer bills by
increasing base charges and base credits by an equal percentage contemporaneously.

e If FPL’s achieved ROE falls below 9.70 petcent during the term of the settlement on
an FPL monthly eaming surveillance report stated on an FPSC actual, adjusted basis,
FPL could petition the Commission to amend its base rates and may seek interim
relief. If FPL’s achieved ROE exceeds 11,70 percent during the settlement term on
an FPL monthly eaming surveillance report stated on an FPSC actual, adjusted basis,
any other Party could petition the Commission to amend its base rates and may seek
interim relief, This Agreement would terminate upon the effective date of any final
order issued in any rate relief proceeding.

e FPL would amortize its projected depreciation reserve surplus and a portion of its
fossil dismantlement reserve (termed the “Reserve Amount”) over the period of the
Agreement, not to exceed $400 million.

o No depreciation or dismantlement studies would be required to be filed during the
Term of the Agreement.

e An Incentive Mechanism would become effective on the implementation date of the
Settlement. The Incentive Mechanism involves the sharing of gains resulting from
electric wholesale purchases and sales, and asset optimization. Asset optimization
involves: gas storage utilization; city-gate gas sales using existing transport
production area gas sales; capacity release of gas transport and electric transmission;
and the outsourcing of the optimization function. Annually, as part of the fuel cost
recovery clause, FPL would file a final true-up schedule showing its gains in the prior
calendar year on short-term wholesale sales, short-term wholesale purchases, and all
forms of asset optimization it undertook in that calendar year. FPL customers would
receive 100 percent of the gain from electric wholesale sales and purchases and asset
optimization up to a threshold of $36 million (“Customer Savings Threshold.”) FPL
customers would also receive 100 percent of the gain for the first $10 million above
the Customer Savings Threshold (termed “Additional Customer Savings”).
Incremental gains above the Customer Savings Threshold and the Additional
Customers Savings (totaling $46 million) would be shared between FPL and
customers as follows:

1. Between $46 million and $75 million, customers receive 30
percent of the incremental gains;

2. Between $75 and $100 million, customers receive 40
percent of the incremental gains.
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3. Over $100 million, customers receive 50 percent of the
incremental gains.

The customers’ portion of all gains would be reflected as a reduction to fuel costs
recovered through the Fuel Clause. FPL would be entitled to recover through the Fuel
Clause reasonable and prudent incremental O&M costs incurred in implementing its
expanded short-term wholesale purchases and sales programs and asset optimization
measures. Such costs include: incremental personnel costs, software and associated
hardware costs, In addition, variable power plant O&M costs incurred to generate
additional output in order to make wholesale sales, if the level of sales exceeds
514,000 MWh.

Decision

At the Special Agenda Conference, we expressed our concems with the proposed
Settlement Agreement. We engaged in an extensive discussion of the benefits and detriments
associated with provisions of the proposed Settlement Agreement, and whether the agreement as
filed was in the public interest. Upon completion of our discussion, all partics were given an
opportunity to engage in further settlement negotiations. Upon reconvening the: Special Agenda
Conference, the signatories filed a revised Stipulation and Settlement and the non-signatories
reiterated their continued objections to our consideration of the proposed and modified
agreements. The modified agreement incorporates changes based upon our extensive discussion.
The changes are discussed below. :

» FPL’s authorized Return on Equity was reduced to 10.50 percent from 10.70
percent for all purposes.

e The revenue increase was reduced from $378 million to $350 million effective
January 1, 2013. The increase is based on the projected 2013 test year billing
determinants contained in FPL's filed Minimum Filing Requirements. We note
that $18 million of the reduction in the requested revenue shall be allocated
directly to the base customer and energy charges for the residential rate class only.

e FPL’s minimum late payment charge was reduced from $6.00 to 35.00 as
originally requested in FPL’s MFRs.

o FPL shall be allowed three generation base rate increases (GBRA): June 2013 —
Canaveral, June 2014 ~ Riviera, and June 2016 ~ Port Everglades. FPL will file
for each GBRA through the Capacity clause. Each GBRA will be calculated
using a 10.50 percent ROE, instead of 10.70 as originally proposed, and using the
capital structure reflected in FPL’s MFRs for the Canaveral Step Increase. The
settlement provides for a true up to actual capital expenditures if capital costs are
lower than projected. FPL will provide any refund through the Capacity Clause
and base rates will be adjusted going forward. It will be FPL’s obligation to
initiate a limited proceeding if it chooses to pursue a revenue increase for higher
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capital costs. For the Canaveral Modemization Project, the revenue requirement
will be based on FPL’s current rate petition and MFRs. The Riviera and Port
Everglades revenue requirements will be based on the cumulative present value of
revenue requirement reflected in the respective need determinations. Each GBRA
will be reflected in FPL’s customer bills by increasing base charges and base
credits by an equal percentage contemporaneously. FPL shall calculate and
submit for our staff’s administrative approval the amount of the GBRA for each
modernization project using the Capacity Clause projection filing for the year that
each modernization plant is to go into service. These filing shall include revised
tariff sheets for the year that each modernization plant is to go into commercial
service.

