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PROCEEDI NGS
(Transcript follows in sequence from
Vol unme 2.)
CONTI NUED EXAM NATI ON
BY MR MOYLE:

Q So, this docunent says, here are -- here are
sone things, as | interpret it that would suggest you
ought to do hedging. And admttedly, it's for mning
and netals, but you would al so agree that a | ot of
hedgi ng concepts -- they work whether you're in
agriculture, they work whether you're in netal and
m ni ngs, they work whether you're in energy, or they
wor k whether you're in stocks, correct; that the

concepts of hedging are --

A That's correct.

Q -- consistent across comodity?

A Uh- huh.

Q So, you're not unconfortabl e tal king about

this just because it says mning and netals, correct?

Correct.

Ckay. So, let's talk -- | want to ask you
about what this paper says are pros for hedgi ng and ask
you if these exist in FPL's program Hedging is a risk
managenent tool.

A Correct.
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1 Q Ckay. Provides greater certainty over cash
2 flows.
3 A | would say, in our case, it provides greater
4 certainty over fuel costs.
5 Q Ckay. How about with respect to cash flows?
6 A | don't know that. It provides greater
7 certainty over fuel costs.
8 Q How about with respect to locking in profit?
9 A That doesn't apply.
10 Q Proporti onate hedgi ng?
11 A | don't know what that neans.
12 MR, BUTLER. M. Myle, do you know what it
13 neans? | nean, you' re asking himabout a docunent
14 that is sinply -- it looks like a printout froma
15 web page. | bet you that these are actual |inks
16 that you can get down and it gives further
17 i nformati on under each of them But you're sinply
18 showi ng kind of a cover sheet to a web-based
19 tutorial on netals hedgi ng.
20 MR. MOYLE: Yeah. No, | appreciate it. |
21 nmean, the docunent speaks for itself.
22 MR. BUTLER: It doesn't speak very clearly.
23 MR MOYLE: | don't know that | can get a turn
24 to answer questions, not yet, but |I'mnot going
25 to -- I'"'mnot going to belabor it. | just want to
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test -- test his know edge and ask him-- ask him

if he has information about these concepts.
BY MR MOYLE:

Q Are there any other concepts that are listed
as why hedge that are a pro that you have famliarity
W t h?

A Goi ng down the list, no.

Q Ckay. Now, the main purpose for hedging, in
your mnd, inthis -- in this schenme is -- is what?

A Reduci ng vol atility.

Q Anyt hi ng el se?

A | mean, we can -- we can probably termit in
three different conponents. W' re reducing the
variability of fuel costs. W're protecting from
extrene price spikes in fuel. And we're also allow ng
our custoners to benefit fromfalling market prices,
whi ch has cl early happened over the | ast couple of
years.

Q Right. But that's a two-way street, right? |
mean, the benefit of falling market prices -- market
prices could go up. That's not a -- you don't -- you
don't speculate. You don't try to take positions.

A No, we don't. W do not take positions, but
the benefit of falling prices within our hedge program

Is real, and our custoners do get the benefit of falling
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mar ket prices.

Q For the unhedged --

A For the unhedged portion of the portfolio,
that's correct.

Q For the hedged portion of the portfolio,
they -- it's a bad deal for them correct? | nean,
financially.

A No, | wouldn't say it's a bad deal. |
think --

Q Dd it nake noney or | ose noney on --

A But that's -- but what you're doing is you are
trying to isolate a byproduct of hedging. W are
hedgi ng to reduce volatility. A byproduct of that is
there could be gains and there could be opportunity
costs. It depends on whether the nmarket settles | ower
or higher. But at the end of the day, we're reducing
volatility and still allowi ng custoners to benefit from

falling fuel prices, which they have.

So, | would say to you that to answer the
question of that the |losses are not good -- it's not a
valid question. |It's taking a piece in isolation that

can't be taken in isolation.
Q So, let ne ask you it way: |If this Comm ssion
sai d, you know what, this hedging stuff is too

conplicated. W hear you, consuners. You're just going
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to pay at the punp.

If we sit here today, since 2002, consuners,
col lectively, with respect FPL hedgi ng natural gas woul d
have 3-point -- no, it would have $4 billion in their

pockets that they don't have now, correct?

A That is correct.

Q Al right. So, I --

A But let ne -- let ne just clarify --
Q Your |awer will give you a chance --
A Ckay.

Q -- to do that.

A Ckay.

Q So, the only thing you have identified is a
good thing for hedging is it reduces volatility. And
you told me there were three sub-pieces to that, right;
that fallings prices benefit.

A We're reducing volatility. W're protecting
agai nst extrene price spikes. And we are allowing --
our custoners do benefit fromfalling fuel prices on the
unhedged piece of our portfolio, correct.

Q And protecting agai nst extrenme benefit, that's
just a natural byproduct from hedging, right? 1It's not
a separate thing.

A No, but that's what hedging is acconpli shing.

Q Right. It's -- it's al nost synonynous wth
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reduci ng volatility.

A That's correct.

Q So, this Ernst & Young docunent tal ks about
why not hedge. First is getting it wong. Do you agree
Wi th that being a significant risk?

A | don't agree with the phrasing. |'mnot sure
we're -- unless you're speculating in the market, |
don't know if getting it wong is really sonething |
woul d descri be our or FPL's hedgi ng program Getting it
wrong, to ne, just speaks of speculating on the market
and where prices are going to go. And that's certainly
not sonet hi ng we do.

Q So, see where it says why hedgi ng hasn't
wor ked?

A | do.

Q And it says, quote: The nobst powerful
argunent agai nst hedging is that, historically, large
anounts of sharehol der val ue have been destroyed by poor
hedgi ng prograns. Wuld you agree wth that statenent?

A | honestly don't know. | can't agree with
that statenent. | -- | don't know -- no, | don't know.

Q So, what if -- what if we substituted the nost
power ful argunent agai nst edge hedging is that,
historically, |large anounts of ratepayer val ue has been

destroyed by natural gas hedgi ng prograns? | deleted
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"poor," | substituted ratepayer for sharehol der, and I
put in natural gas. Wuld you agree with that
st at enent ?

A No.

Q Wiy not ?

A Because our custoners have benefited from our
hedge program CQur hedge --

Q Finan- -- financially --

A Gains and -- gains and the | osses of hedge
program are not how the success of the programis
judged. It cannot be judged that way. W're -- we are
reducing volatility. Gains and | osses are a byproduct
of hedging, are a direct outcone of hedging, which this
Conmi ssi on has deened as a reasonable tradeoff from at
| east the opportunity-cost side in reducing volatility.

So, our hedge program has been successful in
13 years in reducing volatility, which has been the
obj ective of the program

Q So, how do you neasure the degree to which
volatility has been reduced or not? | nean, is there
like a matri x that says, we says we get an "A" this year
for reducing volatility as conpared to a "C'? | nean,
do you have sonme way that you can show the consuners and
say, hey, we really reduced volatility this year, |o00k?

A | think we -- and | think M. Butler tal ked
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444
about it in his pre-hearing statenent. | think our
response to OPC s interrogatory -- | believe the nunber

was 127 -- is probably a very good indication of the

volatility that's been reduced wth the hedge program
one tinme in 13 years w thout hedging in place, nine

ti mes exceeding the 10-percent threshold. That's as
good as an indication as any in determ ning whether the
hedge program has been successful.

Wiile that is a conplicated exercise, even the
sinplified nethod that we use clearly denonstrates the
vol atility has been reduced.

Q So, is the answer to ny question, M. Myle,
no, we don't have a matrix that we use on an annua
basis to determ ne the reduction and volatility?

A No, M. Myle, we do not have a matrix that we
use on an annual basis to determne the volatility that
we' ve reduced, no.

Q Ckay. So, that's your answer.

A That is ny answer.

Q And what you're saying is the only analytic
that you have with respect to neasuring reduction and
volatility is how many tines you' ve been in for a md-
course correction, correct?

A Al right.

Q s that correct?
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1 A Pl ease repeat the question?
2 Q Ckay. so, |I'masking -- you know, you say on
3 hedgi ng, the big benefit to ny clients and the clients
4 of M. Brew and M. Wight -- the Retail Federation and
5 OPC, they represent everybody, all the consuners.
6 You're telling us that the only benefit is that it
7 reduces volatility.
8 " m sayi ng, okay, how can we neasure, how do
9 we know the degree to which volatility is reduced? How
10 do we neasure that? And you're telling ne the only
11 thing -- I think you're telling ne the only thing we
12 have that neasures that is a docunent that was
13 referenced that says here is how many tines we've been
14 in for a md-course correction since we've had hedgi ng
15 and here is what -- how many tines we woul d have been in
16 for md-course correction if we hadn't had hedging; is
17 that right.
18 MR BUTLER. |1'mgoing to object. M. Yupp
19 asked and answered the question. Al that
20 M. Myl e has done is nake a speech about how he
21 doesn't |ike the answer he got.
22 CHAI RMAN GRAHAM  1'I| allowit. | think he
23 was trying to get a specific.
24 THE W TNESS:. Yes, the response to the
25 interrogatory is a very clear indication of the
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1 volatility reduced -- that we have reduced. Do we
2 have anot her anal ytical docunent show ng on an
3 annual basis? No. |Is |limting md-course
4 corrections part of the success of the hedgi ng
5 progran? Certainly it is, yes.
6 BY MR MOYLE:
7 Q I n your view.
8 A Yes, in ny view
9 Q That's your opinion, right?
10 A That is nmy opinion.
11 Q And you haven't talked to ny clients and go,
12 hey, is it really going to be a problemfor you if we
13 have five m d-course corrections as conpared to two?
14 A | have not, no. But I wll say | do -- | do
15 remenber back in 2000 and 2001 when hedging first cane
16 up, when very early in 2001, FPL was significantly
17 under-recovered by the tune of, say, 400 mllion with
18 anot her recovery carrying over that was alnost a billion

19 dol | ars.

20 There was quite an uproar of that type of

21 under-recovery due to, at the tinme, what was descri bed
22 as an unprecedented rise in gas prices, which was about
23 $2 in MMB to you.

24 So, while | have not talked to your clients

25 specifically, | do recall that when prices go up, there
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1 Is -- there is a lot of discussion, and was certainly at
2 that time, on howto mtigate the inpact of prices going
3 up.
4 Q So, you would agree with nme that this
5 Conmm ssion, in making decisions that affect consuners,
6 should give considerable weight to the views of the
7 consuners, correct?
8 A I think this Comm ssion does give consi derable
9 weight to all of the parties' views, yes.
10 Q And it should as well, correct?
11 A Yes, | believe so.
12 Q Ckay. And are you representing the consuners
13 here today?
14 A No, I'mnot. |'mrepresenting Florida Power &
15  Light.
16 Q Ckay. And does Florida Power & Light have any
17 financial interest in any of these hedges that we've
18 tal ked about? Do they nake noney on these hedges?
19 MR BUTLER: 1'll object that that was asked
20 and answered. M. Sayler asked hi mabout that.
21 MR, MOYLE: Yeah, | think -- | don't think it
22 was fully answered.
23 MR, BUTLER: He just doesn't renenber the
24 answer. It was --
25 MR. MOYLE: No, | do renenber the answer. He
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said no as it relates to financial hedges, but |

ask it broad purposely to see if he will say, yeah,

we nake noney on Wodf or d.

THE WTNESS: First, | don't -- | don't think
| said no with regard to financial hedges. |
certainly could have, but | thought | said no. But
i f you are asking about Wodford --

BY MR MOYLE:

Q No, let ne just start over because | thought
you said, no, we don't make any noney on financi al
hedges. So, if you don't renenber it that way, | think
It's probably a fair question to get clarification on.

Do you nake noney on financial hedges?

A No, we --

Q You, being FP&L.

A No, we do not.

Q Do you nake noney on any type of hedges?
A | believe in the Wodford Project, the

physi cal hedges, we are earning a return on that
I nvest ment .
Q And do you know how nuch you earned on that
I nvestnment in 2015 and 20167?
A No, | do not know specifically.
Q Do you know -- were the -- was the 31 mllion

that you're seeking for 2015 or the 57.6 mllion that
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1 you're seeking for 2016 -- were those audited -- were

2 those nunbers audited by any third party?

3 A That, | don't know specifically. I'm

4 trying -- I'mtrying to -- forgive ne. |I'mtrying to

5 recall the timng of the Comm ssion's fuel audit or

6 staff's fuel audit. | do not know that. As part of the
7 nor mal process, they would be audited through our nornal
8 fuel audit each year

9 Q And why do you say that?

10 A | would assune that, as part of the Fuel

11 Cl ause, that those types transactions woul d be audited.
12 Qur hedges are al so audited through the hedgi ng audit.
13 So, | would assunme that sonme conbination of the hedging
14  audit and Fuel O ause audit would audit the nunbers that
15 we are projecting or have incurred on an actual basis.
16 Q Wuld it be of concern if that was not the

17 case to you?

18 A | don't think that's going to be the case. |
19 would assune that they woul d be audited.

20 Q Okay. But as an expert in hedging and things
21 li ke that, |I'mjust asking you, if they weren't audited,
22 wouldn't -- it seens to ne it would be a concern if you
23 were | ooking at these nunbers, the Conmi ssion or soneone
24 el se, and you had unaudited nunbers. |Is that not a

25 concern to you?
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1 A Yes, it would be a concern. | believe all our
2 nunbers are audited.

3 Q And when you say they are audited, are they

4 audited by third parties like, you know, Price

5 Waterhouse if they are still --

6 A We go through annual staff audits each year on
7 hedgi ng and on fuel.

8 Q Do you back those up with third-party audits?
9 A Not to ny know edge, no.

10 Q So, the audits you were referring to were

11 audits perforned by PSC staff?

12 A Correct.

13 Q Dd they performaudits this year?

14 A Yes.

15 Q But you just don't know whether they audited

16  Wyodf ord nunbers or not.

17 A | don't recall, no.

18 Q Okay. As a general proposition, would you

19 agree that it's appropriate to consi der soneone's view

20 of the world if that soneone has a financial interest in

21 a particular matter?

22 A Can you explain that alittle bit nore?

23 Q It's just a very broad question. |If

24 soneone -- if I'mtestifying in a case and I'min a

25 dispute with a client over a big fee, it would be in ny
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financial interest to win that case and get noney. And
maybe sonebody woul d go, well, maybe your testinony is
colored a little bit by your financial interests.
That's kind of the point "'mtrying to nake.

You woul d agree, as a general proposition,
that financial interest is a legitimate thing that
potentially could -- should be considered when naking
deci si ons, correct?

A kay. Correct.

MR. MOYLE: kay. Thank you. That's all |

have.

CHAI RMVAN GRAHAM  Staff?

M5. BROMNLESS: No, sir. Thank you.

CHAI RVAN GRAHAM  Conmmi ssi oner s?

Redi rect.

MR. BUTLER: Thank you.

REDI RECT EXAM NATI ON
BY MR BUTLER
Q M. Yupp, real briefly, you were asked by
M. Sayl er about whether there is an anple supply of
shal e gas presently. Do you renenber that?

Yes.

Q Was there an anple supply of shale gas in
20147

A Yes, there was.
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Q What was the recorded annual average
volatility of natural gas prices in 20147

A | believe it was 96.7.

Q How di d that conpare to years before and after
t hat ?

A The volatility in 2014 was, | think, as we've
stated before, the third highest level of volatility in
the years 19 of data that we | ooked at.

MR, SAYLER: (Objection. Qutside the scope of
my cross. And this is also his rebuttal exhibit.

MR BUTLER: But it's answering a question --
follow ng up on a question you asked, M. Sayler,
about there being an anple supply of shal e gas,
which was clearly directed at the topic of whether,
therefore, there isn't nmuch volatility left.

Sinply follow ng up on your line of questioning.

MR. SAYLER: 1'l|l defer to the Chairman on his
ruling for this.

CHAl RVAN GRAHAM 1"l allowit.

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

CHAI RMAN GRAHAM  Okay. Exhibits.

MR. BUTLER: FPL woul d nove the adm ssion of

Exhibits 2 through 6.

CHAI RMVAN GRAHAM  Any objections? W'Il enter

Exhibits 2 through 6.
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(Exhibit Nos. 2 through 6 admtted into the
record.)

CHAI RMVAN GRAHAM  Any ot her exhi bits?

MR. SAYLER. O fice of Public Counsel would
nove Exhibits 115, 116, 117 into the record.

CHAl RVAN GRAHAM  Let's just nove 115 right
now. And let's nove the other ones when we get
around to it.

MR, SAYLER: Al right. Certainly.

(Exhibit Nos. 115 and 117 marked for
I dentification. )

(Exhibit No. 115 admtted into the record.)

MR, MOYLE: 119 FI PUG woul d nove in.

MR BUTLER. FPL would to object to
Exhibit 119. W don't think that an adequate
foundati on was established for it. It's, as
M. Myl e, acknow edged about hedgi ng on m ning.
It's sinply what | ooks |ike the first page of a
series of nested tutorials on hedging fromErnst &
Young. | don't think he established that M. Yupp
validated its authenticity or otherw se established
that it's an appropriate exhibit to admt.

MR MOYLE: So, he's -- he's an expert, and
Ernst & Young is a well-known nane in the

consul ting business and accounting business. And |
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think it's fair to ask an expert questions about --
about anot her expert's view of hedgi ng.

He acknowl edged that hedgi ng principles were
the same whether it related to netals or mnerals
or energy. So, | think it should cone in and give
it the weight it's due.