If FPL’s achieved ROE falls below 9.50 percent, instead of 9.70 percent as
originally proposed, during the term of the seftlement on an FPL monthly eaming
surveillance report stated on an FPSC actual, adjusted basis, FPL may petition the
Commission to amend its base rates and may seek interim relief. If FPL’s
achieved ROE exceeds 11.50 percent during the term of the settlement on an FPL
monthly earning surveillance report stated on an FPSC actual, adjusted basis, any
other Party may petition the Commission to amend its base rates and may seek
interim relief, This Agreement terminates upon the effective date of any final
order issued in any rate relief proceeding.

An Incentive Mechanism will become effective on the implementation date of the
revised Stipulation and Settlement. This is a four-year pilot program. The
Commission has the option to review this pilot program after two years. Upon
review, if the Commission determines that the pilot program is not providing the
kinds of benefits that it anticipated or if the Commission determines the pilot
program is not satisfactory, the Commission may terminate this pilot program.
The Incentive Mechanism involves the sharing of gains resulting from electric
wholesale purchases and sales, and asset optimization. Asset optimization
involves: gas storage utilization; city-gate gas sales using existing transport;
production area gas sales; capacity release of gas transport and electric
transmission; and the outsourcing of the optimization function. Annually, as part
of the fuel cost recovery clause, FPL will file a final true-up schedule showing its
gains in the prior calendar year on short-term wholesale sales, short-term
wholesale purchases, and all forms of asset optimization it undertook in that
calendar year. FPL customers will receive 100 percent of the gain from electric
wholesale sales and purchases and asset optimization up to a threshold of $36
million (“Customer Savings Threshold™). FPL customers will also receive 100
percent of the gain for the first $10 million above the Customer Savings
Threshold (termed “Additional Customer Savings”). Incremental gains above the
Customer Savings Threshold and the Additional Customers Savings (totaling $46
million) will be shared between FPL and customers as follows: :
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1. Between $46 million and $100 million, customers receive 40
percent of the incremental gains.
2. Over $100 million, customers receive 50 percent of the
incremental gains.

The customers’ portion of all gains will be reflected as a reduction to fuel costs
recovered through the Fuel Clause. FPL will be entitled to recover through the
Fuel Clause reasonable and prudent incremental O&M costs incurred in
implementing its expanded short-term wholesale purchases and sales prograrms
and asset optimization measures. Such costs include: incremental personnel
costs, software, and associated hardware costs. In addition, variable power plant
O&M costs incurred to generate additional output in order to make wholesale
sales will be included if the level of sales exceeds 514,000 MWh,

We note that with respect to the GBRA, we find that it is the public interest because it
provides a benefit to both FPL’s customers and FPL, We already approved the need for the
Canaveral, Riviera, and Port Everglades Modemization Projects when we considered FPL’s need
determination petitions. The GBRA provides the mechanism for FPL to recover the costs to
modernize these plants and bring them into commercial service. We also find that the pilot
incentive mechanism is in the public interest. The pilot incentive mechanism is beneficial to
both FPL's customers and FPL. We note that this is a four-year pilot program and we have the
option to review it after two years. If we determine that the program is not providing the kinds
of benefits that are anticipated, or if we determine the pilot program is otherwise unsatisfactory,
we may terminate the program.

Settlement agreements are approved if we determine that they are in the public interest.’
The public interést standard that we apply in approving the revised Stipulation and Settlement
requires a fact-intensive, case-specific analysis. Having carefully reviewed the evidence in the
record, and having discussed the benefits and detriments associated with the revised Stipulation
and Settlement, we find that as a whole the seftlement is in the public inferest. It provides a
reasonable resolution of all the issues in this proceeding regarding FPL’s rates and charges. It
also provides FPL’s customers with stability and predictability with respect to their electricity
rates, while allowing FPL to maintain the financial strength to make investments necessary to

4 Order No. PSC-11-0089-S-EI, issued February 1, 2011, in Docket Nos. 080677 and 090130, In re: Petition for
increase in rajes by Florida Power & Light Company and In re: 2009 depreciation and dismantlement study by
Florida Power & Light Compapy; Order No. PSC-13-0023-S-EIPSC-10-0398-S-EI, issued June 18, 2010, in Docket
090144-El, 090145-El, 100136-El, In xe; Petition for increase in_ ; Progress Energy Flori

ited pedi g include Ba 1 3 0 i i ate

F.A.C.. by Pro Energy Florida,_Inc., and In re: Petition for approval of 2u amu;njgg_ order to record a
depreciation expense credit, by Progress Energy Florida, Inc.; Order No. PSC-05-0945-8-El, issued September 28,
2005, in Docket No. 050078-EI, In re: Petition for rate increase b ress Energry Florid !
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provide customers with safe and reliable power. All stipulated issues that were approved in this
docket on August 31, 2012, are superseded by our approval of the revised Stipulation and
Settlement.

We find, therefore, consistent with our ongoing authority and obligation, that the revised
Stipulation and Settlement establishes rates that are fair, just, and reasonable in the public
interest. We have a long history of encouraging settlements that are in the public interest, and
we believe it is appropriate to do so in this case as well.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the revised Stipulation and
Settlement filed December 13, 2013, which is attached hereto as Attachment A and incorporated
herein by reference, is approved. Itis further

ORDERED that FPL shall file for our staff’s administrative approval revised tariff sheets
to reflect the terms of the revised Stipulation and Settlement. It is furtber

ORDERED that FPL shall calculate and submit for our staff’s administrative approval the
amount of the GBRA for each modernization project using the Capacity Clause projection filing
for the year that each modemization plant is to go into commercial service. These filing shall
include revised tariff sheets for the year that each modemization plant is to go into commercial
service. It is further

ORDERED that Docket No. 120015-EI shall be closed.

By ORDER of the Florida Public Service Commission this 14th day of January, 2013.

Yy

ANN COLE

Commission Clerk

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399

(850) 413-6770

www .floridapsc.com

Copies furnished: A copy of this document is
provided to the parties of record at the time of
issuance and, if applicable, interested persons.

KY
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and
time limits that apply. This notice should not be construed to mean all requests for an
administrative hearing or judicial review will be granted or result in the relief sought.

Any party adversely affected by the Commission's final action in this matter may request:
1) reconsideration of the decision by filing a motion for reconsideration with the Office of
Commission Clerk, 2540 Shumard Qak Boulevard, Tallahassee, Florida 323 99-0850, within
fifteen (15) days of the issuance of this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme Court in the case of an
electric, gas or telephone utility or the First District Court of Appeal in the case of a water and/or
wastewater utility by filing a notice of appeal with the Office of Commission Clesk, and filing a
copy of the notice of appea! and the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order, pursuant to Rule 9.110, Florida
Rules of Appellate Procedure. The notice of appeal must be in the form specified in Rule
9.900(a), Florida Rules of Appellate Procedure. .
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition for increase in tates by ) Docket No. 120015-E1
Florida Power & Light Company. )
J

STIPULATION AND SETTLEMENT

WHEREAS, Florida Power & Light Company (“FPL"” or the “Company™), the Florida
Industrial Powes Users Group (“FIPUG™), the South Florida Hospital and Healthcare Association
(“SFHHA") 2ud the Federal Executive Agencies (“FEA™) have signed this Stipulation and
Setilement (the “Agreement”; unless the context clearly requires otherwise, the tcr'm “Party” or
“Parties” means a signatory to this Agreement); and

WHEREAS, on February 1, 2011, the Florida Public Service Commission {“FPSC” or
“Commission”) entercd Order No. PSC-11-0089-8-E1 spproving a stipulation and settlement of
FPL’s rate case in Docket Nos, 080677-E1 and 090130-E, which continues in effect through the
1ast billing cycle in Deceraber 2012 (the “2010 Rate Case Stipulation™); and

WHEREAS, on March 19, 2012, FPL petitioned the Commission for an increase in base
rates of approximstely $516.5 million to be effective on Japuary 1, 2013 following the expiration
of the 2010 Rate Case Stipulation, for a step increase of $173.9 million to be effective upon the
commercial in-service date of the Canaveral Modernization Project (scheduled to be June 1,
2013), and for other related relief (the “2012 Rate Petition™); and

WHEREAS, the Parties bave filed volurinous prepared testimony with accompanying
exhibits and conducted extensive discovery; and

LR UAN B I

C81I8L OECHTY
FPSC-COIMMISSI0N CLERK
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WHEREAS, the Parties recognize that this is a period of substantiel economic
uncertainty, in which economic development and job creation are vitally important to the state of
Florids; and

WHEREAS, the Parties to this Agrecment have undertaken to resolve the issues raised in
these proceedings so as to maintain a degree of stabiljty and prediciability with respect to FPL's
base rates and charges, as woll as to promote economic d’r;velopmmt. job creation and stability;

NOW THEREFORE, in consideration of, the foregoing and the covenants contained
herein, the Parties hereby stipulate and agree:

1. This Agreement will become effective on the first billing cycle of January 2013 (the
“Implementation Date”) end continue. through the last billing cycle in December 2016
(the period from the Implementation Date through the last billing cycle in Deccmber
2016 may be referred 1o hereln as the “Term”).