CHAl RVAN GRAHAM  You actual ly agreed to that?

(Laughter.)

I"mgoing to allowit. W spent quite a bit
of time onit. And if sonebody wants to go back
and reference it -- so, I'll allowit.

(Exhibit No. 119 marked for identification and
admtted into the record.)

CHAl RMAN GRAHAM  All right. M. Yupp, thank
you very much for your testinony.

MR, BUTLER: May he be excused?

CHAl RVAN GCRAHAM  Yes -- well, for now.

MR, BUTLER: Thank you. For now, yes.

CHAl RVAN GRAHAM  We're going to take probably
about a ten- -- let's call it 15- -- we'll cone
back at five after. That's a 12-m nute break by
the clock at back of the room five after four.

(Brief recess from3:54 ppm to 4:06 p.m)

CHAl RVAN GRAHAM  Ckay. One w tness down,

coupl e dozen to go.
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MR. BERNI ER: Thank you, M. Chairman. DEF
will call Joseph McCallister.
DI RECT EXAM NATI ON
BY MR BERN ER

Q Sir, would you pl ease state your nanme -- wl|
you pl ease introduce yourself to the Conm ssion and
provi de your business address.

A My nanme is Joseph McCallister. M business
address is 526 South Church Street, Charlotte, North
Carol i na 28202.

Q Thank you. And have you already been sworn in
as a wtness?

A | have.

Q Thanks. W do you work for and what is your

position?

A | work for Duke Energy Progress. And ny
position is the director of natural gas, fuel oil, and
em ssi ons.

Q Thank you. And have you filed on April 7th

and August 31st direct testinonies and exhibits in this

docket ?
A | have.
Q Do you have copies of your prefiled direct

testinonies with you today?

A | do.
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Q And do you have any changes to nmake to your
prefiled direct testinonies?

A | do not.

Q So, if I was to ask you the sane questions
t hat appear in your direct testinonies today, would your
answers be the sane?

A They woul d.

Q Thank you.

Are you famliar with the notice of areas of

W tness expertise DEF filed in this docket on
Qct ober 14th, 20157

A Yes, | am

Q And can you please affirmfor the Conm ssion
that you are qualified through your know edge, skill
experience, training, and education to offer expert
opi nions on the follow ng topics; whether the continued
financi al hedging of natural gas is in the custoner's
best interest?

A Yes.

Q Changes that may be appropriate to the
Commi ssion's current policy regarding the financi al
hedgi ng of natural gas?

A Yes.

Q The prudence of DEF's actions to mtigate the

vol atility of natural gas, residual oil, fuel oil, and
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pur chased power ?

A Yes.

Q And t he reasonabl eness of DEF' s 2016 ri sk
managenent pl an.

A Yes.

MR. BERNIER M. Chai rman, we understand that

FI PUG and possibly sone other parties would like to

voir dire M. MCallister. So, we would tender him

for that purpose at this tine.
CHAI RMAN GRAHAM  Thank you very mnuch.
M. Myl e?
MR, MOYLE: | have a few questions on voir
dire.
VO R DI RE EXAM NATI ON
BY MR MOYLE:

Q Good aft ernoon.

A Good afternoon.

Q | want to ask you -- your counsel read the
areas in which you have expertise. You agree with
those; is that right?

A Yes, sir.

Q Ckay. And so, | want to understand a little
bit -- you have a degree in accounting fromChio State,
right?

A Yes, Sir.

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 11/2/2015
458

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Are you a CPA?

A | amnot. | passed the CPA, but | amnot a
CPA.

Q Ckay. And then when you were director of
portfolio and market risk assessnent, | assune that you

were involved in natural gas markets at that point in
tinme; is that right?

A You want to know what ny responsibilities
wer e?

Q Yeah, that's a better way to ask it.

A Yeah, in that position, | hel ped devel op
gui del i nes around various corporate risks, including
natural gas, fuel procurenent, power, et cetera. |
revi ewed deal proposals for risk conponents, made sure
that deal structures were properly vetted out, risks
were properly vetted out, reviewed by managenent, those
sort of things.

Q And then you were giving advice to senior
managenent with respect to managi ng ri sk and all ocati ng
risk?

A | would say it was a col |l aborative process.
Certainly, | worked directly for the chief risk officer.
And certainly, through the collaborative process of him
and | talking -- us talking to senior nanagenent, us

talking to other conpanies, certainly, we provided sone
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| nput on the process.

Q kay. And you've been in the roomsince this
hearing started, correct?

A Yes, sir.

Q Al right. If I -- if | had a docunent |ike
the one | used with the previous wtness, 119 that's now
I n evidence or another docunent that's typically used
W th experts, | assune you would be confortable
respondi ng and answering questions related to that?

A Yes, sir.

Q And you're famliar wth hedges, you' ve placed
hedges and understand pros and cons of hedges?

A In ny past work experience, | have, yes.

Q And when you say the past work experience, is
t here anyt hi ng beyond what we've tal ked about that would
be applicabl e?

A Prior to ny work experience in ny testinony?

Q Yes, sir.

A Yes. There probably are sone specific
positions where now |'m nore of an overseer in
devel oping plans. Before, | actually executed plans and
procured gas and executed hedgi ng prograns.

Q Tell me about that and who you did that for,

I f you woul d, pl ease.

A Sure. | worked for Anmerint (phonetic)
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Corporation prior to Progress Energy and Duke. In

those -- at that conpany, | had a variety of comrercia
positions. One position, | was the director of the gas,

storage and transportation book, which was a book that
we nmanaged all of our storage for our custoners as well
as transportation. And via that, we had gas hedgi ng
strategi es around nmanagi ng the risk, buying the gas,
protecting value in the portfolio.
Anot her position, | was the director of the

Texas commerci al assets, which was a set of nerchant
pl ants and | oad obligations where we bought fuel,
managed ri sk through power. And then | was the director
of the md-Atlantic assets and PJM where | al so managed
a fleet of assets as well as fuel procurenent hedging
strategies, et cetera, optimzation.

Q And you woul d agree, in those positions you
descri bed, the objectives were nore than just to reduce

the fuel volatility as objectives, correct?

A Vell --
Q | mean, | don't want to go through -- |
just -- | --
A Once again, the -- working in an unregul at ed

merchant environnment in ternms of trying to add value to
assets, create optim zation margins, profit and | oss --

certainly different businesses have different
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obj ecti ves.

Q Ri ght .

A So, if that -- | don't know if that answered
your question, but the certainly, the business
strategi es and objectives of certain businesses can be
di fferent than others.

Q Right. And I'mjust trying to have you affirm
that, in those roles, it was nore than reducing risk
volatility that the FPL witness just talked to with
respect to want to try to shave peaks and val |l eys from
prices. | nean, did Anerint ever try to lock in profits
and you go, let's take a little noney of the table here
and we' || hedge against this?

A Wll, it was about managing risk. That was
one, always nmanaging risk. And two, certainly, |ocking
I n margins was part of the objective.

Q Al right. So, then, the answer to the
underlying question is: Yes, ny previous
responsibilities relating to hedgi ng involved nore
conponents than just shaving peaks and vall eys as you do
in a regul atory context.

A Vll, | wouldn't say we're shaving peaks and
valleys. W're following a structured programto, over
time, lock in prices to reduce price -- you know, to

reduce price volatility. [|I'mnot --
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Q Ckay.
A -- sure. | nean, maybe we're saying the sane

t hi ng, but peaks and valleys -- I'mnot sure if |I would

categorize it that way.

Q Ckay. And you're confortabl e tal king about
the programthat you foll ow?

A Yes, | am

MR, MOYLE: Okay. | have no objection to this
W t ness bei ng tendered as an expert in the nmanners
for Duke that they've set forth in their filing.

CHAl RVAN GRAHAM M. Wight?

MR WRIGHT: Nor do we. Thank you,

M. Chairman.

CHAl RMAN GRAHAM  Ckay.

MR, BERNI ER°  Thank you. Then we woul d ask
that M. MCallister's prefiled direct testinonies
entered into the record as though read.

CHAI RMVAN GRAHAM W' || enter
M. MCallister's prefiled direct testinony into
the record as though read.

MR. BERNI ER°  Thank you.

(Prefiled direct testinony inserted into the

record as though read.)
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DUKE ENERGY FLORIDA
DoOCKET No. 150001-El

Fuel and Capacity Cost Recovery
Final True-Up for the Period
January through December 2014

DIRECT TESTIMONY OF
JOSEPH MCCALLISTER

April 7, 2015

Please state your name and business address.
My name is Joseph McCallister. My business address is 526 South Church

Street, Charlotte, North Carolina 28202.

By whom are you employed and in what capacity?

| work for Duke Energy Progress an affiliate company of Duke Energy
Florida, Inc. (“DEF”, “Petitioner” or “Company”) as the Director, Natural Gas
Oil and Emissions. | am responsible for the natural gas, fuel oil and
emission group activities in the Fuel Procurement Section of the Systems
Optimization Department for the Duke Energy regulated generation fleet.
This group is responsible for the natural gas and fuel oil acquisition and
transportation needed to support the generation needs for Duke Energy
Indiana, Duke Energy Kentucky, Duke Energy Carolinas, Duke Energy
Progress and Duke Energy Florida. In addition, this group is responsible for

the emission allowance (“EA”) position management for Duke Energy
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Indiana, Duke Energy Kentucky, Duke Energy Carolinas, Duke Energy

Progress and Duke Energy Florida.

Have you testified before the Commission in previous fuel clause
proceedings?

Yes.

Please briefly describe your work experience.

| received a Bachelor Degree in Business Administration majoring in
Accounting from The Ohio State University. While at Duke Energy, from
2003 until mid 2006, | served as the Director of Portfolio and Market Risk
Assessment through mid 2006, the Director of Gas and Oil Trading from mid
2006 through early 2009, the Director of Gas, Oil and Power from early 2009
to June 2012, and Director of Gas, Oil and Emissions from July 2012 to the
present. Prior to my tenure with Duke Energy, | spent approximately 10
years in management positions at energy trading and asset generation
based companies. Summary experiences over this time period include gas
and power scheduling, real time power trading and scheduling management,
commercial management of gas storage and transportation agreements,
commercial management of fuel and power optimization activities for
unregulated generation assets and wholesale contract agreements, and

corporate planning.
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What is the purpose of your testimony?

The purpose of my testimony is to provide the August-December 2014
hedging true-up data and summarize the results of DEF's hedging activity
for calendar year 2014 as required by Commission Order No. PSC-02-1484-
FOF-EI and further clarified by Commission Order No. PSC-08-0667-PPA-EI

issued in October 2008.

Have you prepared exhibits to your testimony?
Yes. | have attached Exhibit No.___ (JM-1T) which is the Hedging Activity

Report for the period August — December 2014.

What are the objectives of DEF's hedging strategy?
The objectives of DEF’s hedging strategy are to reduce the impacts of fuel
price volatility over time and provide a greater degree of fuel price certainty

to DEF’s customers.

What hedging activities did DEF undertake for 2014 and what were the
results?

DEF utilized approved physical and financial agreements to hedge a portion
of its projected natural gas and light oil fuel burns, and a portion of the
estimated fuel surcharge exposure embedded in DEF’s coal river barge and
railroad transportation agreements. These activities resulted in a net hedge

cost for 2014 of $28.5 million.
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Did DEF execute its hedging activities consistent with its approved
Risk Management Plan?

Yes. The hedging activities executed by DEF were consistent with those
outlined in its 2014 Risk Management Plan (“Plan”). In the Plan filed in
August 2013, DEF'’s hedging target ranges were to hedge i} to [l of its
forecasted natural gas burns for calendar year 2014 with a target to hedge
approximately | of the forecasted natural gas burns over time. With
respect to light oil forecasted to be burned at DEF's owned generation
facilities for calendar year 2014, DEF targeted to hedge a minimum of [Ji}.
With respect to the coal river and rail transportation estimated fuel surcharge
exposures for calendar year 2014, DEF targeted to hedge between [Jjij to
I of the estimated fuel surcharge exposures based on contractual
provisions in the coal rail and river barge transportation agreements. As of
December 2013, based on DEF’s forecasted burns and estimated coal rail
and river barge transportation agreements, DEF’s hedge percentages for
calendar year 2014 were approximately |||, T T and B
respectively for forecasted natural gas, and light oil burns, and estimated
fuel surcharge exposures in the coal river and rail transportation
agreements. As such, DEF was within its targeted hedge ranges for

calendar year 2014 going into the year.

For calendar year 2014, DEF’s hedge percentages based on actual burns
for natural gas and light oil, were approximately [l and [, respecitively.

DEF hedge percentages for the estimated fuel surcharges embedded in
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DEF’s coal river and rail transportation in 2014 were [l and
respectively. The actual hedge percentages for natural gas, light oil, and the
estimated fuel surcharges for coal river and rail transportation were within
the ranges outlined in the Plan. As outlined in the Plan, actual hedge
percentages for any monthly period, rolling twelve month time period or
calendar annual period can come in higher or lower than the hedge

percentage targets as a result of actual versus forecasted fuel burns.

Did DEF hedging activities meet the stated objective and are the
activities consistent with the Commission’s Orders for hedging?

Yes. DEF’s hedging activity met the stated objective of DEF's hedging
strategy to reduce the impacts of fuel price volatility over time and provide a
greater degree of fuel price certainty to DEF’s customers. The hedging
activities are consistent with Commission Orders No. PSC-02-1484-FOF-EI
and No. PSC-08-0667-PPA-El. DEF’s hedging activities are conducted in
an environment of strong internal controls and executed in a structured
manner. DEF’s hedging activities do not attempt to outguess the market
and may or may not result in net fuel cost savings, but have achieved the

objectives.

Does this conclude your testimony?

Yes.
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INRE: PETITION ON BEHALF OF DUKE ENERGY FLORIDA, LLC.
FOR

FUEL AND CAPACITY COST RECOVERY
FINAL TRUE-UP FOR THE PERIOD
JANUARY THROUGH JULY 2015
FPSC DOCKET NO. 150001-El
DIRECT TESTIMONY OF
Joseph McCallister

August 31, 2015

I. INTRODUCTION AND QUALIFICATIONS

Please state your name and business address.
My name is Joseph McCallister. My business address is 526 South Church Street,

Charlotte, North Carolina 28202.

By whom are you employed and in what capacity?

I work for Duke Energy Progress, LLC, an affiliate company of Duke Energy
Florida, LLC (“DEF”, “Petitioner” or “Company”), as the Director, Natural Gas Oil
and Emissions. | am responsible for the natural gas, fuel oil and emission group
activities in the Fuel Procurement Section of the Systems Optimization Department
for the Duke Energy regulated generation fleet. This group is responsible for the
natural gas and fuel oil acquisition and transportation needed to support the
generation needs for Duke Energy Indiana, Duke Energy Kentucky, Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Florida. In addition, this group

is responsible for the emission allowance (“EA”) position management for Duke

D
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Energy Indiana, Duke Energy Kentucky, Duke Energy Carolinas, Duke Energy

Progress and Duke Energy Florida.

Please describe your education background and professional experience.

| received a Bachelor Degree in Business Administration majoring in Accounting
from The Ohio State University. While at Duke Energy, from 2003 until mid-
2006, | served as the Director of Portfolio and Market Risk Assessment through
mid-2006, the Director of Gas and Oil Trading from mid-2006 through early 2009,
the Director of Gas, Oil and Power from early 2009 to June 2012, and Director of
Gas, Oil and Emissions from July 2012 to the present. Prior to my tenure with
Duke Energy, | spent approximately 10 years in management positions at energy
trading and asset generation based companies. Summary experiences over this
time period include gas and power scheduling, real time power trading and
scheduling management, commercial management of gas storage and transportation
agreements, commercial management of fuel and power optimization activities for
unregulated generation assets and wholesale contract agreements, and corporate

planning.

Have your duties and responsibilities remained the same since you last
testified in this proceeding?

Yes.

)




10

11

12

13

14

15

16

17

18

19

20

21

22

23

47

What is the purpose of your testimony?
The purpose of this testimony is to outline DEF’s hedging objectives and activities

for 2016, and outline DEF’s hedging results for January 2015 through July 2015.

Are you sponsoring any exhibits to your testimony?
Yes, | am sponsoring the follow exhibits:
e Exhibit No. __ (JM-1P) — 2016 Risk Management Plan (filed August 4,
2015); and
e Exhibit No. __ (JM-2P) — Hedging Results for January 2015 through July

2015 (filed August 14, 2015).

What are the objectives of DEF’s hedging activities?
The objectives of DEF’s hedging strategy are to reduce the impacts of fuel price
risk and volatility over time, and provide a greater degree of fuel price certainty to
DEF’s customers.

REDACTED
Describe DEF’s hedging activities that the Company will execute for 2016.
DEF will hedge a percentage of its projected natural gas burns and a portion of the
estimated fuel surcharge exposure embedded in DEF’s coal river barge
transportation agreements. DEF will utilize approved physical and financial
agreements. With respect to hedging activity, natural gas represents the largest
component of DEF’s overall hedging activity given it is the largest fuel cost

component. DEF’s target hedging percentage ranges are between [Jjj to [JJjj percent
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REDACTED

of its current 2016 forecasted calendar annual burns. DEF anticipates to target to
hedge a minimum of. percent of its forecasted natural gas burn projections for
2016 as outlined in the Risk Management Plan. With respect to coal river barge
transportation estimated fuel surcharges, during the balance of 2015 and for
calendar year 2016, DEF will target to hedge between . and . percent of any
estimated fuel surcharge exposure in the coal river barge transportation agreements.
Hedging in the ranges and targets provided allows DEF to monitor actual fuel
burns, updated fuel forecasts, and make any adjustments as needed throughout the

year.