2, FPL's auwthorized rate of return on common equity (“ROE™) shall be a range of 9.50% to
11,50%, with a mid-point of 10.50%. FPL's autherized ROE range and mid-point shall
be used for all purposes during the Term.

3. (8 Upon the Impiementation Date and effective with the first billing cycle in January
2013, FPL shall increase its base rates and service charges by an amount that is intended
to generate an additional $350 million of annual revenues, based on the projected 2013
test year billing detcrminants reflected in the Minimum Filing Requirements: ("MFRs”)
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filed with the 2012 Rate Petition, and in the respective amounts and manner shown on
Bxhibit A, attached hereto.

(b)  Attached hereto as Exhibit B are tariff sheets for néw base rates and service
charges that implement the $350 million rte increase described im Paragraph (3Xa)
above, which tariff sheels shall become effective on the first billing cycle of Jenuary
2013. The new base rates reflected in the attached tariff sheets arc based on the billing
determinants, cost of service allocations and rate design in the MFRs accompanying the
2012 Rate Petition and include additional adjustments, all of which are reflected in
Exhibit A; provided, however, that: (i) the allocation of revenue responsibility for the
base customer and energy charges for the residential rate cless (l.e, R§(T)-1) shall be
reduced by an additional $18 million; (if) the minimum late paymeat charge shall be
$5.00; end (iii) consistent with FPL's recently approved revised Economic Development
Rider and to promote further economic development and job creation, (A) the-energy and
dernand charges for business and commercial rates dre adjusted as stiown in Exhibit B,
and (B) the utility-controlled demand credits for Jarge commercial and industrial
customers in the new CILC and CDR rates are greater than the credits reflected in such
MFRs, and the rélationship between the non-fuel energy and demand charges in the CILC
mies are revised. FPL shall be entitled 1o recover the increased CILC and CDR credits
through the energy conservation cost recovery (“"ECCR™) clause.

()  Base rates set in accordance with this Paragraph 3 shall not be changed during the

Term except as otherwise permitted in this Agreement.
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4. Nothing in this Agreement shell preclude FPL from requesting the Commission to
approve the recovery of costs that are recoverable through base rates under the nuclear
cost recovexy statute, Section 366.93, Floride Statutes, and Commission Rule 25-6.0423,

F.A.C. Pertics may participate in nuclear cost recovery proccedings end proceedings
related thereto and may oppose FPL's requests.

S. () Nothing in this Agreement shall preclude FPL from petitioning the Commission
to seek recovery of cosis assoclated with any storms without the application of sny form
6feamings test or measure and frrespective of previous or current base rute camings or

- lavel of theoretical depreciation seserve. Consistent with the rate design method set forth
in Order No. PSC-06-0464-FOF-E!, the Pasties egree that recovery of storm costs from
customers will begin, on sn intetim basis, sirty days following the filing of a cost
recovery pefition and tariff with the Commission and will be based od a 12<nonth
recovery period if the storm costs do not exceed $4.00/1,000 kWh on monthly residential
customer bills, In the event the storm costs exceed that level, any additional cesis In
excess of $4.00/1,060 kWh shall be recovered in a subsequent year or years as
determined by the Commisslon. All starm related costs subject to interim recovery under
this Peragraph 5 shall be calculsted and disposed of pursuant to Commission Rule 25-
6.0143, F.A.C., and will be limited to costs resulting from & tropical system named by the
Nationa} Hurricane Center or its successor, to the estimate of incremental costs sbove the
level of storm reserve prior to the storm and to the replenishment of the stoym reserve to
the fevel as of the Implementation Date. The Parties to this Agreement are not precluded
from participating in any such proceedings and opposing the amount of FFL's claimed
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costs but not the mechanism agreed to berein.

(b)  The Parties agree that the $4.00/1,000 kWh cap in this Paragraph § will apply in
aggregate for a calendar year; provided, however, that FPL may petition the Commission
to allow FPL fo increase the initial 12 month recovery beyond $4.00/1,000 kWh in the
event FPL incurs ‘in excess of $800 million of stormn recovery costs that qualify for
recovery in a given calendar year, inclusive of the amount needed to replenish the storm
regerve to the level that existed as of the Implententation Date. All Parties reserve their
right to oppose such a petition.

(¢)  The Parfics expressly agres that any proceeding to recover costs associated with
any storm shall oot be a vehicle for a “rate case® type inquiry concemning the expenses,
investment, or financial results of operations of the Compeny and shall not apply any
form of camings test or measure or consider previous or current base rate eamings or

level of theoretical depreciation reserve.