DEF’s hedging activities do not involve price speculation or trying to “out-guess”
the market. All hedging transactions are executed at the prevailing market price that
exists at the time the hedging transactions are executed. The results of hedging
activities may or may not result in net fuel cost savings due to differences between
the monthly settlement prices and the actual hedge price of the transactions that
were executed over time. The volumes hedged over time are based on periodic
updated fuel forecasts and the actual hedge percentages for any month, rolling
period, or calendar annual period may come in higher or lower than the target
minimum hedge percentages and hedging ranges because of actual fuel burns versus
forecasted fuel burns. DEF’s approach to executing fixed price transactions over
time is a reasonable and prudent approach to reduce price risk and provide greater

cost certainty for DEF’s customers.
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REDACTED
As of August 11, 2015, DEF has hedged approximately. percent of its forecasted

natural gas burns for 2016. DEF will continue to execute additional hedges for
2016 throughout the remainder of 2015 and during 2016 consistent with its on-

going strategy.

Q. What were the results of DEF’s hedging activities for January through July
2015?

A. The Company’s natural gas hedging activities for the period of January 2015
through July 2015 have resulted in hedges being above the closing natural gas
settlement prices by approximately $122.5 million. The Company’s overall fuel oil
hedging activities have resulted in hedges being above the closing settlement prices
for the period of January 2015 through July 2015 by approximately $0.3 million.
These overall hedge results were driven primarily by a decrease in natural gas prices
after the execution of DEF’s 2015 hedging transactions. The hedging activities
were executed consistent with DEF’s Risk Management Plan. DEF’s hedging
activity did achieve the objective to reduce the impacts of fuel price risk and

volatility, and providing greater fuel price certainty for DEF’s customers.

Q. Does this conclude your testimony?

A. Yes.
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BY MR BERN ER

Q M. MCallister, do you have a sunmary of your
prefiled direct testinony?

A | do.

Q Wuld you read it at this tine, please?

A Yes.

Good afternoon, Comm ssioners. M nane is Joe
McCallister. In ny direct testinony, | provide DEF s
August through Decenber 2014 hedgi ng true-up data,
summari ze the results for DEF' s hedging activity through
July 2015, and al so outline DEF s proposed hedgi ng
obj ectives and activities for 2016.

' mavail able to ask any questions that the
parties or the Comm ssion may have regarding ny
testi nony.

Thank you.

MR, BERNTER | would tender M. MOCallister

for cross exam nation.

CHAI RMVAN GRAHAM  Thank you.

oPC?

MR, SAYLER: Thank you, M. Chairman.

We do have one exhibit to pass out.

CHAI RVAN GRAHAM 1167

MR, SAYLER: In addition to 116, it would be

Exhibit 120, a new one. It would be excerpt from
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2011 hedgi ng wor kshop transcri pt.
And | would also like to note at the very back

of it | have the Henry Hub Natural Gas Spot Price.

CHAl RVAN GRAHAM | didn't hear what you said.
MR, SAYLER. Ch, after the transcript -- it's
not just the transcript. |It's also the Henry Hub

Nat ural Gas Spot Price.
CHAI RMVAN GRAHAM  Ckay. So, we'll give this
one Exhibit 120.
(Exhibits Nos. 116 and 120 marked for
i dentification.)
MR. SAYLER: Thank you.
CROSS EXAM NATI ON
BY MR SAYLER:
Q "Il be asking you questions about this
exhibit alittle |ater.
A Ckay.
Q So, I'lIl just start on with ny cross.

M. MCallister, are you famliar with a
statenent that, over tinme, gains and | osses in hedgi ng
are expected to offset one another?

A Yes, sir.
Q And from 2002 to 2014, your conpany incurred
approximately 1.2 billion in natural gas hedging costs

or | osses.
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A That is correct.

Q And for 2015, your conpany is projected to
I ncur about 196 mllion in natural gas hedgi ng costs or
| osses?

A Yeah, | will update that. The nunber is --
and this is subject to change. But based on | ate
Septenber, that nunber is about 215 mllion,
approxi mately, subject to check.

Q 21- -- 215 or --

A 215.

Q Ckay. Thank you.

And you woul d agree that hedging costs or
| osses are solely borne by the custoners, correct?

A | woul d.

Q And you woul d agree that natural gas narket
conditions are different in 2015 than they were in 2002.

A | woul d.

Q And you woul d agree that advances in
recovering gas fromshale formati ons has increased the
supply availability of natural gas since 2002.

A It has.

Q And you woul d agree that the addition of shale
gas into the market has al so decreased the price of gas
si nce 2002?

A It has.
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Q All right. And also -- sane question: The
price of natural gas is lower now than it was in the
m d- 2000s.

A It is.

Q All right. Wuld you agree that fuel -price
vol atility is decreasing since 20027

A | think I would say that the overall average
has decreased. So, yes, | would agree that prices in

general are less volatile.

Q Ckay.

A On aver age.

Q On aver age.

A Over a long period.

Q Over a long period. Ckay.

And you woul d agree that your conpany does not
estimate or forecast fuel-price volatility for the price
of natural gas?

A We do not. We use the market to determ ne
what the volatility is.

Q All right. And when it cones to hedgi ng, does
the conmpany profit or nmake a return on any natural gas
financi al hedging transactions entered into between the
conpany and its counter-parties?

A We do not.

Q And does the conpany have any affiliate
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relationships with its financial hedging counter-
parties?

A We do not.

Q Does the conpany have in place corporate
policies and procedures for its enpl oyees, including
officers, to prevent conflicts of interest as it relates
to these hedgi ng transactions?

A Yes, we do.

Q It's ny understandi ng that your conpany hedges
to reduce fuel-price volatility; is that correct?

A Ri ght .

Q And pursuant to its risk managenent plan, it
must hedge a certain volune of gas regardl ess of whether
prices are going up or down; is that correct?

A Vll, | would categorize it as we -- we have a
structured approach over tine where we're targeting a
certain percentage. W certainly don't do it all at
once. W're doing it over tinme. W're doing it right
now in the |l ow price environnent, but yeah, we do
ultimately target a certain percentage over tine.

Q Ckay. But your hedging risk managenent pl an
does require that you do a m ni rum anount of hedgi ng.

A We target in our risk managenent plan a
certain mnimumwthin that plan.

Q And if you have a hedging target range, but it
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woul d make sense to hedge bel ow that target range, woul d
your conpany hedge bel ow that target range?

A | think if we thought that we needed to do
that, we would update our plan and file that in our
pl an.

Q Ckay. But when it cones to hedging, at a
m ni mum -- excuse ne. But for the nost part, when it
cones to hedging, you' re not |ooking at market
condi tions when you enter into those hedgi ng contracts;

Is that right?

A Well, | -- certainly, we're nonitoring market
conditions. | think, just like |I said, prices are
really low right now, but we're still executing hedges

in this lowprice environnment. So, certainly, we're --
we nonitor market conditions. W're not specul ating on
mar ket conditions. That's not part of the program

But by virtue of layering in prices over tine,
you're -- you are executing hedges in different market
envi ronments over tine as they change. So, | woul dn't
categorize us as not nonitoring market conditions, but
certainly, we're not speculating on prices either, if
that's your question.

Q Ckay. If you wll, take a look at this

exhibit. 1It's an excerpt froma transcript fromthe

2011 hedgi ng workshop. And it's ny understandi ng that
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you were the spokesperson -- spokesman for the utilities
I n that workshop; is that correct?

A Vll, | would say | was the appoi nted
presenter. It was a joint effort by all the utilities.

Q So, you drew the short straw?

A Possi bly, yes.

(Laughter.)

Q kay. If you will, look at Page 22, Lines 4
to 15. Do you recall stating to the Conm ssion that the
spot price of gas and forward prices of gas have
decl i ned?

A Yes.

Q And that production gromh from shal e has
changed donestic natural gas supply picture?

A Yes.

Q Ckay. And -- excuse nme. And specifically,
the yellow highlighted area, you stated that, based on
price trends, it appears there is limted roomfor
further price decline, such as, greater volatility of
risk in the future could be price increases. Do you see
t hat ?

A Yes, | do.

Q And woul d you agree that prices today are
currently bel ow what they were in 20117

A They are.
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MR, SAYLER: Thank you very nuch,
M. MCallister. No further questions.
CHAl RVAN GRAHAM M. Wight?
MR, WRI GHT: No questions, M. Chairman.
Thank you.
CHAl RVAN GRAHAM M. Brew?
MR. BREW Thank you, Your Honor.
CROSS EXAM NATI ON
BY MR BREW

Q Good afternoon, M. MCallister.

A Good afternoon.

Q You are director of natural gas, oil, and
em ssions at Duke Energy, right?

A Yes, | am

Q And that responsibility applies to all of the
regul ated conpani es?

A Yeah, it applies to the five regul ated
utilities; Kentucky, |Indiana, Duke Energy Carolina, Duke
Energy Progress, and Duke Energy Florida.

Q Do you engage in hedging for all of the
regul ated utilities?

A We do not.

Q Ckay. Do you engage -- which state
jurisdictional utilities do you engage in hedging in

besi des Fl ori da?
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1 A North Carolina and South Carolina.

2 Q Ckay. So, not in Indiana.

3 A Yeah, we do not engage in hedging in Indiana
4 for natural gas or Kentucky sinply because of the fuel

5 mx. |It's predom nantly coal.

6 Q I n both states.

7 A In both states.

8 Q Ckay. You nentioned a mnute ago in response
9 to M. Sayler that you do -- you market nonitor

10 conditions -- market conditions; is that right?

11 A W do.

12 Q In fact, that's a basic part of your job; is
13 that right?

14 A It's part of our job to -- to nonitor, you

15 know, different aspects of the market. W certainly

16 aren't predicting the market, but we certainly get

17 I nformati on on market trends over tine.

18 Q And so, you would | ook at both spot and

19 forwar d-1 ooking prices for both gas and oil ?
20 A | wouldn't say so nmuch on oil. Qur fleet is
21 not really focused on oil. | would say nore for natural
22 gas, sure.
23 Q So, for natural gas, are you |l ooking at trends
24 I n those markets?
25 A Yes, we have been nonitoring trends in those
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mar ket s.

Q Ckay. And are you | ooking at factors that may
affect those trends?

A Yes, we are.

Q And woul d that be just for Florida?

A Well, | think it's -- it's overall trends,
suppl y-and-demand driven trends. You know, each state
has their own uni que needs. You know, Florida is a
state that doesn't have any natural gas production. So,
you may | ook at different ways to manage that versus,
you know, a particular region that maybe is right on top
of a bunch of production.

So, it does depend on the jurisdiction. It
depends on the circunstance for each conpany and each
state they are operating in.

Q Ckay. Well, let's stick to -- so, you |l ook at
both -- you look at Florida circunstances, nationa
circunstances; is that right?

A Well, | nmean, | think nmy point is, certainly,
froma supply-demand perspective, we're | ooking at the
overall trends; we're not necessarily picking one state
over or another. W're |ooking at the general trends in
the market via supply or denand.

Q Supply or demand, rig counts?

A Sure, nmonitor rig counts.
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1 Q Econom c activity?

2 A To sone degree.

3 Q Ckay. So, in your testinmony on Page 4, at the

4 bottom of the page, you nention that Duke establishes
5 target hedgi ng percentages. And you state a range

6 there. Do you see that?

7 A On Page --

8 Q |"msorry. It's your August 31st testinony.
9 A -- 3 -- 1I"'msorry?

10 Q Your August 31st testinony.

11 A Ckay. One second (exam ni ng docunent). Yes,
12 sir.

13 Q Ckay. So, you see the statenment that DEF s
14  target hedgi ng percentage ranges -- ranges are

15 between -- and it gives two nunbers?

16 A Yes.

17 Q Ckay. And the percent is based on your

18 current projection of the fuel burned for the next year,

19 in this case, 2016, right?

20 A Yes.

21 Q Ckay. How do you devel op those targets?
22 A Well, a couple -- a couple of ways; one --
23 well, there is really one single way. W | ook at our
24 bpburn profile. And for -- for our fleet, the vast

25 majority of our burns, we call them are nostly base
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1 | oad.

2 W have a | ot of conbined cycles and a couple
3 of steam plants that run pretty -- the conbined cycles

4 are running at a high-capacity factor, and the steam

5 plants are pretty predictable.

6 So, we |l ook at the overall usage of our fleet,
7 | ooki ng at that burn profile. And then we back into an
8 approxi mate percentage that we feel is necessary to

9 hedge given our fuel m Xx.

10 Q So, if you're burning nore, is your percentage
11 hi gher ?

12 A No. In fact, | -- you know, that's a good

13 point. The -- you know, our absol ute gas usage

14 continues to go up, but we haven't changed the

15 percentage. Actually, the percentage has been pretty

16 constant the last few years.

17 Q Ckay.

18 A But our average usage, in terns of our fuel

19 m x percentage as well as the absol ute anount of gas we
20  burn, actually has been increasing.

21 Q So, do you change the percentage targets based
22 on your perception of projected increased volatility in
23 the markets?

24 A We do not.

25 Q Ckay. Based on changes in rig counts?
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1 A We do not.

2 Q Okay. Based on whether or not Congress wl |

3 pass a | aw aut hori zing exports of natural gas or crude
4 oil?

5 A No, we do not.

6 Q Do you track, for exanple, activity at FERC

7 wth respect to licensing L and G export facilities?

8 A Yes.

9 Q kay. So, you're aware there are ten pending
10 applications to build such facilities, pending --

11 A Yeah, | nmean, | know there has been -- there
12 Is six -- or five or six under active construction and a
13 nunber i n pendi ng application.

14 Q Do you change your hedging practices or target
15 based on FERC s actions with respect to approving or

16  denying any of those applications?

17 A No. | think we |ook at the whol e picture,

18 right. W |ook at the supply and certainly the demand
19 factors that could potentially increase usage. And

20 there's a nunber of them There's not just L and G

21  There's industrial demand. There's increase in Mexican
22  exports.

23 There's a nunber of factors that could

24 potentially -- you know, you have increase in supply.

25 You could have increase in demand, but we're not
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specul ating on what is going to happen. W're not
certain of that. But in ternms of just nonitoring
general trends, certainly we -- we do nonitor those
trends.

Q And that's -- that's really what | want to get
to. | understand you do nonitor those trends, but what
do you actually take into account in devel opi ng your
targets?

A Well, | think the primary thing we're taking
I nto account is reducing price volatility. But the
other thing to note is that as gas prices have cone
down, our usage has gone up.

So, | think we certainly I ook at our fuel mx
when we' re eval uati ng what our percentage targets shoul d
be. But we're not speculating on where we think a
specific project is going to get approved or not or
those sort of things. That is very speculative. W're
not speculating on price. W're sinply trying to, over
time, layer in transactions to mtigate price risk.

Q Vell, let's talk about a hedge for a m nute
and when Duke enters into a physical hedge, and let's
confine ourselves to natural gas for a nonent. You w |
be entering into a contract for a specific quantity of
gas?

A W wll be entering into a notional quantity
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1 of -- if you're talking physical?

2 Q Yes, physical.

3 A Yeah, we would be agreeing to a physical -- a
4 certain volune of physical gas.

5 Q At a specified price?

6 A Yes, sir.

7 Q At a specified delivery time?

8 A A delivery tinme and | ocati on.

9 Q And a location. And is the delivery of that
10 quantity to that |ocation guaranteed?

11 A No, it is not. It could --

12 Q So --

13 A You -- it happens the vast najority of the

14 tinmes, but certainly, you could have events that curtai
15 that gas. You could have forced najor events. You

16 coul d have events that the gas may not show up. Doesn't
17 happen very often, but certainly that -- it doesn't

18 absol ute guarantee 100 percent delivery.

19 Q So, if there was a deliverability problem the

20 hedge woul dn't cover you.

21 A Correct.

22 Q Ckay. Not to bel abor the point because you

23 tal ked about it wwth M. Sayler, but whether you hedge
24 or not, a hundred percent of the fuel-price risk is with

25 Duke's consuners, right?

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 11/2/2015
488

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yes, sir.

Q Ckay. And your hedging practices through your
ri sk managenent plan aimto snmooth that risk out through
your hedges, but it at no tine shifts the risk away from
consuners, right?

A That's correct.

Q Ckay. Wuld -- do you know i f Duke's approach
to hedging would change if the utility had sone skin in

the ganme, say a 90/ 10 share of gains and | osses?

A Il -- 1 would think it would change. |
don't -- I'"'mnot sure that, you know, the hedgi ng
programas it stands is -- was enacted to benefit and

protect the custonmer fromfuel -price novenents.

"' mnot certain that we could support a plan
that where they are sharing because that woul d be
specul ative and that's not -- not sonmething |I'msure we
woul d be able to support.

Q My question is whether you thought you m ght
hedge differently if you had -- if the conpany had sone
ri sk at stake?

A Vll, | think fundanentally -- let ne be
clear. Maybe I didn't answer it very well. But the
conpany does believe in managing fuel-price risks for
our custoners. W think it's an inportant risk

managenent tool, particularly in |ight of our fuel m x.
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| think the FPL witness said their fuel mx was 72
percent. Qurs next year -- our fuel mx generation is
73 percent natural gas.