6. Nothing shall preclude the Company from requesting the Commission to epprove the
recovery of costs (a) that are of a fype which traditionally and historically would be, bave
been, or arc presently recovered through cost recovery clauses or surcharges, or (b) that
are incremental costs not currently recovered in base rates which the Legislature or
Commission determines sre clause recoverzble subsequent to the approval of this
Agreement. [t is the Intent of the Partics in this Paragraph 6 that FPL not bé allowed to
recover through cost recovery clauses increases in the magnitude of costs of fypes or
categories (including but not limited to, for exemple, investment in and maintenance of

transmission assets) that have been and traditionally, historically, and ordinarily would be
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recovered through base. rates, It is further the intent of the Perties to recognize that en
authorized govermental entity may impose requirements on FPL involving new or
atypical kinds of costs (Including but not limited o, for example, requirements related to

cybersecurity or the requireruents for seismic and flood protection at nuclear plants

arising out of the Fukushima Diiichi event), end concurrently or in connectico with the .
imposition of such requirements; the Legislature and/or Commission may authorize FPL !
to recaver those related costs through a cast recovery clause. Nothing in this Agreement .
shall affect the shifts from clause to base rate recovery and from base rate fo clause
recovery that wers set forth in the 2012 Rate Petition and accompanying MERs.
7. (8)  FPL will continue throughout the Term to Tecover the annual non-fuel revenue
requirements for West County Unit 3 via i3 capacity cost recovery clause (the “Capachty
Clause®) in the menner provided in the 2010 Rate Case Stipulation; provided, however,
that commencing upon the Implementation Date, such recovery shall not ‘be limited to the
projected fuef cost savings for West County Unit 3.

() The revenue requirements associated with West County Unit 3 quantified
pursuant 1o this paragraph shall be allocated to customer classes utilizing the same cost of
service and rate design methodology reflected in the MFRs accompanying the 2012 Rate

Petition..

(¢}  FPL’s right to recover the non-fuel revenue requirements for West Couaty Unit 3
pursuant to this Peragraph 7 shall survive termination of this Agreement and shall
continue until such time as new base rates are authorized for FPL that are based on-a test
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wear that reflects the then applicable non-fuel revenue requirements for West County Unit
N .

8. (@) FPL projects that the following three power plant modemization projects will
enter commercial service while this Agreement is in effect: the Canaveral Modemization
Project (projected to go into service June 2013), the Riviera Modemization Project
(projected to go into service Junc 2014), and the Port Everglades Modemization Project
(projected to go in sexvice June 2016). For each of these three modernization projects,
FPL's base rates will be increased by the annualized base revenuo reguirement for the
first 12 months of operation (the “Amnualized Base Reverue Requirement”). For the
Canaveral Modemization Project, the Annuafized Base Revenue Requirement shall bs as
reflected in the 2012 Rate Petition and accompanying MERs; for the Riviera and Port
Everglades Modemization Projects, the Annualized Base Reveaue Requirement shatl
reflect the costs upon which the cumulative present value of revenue requirements was
predicated, and pursuant to which a need determination was granted by the: Cormission.
Each such base rate adjustment will be referred to as a Generation Basc Rate Adjustraent
(“GBRA™).

()  Bach GBRA is to be reflected on FPL’s customer bills by increasing base charges
and base credits by an equal percentage contemporaneously. The calculation of the
percentage change in rates js based on the ratio of the jurisdictional Annualized Base
Revenue Requirement and the forecasted retail base revenuces from the sales of electricity
i (excluding West County Unit 3 revenues) during the fitst twelve months of operation.
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FPL will begin applying the Incremental base rate charges and base credits for each of the

three modemization projects to meter readings made on and after the commercial in-
service date of that modernization project.

(& Each GBRA will be calculated using a 10.50% ROE end the capital structure
reflected in the Canaveral Step Increase MFRs accompanying the 2012 Rate Petition.
FPL will calculate and submit for Commission confirmation that emount of the GBRA
for each modernization project using the Capacity Clause projection filing for the year
that modemization project Is to go into service.

(d) In the event that the actual capital expenditures are Jess than the projected costs
used to develop the initial GBRA factor, the lower fgure shall be the bagis for the full
revenue requirements end a one-time credit will be made through the Capacity Clause. I
order to determine the amount of this credit, a revised GBRA Fector will be computed
using the same dsta and methodology incorporated in the initial GBRA factor, with the
exception that the actual capilal expenditures will be used in kicu of the capital
expenditures. on which the Annualized Base Revenue Requirement was based. Ona
going forward basis, base rates will be adjusted to reflect the revised GBRA factor: The
difference between the cumtilative base revenues since the implementation of the injtial
GBRA factor and the cumulative base revenues that would bave resulted if the revised
GBRA factor had been in-place during the same time period will be credited to customers
tirough the Capacity Clause with interest at the 30-day commercial paper rate as
specified in Rule 25-6.109, F.A.C.

G In ll;e event that actual capital costs for a modemization project are higher than
the projection on which the Anmualized Base Revenue Requirement was besed, FPL et its
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option may initiate a limited proceeding per Section 366.076, Florida Ststutes, limited to
the issue of whether FPL has met the requirements of Rule 25-22.082(15), F.A.C, If the
Commission finds that FPL hes met the requirements of Rule 25-22.082(15), then FPL
shall increase the GBRA by the comesponding incremental sevenrue requirement dute to
such additional capital costs. Howover, FPL's clection not to scek such an increase in the
GBRA shall not preclude FPL from booking any incremeatal costs for surveillance
reporting and ell regulatory purposes subject only to a finding of imprudence or
disallowance by the Commission. Any Party may participate in eny such limited
proceeding for the purposo of chalicnging whether FPL has met the requirements of Rule
25-22.082(15).

() Upon expimfion or termination of this Agreement, FPL's basc rate Jevels,
ineluding the effects of the GBRAs as implemented in this Agreemeat (i.c., uniform
percent increase for all rate classes applicd to base revenues) for cach of the
modemization projects that achicved commercial in-service operation during the term of
this Agreement, shell continue in effect until next reset by the Commission.

9. (8) Notwithstanding Paragraph 3 above, if FPL’s earoed return on common equity
falls below 9.50% during the Term on an FPL monthly carings surveillance report stated
on an FPSC actual, adjusted basis, FPL may petition the FPSC to amend its basc rates,
cither as a general rate proceeding under Sections 366.06 and 366.07, Florida Statutes,
and/or as a limited proceeding under Section 366.076, Florida Statutes. (Throughout this
Agrecment, “FPSC actual, adjusted basis” and “ectual adjusted eamed return” shall mean
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results reflecting all edjustments to FPL’s books required by the Commission by rule or
order, but excluding pro forma, wegther-related adjustments.)  If FPL fileg a petition to
initiate a general rate proceeding pursuant to this provision, FPL may request an interim
rate increase pursuant to the provisions of Seclion 366.071, Florida Stomutes, The other
Parties to this Agreemeat shall be entitled to participate in any procecding initfated by
FPL to incrcase base rates pursuant to this paragraph, and may oppose FPL’s request.

()  Notwithstanding Paragraph 3 above, if FPL's eamed retum on comimon equity
exceeds 11.50% dwring the Term on an FPL monthly earnings surveillance repert siated
on an FPSC actual, adjusted basls, any other Party shall be entitled to petition the
Com.lmss:on for a review of FPL's base rates. In eny cage initiated by FPL or any other
Party pursuant 19 this paregraph, al) parties will have full rights conferred by law.

(€)  Notwithstanding Patagmph 3 gbove, this Agreement shall terminate wpon the
effective date of any final order issued in any such proceeding pursuant to this Paragraph
9 that changes FPL's base rates prior to tbe last billing cycle of December 2016.

(d)  This Paragraph 9 shall not (i) be construed to bar or limit FPL to any recovery of
costs otherwise contemplated by this Agreement; (i) apply to any request to change
FPL's basc rates that would. become effective after this Agreement terminates; or (iii)
limit amy Party’s rights in pmmdmss concerning changes 19 base rates that would
become effectivo subsequent to the termination of this Agreement to argue that FPL's
suthorized ROE range should be different than 9.50% to 11.50%.

10. (8 In Order No. PSC-10-0153-FOF-EL the Commission determined a nel theoretical
depreciation reserve suiplus in the total amount of $894 million (the "Total Depreciation’

10
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Reserve Swplus”). The Cominission directed FPL to amortize the Total Depreciation
Reserve Surplus oner four years, ending in 2013. Pursuant to the 2010 Rate Cese
Stipulation, the Parties therein agreed that in each year during the term of that agreement,
FPL would have discretion to vary the amount of amorlizition of Total Depreciation
Reserve Surplus taken in that year, subject to certain limitations. As a result of FPL's
actuel and projecied discretionary amortization during 2010-2012, the 2012 Rate Petition
and accompanying MFRs projected that FPL would have $191 million of Tote
Depreciation Reserve Surplus remaining at the end of 2012 and would amortize that
amount in. 2013, The actval remaining amount may differ from the projected amount of
$191 million.

(b) Notwithstanding Order No, PSC-10-0153-FOF-EI or the 2010 Rate Case
Stipulation, the Parties agree that over the Ferm of this Agresment, FPL may amortize
the Total Depreciation. Reserve Surplus remaining at the end of 2012, plus a portion of
FPL's Fossil Dismantlement Reserve (together the “Reserve Amount™) with the amounts
1o be amortized in each year of the Term left to FPL’s discretion subject to the following
conditions: (i) the amount of Total Depreciation Reserve Surplus that FPL may amortize
during the term shall not be less than $191 million (or the actual amount of Total
Deprecietion Reserve Surplus remaining at the end of 2012) and the total Reserve
Amount emortized during the Term shall not exceed $400 million" subject to (iil) below;
(ii) for any surveillance reports submitted by FPL during the Term on which its retun on
equity (measured on an FPSC actual, adjusted basis) would otherwise fall below 9.50%,

' The Company would record the $191 miltion of vet surplus amortization or the actual amount
of Total Depreciation Reserve Swrplus remaining at the end of 2012, 1o the cost of removal
component of the depreciation reserve to ensure that the amount of net surplus amortization on
the financial statements equals the amowunt of net surplus amortization reflected in rates.