So, as a fundanental practice, do we believe
that managing risk for the custoner is inportant and
managi ng price risk for our fuel is inportant? Yes.

But if there is no policy, I"mnot certain we could
support ongoi ng hedgi ng, you know, as a neans for
managi ng risk if the custoners and the Conm ssion
determ ne that that wasn't what was needed.

Q I"'mtrying to follow the | ast piece of your
answer there.

You tal ked about your prior experience
managi ng fuel books for Amerint and others, right?

A Yes, sir.

Q Where your business criteria were different in
terns of optimzing either margins or the asset val ue,
right?

A VWll, we were generally | ooking at the
difference between the fuel costs and the power markets
and trying to lock in a margin between the fuel and the

unregul at ed power generator into the power narkets.

So, it was just a different -- a different
busi ness nodel. W weren't necessarily trying to pick
the best -- you know, buying the best fuel price or the
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market. W were just trying to hedge risk in the sense
of doing that at market and managi ng that margin for the
conpany.
Q kay. So --
A So, it's a different business nodel.
Q Ckay. My question, then, is: |If the -- if
Duke had a stake in the outcone of your hedgi ng, would
t he hedging practices be different? And | thought you
said earlier, probably, but could you clarify that?
A Yeah, | think -- if there is no policy, |
t hi nk the conpany's position would be we woul d stop
hedgi ng.
MR. BREW Ckay. That's all | have. Thank
you.
CHAI RVAN GRAHAM M. Moyl e?
MR. MOYLE: Thank you.
CROSS EXAM NATI ON
BY MR MOYLE:
Q Fol l owi ng up, | assunme that you say -- in
response to M. Brew s question, you would stop hedgi ng
because you don't want to assune that risk of whether

this Comm ssion or another comm ssion would say, yeah,

t hat was good or not good. |It's a recovery issue,
correct?
A Well, in part, but | think also we're -- you
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know, we're followng policy. So, to the extent that
policy changed, then we would have to -- if one of the
criteria was nmaybe there will be sone skin in the gane,
we woul d have to evaluate that and provi de feedback. |
just think it's -- you know, in general, wthout a
policy, we would probably not hedge.

MR MOYLE: Ckay. | have a docunent that |I'm

going to share with you. Maybe | could get a

little help on another exhibit.

CHAl RVAN GRAHAM  We' I | give this

Exhi bit No. 121.

(Exhibit No. 121 marked for identification.)
MR. MOYLE: Ready to nove forward, M. Chair?
CHAl RVAN GRAHAM  Yes.

BY MR MOYLE:

Q Ckay. Sir, |I've given you a docunent that's
been marked as 121. |It's entitled "Gas hedgi ng: Should
utilities do less and do it differently.” And it's
aut hored by a Ken Costell o, principal, National
Regul atory Research Institute. And it says NARUC
subconm ttee on gas, Los Angeles, California, 2017
[sic], 2011.

| know you haven't had a ot of tinme to | ook
at this, but are you famliar wth NARUC?

A I"'mfamliar with the nane.
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1 Q Do you know what the organi zati on does or --

2 A Not in detail, no.

3 Q Yeah. Do you know anyt hi ng about the Nati onal
4 Regul atory Research Institute?

5 A Not -- not a -- no.

6 Q Ckay. So, let ne -- let nme test your

7 knowl edge vis-a-vis sonme of the things in this docunent,
8 if I -- if I could. On Page 3, there is a definition of
9 hedgi ng. It says, quote: Hedging is an econom c

10 activity in which a party tries to protect against

11 potential adverse price fluctuation -- fluctuations in a
12 market. Wbuld you agree with that definition?

13 A Yeah, | would generally agree that definition.
14 Q But in a regulatory context, doesn't -- ny

15 thinking was adverse requires you to factor in alittle
16 bit of judgnent about which way the market m ght go. Do
17 you disagree with that?

18 A Wel |, once again, | think, you know, there is
19 a lot of opinion on what the word "adverse" coul d nean
20 to one person or another. Wen we |ook at our risk

21 profile, right, which is our fuel mx, and we | ook at

22 the bucket that's tied to natural gas, which is over

23 70 percent, it doesn't necessarily, in ternms of the

24 context | think you were going, M. Myle -- adverse --
25 ' mnot sure what that nmeans. But certainly we | ook at
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1 that in the terns and the context of the risk we're

2 trying to protect.

3 | -- 1 couldn't tell you what they nean by,

4 you know, adverse, whether that neans a dollar novenent,
5 whether that neans a $1.50 novenent, if that neans a

6 $2.00 novenent -- |I'mnot sure what that neans.

7 Q Yeah, and when you say those novenents, you're
8 not tal king about a -- you're not tal king about a, you

9 know, $1.50 in sum you're talking about a $1.50 nove in
10 nat ural gas.

11 A Yeah, |I'msaying if gas -- you know, we -- |
12 think people have been talking -- so, for exanple, if

13 natural gas is $2.50 for 2016 right now and it goes to
14 $4.00, well, that's a -- | don't know the percentage.

15 It's a high-percentage nove. |Is that considered adverse
16 by sone standards? It would be to ne. Now, is that

17 adverse to other people? | -- | don't know.

18 Q Ckay. So, the objective for the current

19 hedgi ng program that this Conm ssion oversees -- and |
20 guess you have responsibility for overseeing for Duke;
21 Is that right?

22 A Yes, sir.

23 Q -- is to reduce fuel volatility; is that

24 right? Natural gas --

25 A It's to reduce price volatility, correct.
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Q Price volatility?

And | asked the witness from FP&L, how t hat
was neasured. And | would ask you the sane question.
Do y'all have -- maybe the better question is: Wat
netric do you use to gauge whet her you're successful in
achi eving that objective?

A Well, | think the netric we use is the
percentages we're trying to hedge. W do not have a
specific netric that | think you were referring to when
you were discussing it with M. Yupp.

Q And that was different -- that was different,
presumabl y, when you -- than when you were working wth
Reliant. That you, | think, had said that was to | ock
In sonme margins, right? | nmean --

A Vll, | just used one exanple of a particul ar

strategy to give sone context to --

Q Sur e.
A -- hedging fuel and selling power. It's
different.

Q Right. But in this context, no one is trying
to make noney | ocking a profit, right?

A Correct.

Q Right. And so, you say the percentage that's
tied to the hedge is a netric that you use. Wen is the

| ast tinme you changed that percentage in your plans?
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A

W | owered the percentage -- we used to hedge

alittle bit higher. | think if you go back, sone of

our previous hedges were probably 10 percent higher.

There were sone years we had 70 percent. So, we tried

to | ower

it consciously. | wouldn't say we |lowered it

significantly. W certainly lowered it roughly 10

percent.
Q
A

check --

put it i

gener al

And when was that?

| believe it was in -- this is subject to
"09-"10 tinme frane. And we used to -- just to
nto context, M. Myle, we used to have a

range, 50 to 80 percent. And sonetines you

woul d end up higher on that range; sonetinmes you woul d

end up lower. But | think we went to kind of the

| ower - -

| ower end of that range in trying to set a

m nimum target sonetine in that '09-2010 tinme frane,

2011, but that's purely from nenory.

> O » O » O » O

And where are you today?

For --

Percentage. Can you --

For this year?

Yeah.

W're slightly over that target.
Over that 50 to 80 target?

Lowering the percentage to the 60 percent.
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1 Q Al right. So, these aren't confidentia
2 nunbers, right?
3 A Vll, it's -- that's what's in the past. So,
4 no, it's not confidential.
5 Q Ckay. So, if | asked you what your current
6 percent is, can you answer that without witing it down
7 on a piece of paper?
8 A For what tine period?
9 Q For your plan going forward for '16.
10 A Yeah, it's inny -- it's in our plan. So, the
11 nunber is there.
12 Q What is it?
13 A It's the sanme nunber --
14 Q 607
15 A Yes.
16 Q Okay. Wiy did you lower it?
17 A | just think we had variability in burns. And
18 we wanted to target sonething on the |ower end of the
19  range.
20 Q Was there concerns about potentially having
21 | osses for custoners that --
22 A No, I think it was acknow edgnent that we
23 wanted to set a mninumtarget versus having such a w de
24 range because it wasn't a specific...
25 Q So, right nowis it specific, 60 percent?
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1 A It's targeted there, yes.

2 Q So, then, ny inpression and doi ng sone

3 discovery on this -- and we talked -- we've been tal king
4 for about this for alittle bit -- was that kind of the
5 hedgi ng programthat you all do, it's -- and no

6 di srespect, but it's alittle bit, to use an anal ogy --
7 it's alittle bit like follow ng a cookbook recipe; that
8 you kind of go in, you know, regularly and nmake certain
9 purchases. Wuld you di sagree with that

10 characterization?