1
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FPL must amortize at leagt the emount of the available Reserve Amount mecessary fo
maintain in each such 12-month period a return on equity of 9,50% (measured on an
FPSC ectusl, adjusted basis); and (iii) FPL may oot amortize Reserve Amount in an
amount that results in FPL achieving a return bn equity of grester than 11.50% (measured
on an FPSC actuai, adjusted basis) in amy such 12-month period as messured by
surveillance reports submitted by FPL. during the Term. FPL shall not satisfy the
requirement of Peragraph 9 that jts actual adjusted eaed return on equity must fall
below 9.50% on a monthly-sutveillance report before it may {ritiate a petition to increase
bmm.dmingmeTmuMFPLMmAesany of the Reserve Amount that remains
available for the purpose of fncreasing its camed return on-equity to at least 9.50% for the
period in question.

11.  Notwithstanding eny requiréments of Rules 25-6.0436 and 25-6,04364, F.A.C.,.FPL shall
1ot be required during. the Tem to file any depreciation study or dismantlentent study.
The depreciation retes and dismantlement ecoraal rates in effect as of the Implementation
Date shall remain in effect throughout the Term. The Parties agree that the provisions of
Rules 25-6.0436 and 25-6.04364 purseant to which depreciation and dismantlement
studles ere. generally filed at least every four years will not apply to FPL during the Term.

12. (a) In cnder to create additionsl value for customess by EPL engaging in both
wholesale power purchases and sales, as well as ail forms of asset optimization, the

Partics agree that FPL will be subject to the foliowing mechanism, eifective on the
Imipletentation Date (the “Inosutive Mechanism"):

12
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) FPL will file cach year ag pait of its fuet cost recovery clause (“Fuel
Clause”) final trué-up filing a schedule showing its geins in the prior calendar
year on shortslenn wholesale sales, short-term wholesale purchases (including
purchases that are reported on Schedule A-7), and all forms of asset optimization
that it undertook in that year (the “Total Gains Schedile”).? FPL's final truc-up
filing will include a description of cach asset optimization measure for which gain
is included on the Total Gains Schedule for the prior yesr, and such measures
shall be subject to review by the Commission to detémine that they kre cligible
for inclusion in the Incentive Mechanism.
Gi) For the purposes of the Incentive Mechanism, “assel optimization”
includes tut is not limited to:

o Gas stomge utilization (FPL could releasc contracted storage space or

sell stored gas during non-criticel demand seasons);

ansport (FPL could seil
gas to Florida customers, using FPL's cxisting gas transportation
capacity during periods when i is not needed to sexve FPL's native
load);

o Production (upsticar) area soles (FPL could sefl gas in the gas-

production aress, using FPL's existing gas transportation capacity

during perieds when it is motneeded to serve FPL’s native load);

2 For the purpose of this Agreement, “short-teqm” i intended to refet to non-separated wholesale
sales and purchascs. ‘Ordes No, PSC-97-0262-FOF-EI defined “non-scparaed” sales as “'sales
that are non-fitm or less than one year iu duration.”

13
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could sell id]e gas trensportdtion and/or electiic fransmission caparity
for short periods when itis not needed to serve FPL's native load;

through assignment of tramsportation and/or storage rights in
exchange for a premium tq be paid to FPL).
(i) On an aomual basis, FPL customers will reccive 100% of the gain

deseribed in Paragraph 12(a)(D), up to a threshold of $36 million (“Customer
Savings Threshold”). In addition, FPL customers will receive 100% of the gain
dascribed in Paragraph 12(s)(i) for the first $10 million above the Customer
Savings Threshold (*Additional Customer Savings”). Incremental gains above
the total of the Customer Savings Threshold.and ths Additional Custormer Savings
(L.e., ahove a gain of $46 millien) will be shared between FPL and customers as
follows: FPL will retsin 60% and customers will receive 40% of incremental
gains between $46 million and $10D million; and FPL will refain 50% and
customers will seceive 50% of all incremental gains in excess of $100 milijon.
The customers' portios of all gains will be reflected as a reduction to fuel costs
recovered through the Fuel Clause. FPL agrees that it will not requice agy native
load customer to be interrupted in order to initiste or maintain an economy sale,
whether that sale is firm or non-firm.

() FPL will be entifled to recover through the Fuel Clause the following types of

reasansble and prudent incremental O&M costs incurred in implementing its expanded

4
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short-term wholesale purchases and sales programs ps well as the asset optimization
measures (the “Incremental Optimization Costs™):
()  incvemental personnel, software and associated hardware costs incutred by
FPL to manage the expinded short-tennt wholesale purchases and sales prograins
and the asset optimization measures; and
(@ varisble power plant O&M costs® incurred by FPL to generato additional
output in order to make wholesale sales, to the extent that the level of such sales
excecd 514,000 MWh (f.e, the level of sales essumed for the pirpose of
forecasting 2013 test year power plagt O&M costs in the MFRs filed with the
2012 Rate Petition), with such costs determined by multiplying the sales above
that threshald times the monthly weighted average variable power plant O&M
cost per MWh reflected in the 2013 test yoar MFRs.
FPL's final true-up filing will s¢parstely stite and describo the Incremental 69ﬁmimﬁon
Coslsthatitinwmdinthepﬁoryear.nndmhcostssha!lbesubjecltomviewand
appwovel by the Coramissioz.
() On or after January 2, 2015 (., tWo years sfter the Implementation Date), the
Commission may review and, if continuing the Inceative Mechanism is deemied uot to be
in the public interest, terminats the Incsntive Mechanism for the remainder of'the Term.
13.  No Party to this Agrecment will request, support, or seck t0 impose a change in the
application of any ‘pmvision bereof. Except as provided in Paragraph 9, a Party to this
Agrecment will neither seek nox' support any reduction in FPL's base rates, including
limited, interim or any other sate decveases, that would take effect prior to the first billing

? For the purpose of thls Agrcement, “yariable power plant O&M costs” includles nop-fuel O&M
expenses and costs for capital replaccrent parts that vary as a function of a power plant’s output.

5
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cyele for Jenuary 2017, exccpt for any such reduction requested by FPL or as otherwise
provided for in this Agreement. FPL shiall not seek interim, limited, or genoral base rate
relief during the Tem except as provided for in Pamgraph 9 of this Agrezment. FPL is
not precluded from seeking interim, limited or gezieral bese rate relief that would be
cffective during or after the first billing cycle in Januery 2017, nor are the Parties
precinded from opposing such relief. Such intedim relief may be based on time periods
beforg Yanuary 1, 2017, comsistent with Section 366,071, Florida Statutes, and calculated
withont regard to the provisions of this Agreement.

14. Nothing in this Agreement will preclude FPL from filing and the Commission from
approving any new or revised tariff provisions or rate schedules requested by FPL,
provided that such tariff request does not increase any existing base rate component of a
tagfF or rdte schedule duririg the Term unless the application of such new or revised taniff’
or rate schedule i3 optional to FPL’s customers,

15.  The provisions of this Agresment are contingent on sppraval of this Agreement in its
entirety by the Commission without modificetion. The Parties further agree that they will
support this Agresment and will not request or support amy order, relief, outcome, or
result In confliét with the. terms of this Agreement in smy sdministrative or judicial
proceeding relating to, reviewing, or challenging the establishment, approval, adoption,
or implementation of this Agreement or the subject: matter hereof; provided, however,
that sothing in this Agreement shall affect FIPUG’s right to continue its appeal of Order
No, PSC-12-0187-FOF-El granting en affirmative determination of ated for the Port
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RECEED #1178

Everglades Modemizatlon Project or FPL's 1ight 10 oprpose that appeal. No party will
: {n any peocerding beforo the Commission that this Agreamment or any of the temis
Agreement shafl have any precedential value. Approval of this Agrecuent in fts
eittirety will resolve all matters in Docket No. 12001S-EI pursuant to and in acestdance
with Sgction 120,57(4), Florida Statutes. This docket will be closed effective on the date
mewmvhgﬁsw%w.MnoPmMmk
sppeliate review of any order iasued in these Dockets,

®OECI3 PH 3:25

16, This Agreement is dated es of Avgust 15, 2012, It may be execuled in counterpat
odsimh,.mda_&csimﬂeofmoﬂdml:ignmshdlhdmedmoﬁghﬂ. Any
pmnmmﬁwmmastmto&kAymlimmdbe
deszicd 8 Paxty with the full range of rights and responaibilities provided hercunder,
notwithstanding that such person or cntity {5 got listed in the first recital sbove and
mm&dmmmemeqnmmﬂudateofth!sAgxeemm,ilbehgexpmdy
understood that the addition of any such additional Party(ies) shall not disturb or diminish
the beaeflts of this Agroement to any curreat Party.,

In Witness Whereof, the Parties cvidence their accepiance and agreement with the
provisions of this Agreement by thelr signature.
Plorids Power & Light Company

700 Universe Boulevard
Juno Beach, FL 33408

aw_%)/c__
ErcB.

cesnre=gt L 1 2t Nees

D8124L OECI3 2

FFSC-COis SILY CLERY

X
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