11 A Vll, | nmean, we're following a structured

12 strategy to reduce price risk. W're not speculating on
13 price.

14 Q Ri ght .

15 A Now, we are doing it over tine. W' re not

16 doing it all at once. W continue to hedge in the

17  current environnent. So, it's not -- |I'mnot sure |

18 would categorize it as cookbook. | would say it's a

19 structured approach to nmanaging the risk that the policy
20 I s intended to nanage.

21 Q If I had a week of training, could | do it?

22 A | don't -- | don't know.

23 (Laughter.)

24 Q Strike that. 1'll wthdraw that.

25 But it's all set forth in the plan, right?
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498
["mjust -- in terns of -- in terns of how you do it,
it's all laid out in the plan.
A Qur approach is a consistent structured

approach to managing risk, you know, consistent with
policy. And like I said, I wouldn't characterize it as
a cookbook. | would say it's done over tine. W phase
into dollar cost averaging. W're not specul ati ng on
price.

Q Ckay. Are there subjective judgnents that
have to be nade?

A No, there is not a |lot of subjectivity to it.
It's a program And it's there for consistency and
structure.

Q s there any other netric that's used to
measur e whet her you're successful in achieving the
obj ective of reducing volatility other than the
per cent age used?

A There is not.

Q Let ne flip you to Page 7 of the docunent that
| provided you. The last bullet point says, quote: A
maj or notivator for utilities to hedge is protection
agai nst volatile gas price for which regulators m ght
hol d them accountable, (i.e., to mnimze regulatory
risk).

Do you agree with that statenent?
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A Let ne read the whol e page (exam ning
docunent). Well, | think in the context of here in
Florida, the hedging plans -- the hedging prograns are
there for the consuner.

And certainly, as we discussed before, wthout
a specific policy with specific paranmeters, certainly, |
woul d agree that if this is -- if I'"munderstanding this
right, that utilities want -- want sone idea that
whet her if they hedge or not, it's going to be approved
as a -- as a prudent risk-nmanagenment practice.

So, | -- if I"'mreading this right, |I would
agree with that.

Q Si nce the hedgi ng program has been in place,
1.2 billion, is that right, of |osses for Duke
custoners --

A Correct.

Q -- on natural gas hedgi ng?

A Correct.

Q Ckay. And how woul d you characteri ze
1.2 billion in terns of a dollar anmount?
A Il --
Q So, significant? |Insignificant? Mderate?
A Well, certainly, it's a -- it's a big nunber.

We're not going to sit here and say it's not a big

nunber . But | do think sone context is needed. So, if
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1 you look at our total fuel bill -- or fuel cost from

2 2002 to, say, 2016, it's roughly 13 billion. If you

3 | ook at our -- I'msorry. That's gas. |If you | ook at

4 our total fuel, it's roughly 22 to 23 billion. And if

5 you look at total fuel and purchased power, it's

6 sonewhere in the range of 27 to 28 billion.

7 So, certainly, $1.2 mllion -- billionis a --
8 Is a large nunber. But put in context, | think -- we do
9 think alittle context is needed around that nunber.

10 Q Yeah, and so I'mnot -- | don't want to get

11 I nt o aggregati ng nunbers on purchased power and things.
12 But it's alittle under 10 percent, essentially, of your
13 total your natural gas fuel spend from 2002 to 2014,

14  right?

15 A If you say so, yes.

16 Q | mean, | just did the math.

17 A Yeah, | nean, roughly, yeah, of the tota

18  fuel.

19 Q Yeah.
20 A Maybe a little |l ess. But yes, that's about
21 right.
22 Q You had answered a couple of questions with
23 M. Brew about your hedging activities in other states.
24 Do you hedge coal in Kentucky?
25 A Well, I think we don't categorize it as
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hedgi ng. Certainly, we buy fixed-price coal through
physi cal contracts to lock in the price.

Q Ckay. So, what we're doing here -- we have a
hedgi ng plan, right? Do they have a plan -- do you have
a plan like that that you give to the Kentucky
Comm ssion and say here is what we want to do with
respect to coal?

A We do have a procurenent plan that, |
believe -- I"'mnot the witness, but | do believe we file
a procurenent plan that shows our procurenent activities
with the Kentucky Conm ssion.

Q Does it have a hedging -- well, maybe --

A I|"'mnot certain if it has specific targets or
not. 1In terns of percentages -- is that where you're
goi ng?

Q Ri ght .

A Yeah, I'mnot intimately famliar with it.

Q So, here is Florida, we've got 60 percent.

You don't know what Kentucky has with respect to fue

procur enent .

A Vll, | can tell you that a hundred percent
of our -- of our fuel, fromwhat the fol ks who do
this -- a hundred percent of our coal was procured under

fixed-price contracts for at |east 2014 when | asked

about it. So, a hundred percent was bought under fi xed-
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1 price agreenents.

2 Q And when you -- under your current plan here
3 in Florida, do you -- when you' re executing the hedgi ng
4 plan, is it through fixed-price contracts?

5 A Qur financial hedgi ng progranf

6 Q Yes.

7 A Yes, we primarily use swaps for that.

8 Q Sane question about Indiana. Do you have a

9 hedgi ng plan in Indiana for coal ?

10 A Hedgi ng -- we have a procurenent plan where we
11 procure coal over -- over tinme in Indiana, fromwhat |
12 under st and.

13 Q So, that would be no, but you have a

14 procurenent plan?

15 A That woul d be yes, we have a procurenent that
16 we execute over tinme for Indiana.

17 Q But you don't consider it a hedging pl an.

18 A VWll, we don't categorize it as hedgi ng under
19 the context of what we're discussing here, which is

20 under an official unbrella of a hedging program

21 Q Let ne flip you to Page 10 of the handout of
22 the exhibit. 1It's entitled "Reasons for revisiting

23 hedgi ng." And you woul d agree that a | ot of

24 comm ssions -- | say a |lot, but sone comm ssions |ike
25 this Comm ssion are revisting hedgi ng as things change,
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correct?

A | woul d agree.

Q And that's a good -- a good process, a good
decision to do that. You would agree with that, right?

A | agree.

Q Yeah. So, the last bullet point says: The
t ough question is when do | arge | osses or prol onged
| osses reflect events outside the control of utility and
when do they reflect unreasonable or flawed utility
actions that make sone of those | osses avoi dabl e.

Bei ng -- have you | ooked at any of the |osses
and nmade any judgnents as to whether they -- they could
have been avoi dabl e?

A Vll, in hindsight --

Q Yeah.

A | mean, sure, in hindsight, we know what the
costs are. That's why we're -- one of the things we're
di scussing here today. But no, | don't think our
program has been flawed. | don't think the policy,
historically, fromthe tinme it started and the reason it
started is flawed.

| think it's -- certainly, fromtinme to tine,
you need to revisit it. Fromtine to time, you need to
have input. But you know, |I'mnot sure that | would

take this flawed utility actions and apply it to
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1 what's -- what has happened in our hedgi ng program

2 Q Ckay. And you were given an exhibit that's

3 been marked as 120 by O fice of Public Counsel. | think
4 that's your testinony, right?

5 A This (indicating)?

6 Q Yes.

7 A It was --

8 Q The excerpt from --

9 A -- the excerpt?

10 Q Yeah.

11 A It was a couple of pages fromthe presentation
12 that the -- that the 10QUs did jointly. And they took

13 sone -- sonme comrents fromthat. But no, it wasn't from
14 testinony. | think it was froma -- it was a transcri pt
15 froma presentation that was done --

16 Q So, help nme --

17 A -- during the 2000 --

18 Q Hel p me understand that because | |ooked -- |
19 | ook -- usually, on these transcripts, it wll say
20 Wtness Sonebody. And anyway, it goes on to Page 23.
21 And Comm ssioner Chair Gaham-- this was in 2011 --
22 says, "Any questions on the presentation.”™ And it |ooks
23 like you're the witness, M. MCallister, Yes, when
24 Comm ssi oner Bal bis asked you a question; is that right?
25 A Vell, | think if you -- | haven't seen this in
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along tine. | think they asked all of the participants
gquestions. So, what's here is just ny piece. | think
they went down the lIine and asked each of us questions
as joint presenters or joint participants.

| think, you know, the question was: Have we
plotted volatility. And you know, | think we plotted
volatility conpared to the market. But | do think they
sequentially went down the |ine and asked each of us
questi ons.

Q Ckay. And at the tinme, it looks |ike on

Page 21, Line 22, that gas was in the $5 to $6 range; is

that right?
A | think gas was in the $5-ish range from
menory. | don't -- subject to check, which was also in

line with what the | A forecasting for that tinme period
as well. It wasn't materially different in nmy review of
that as well. So, it was in line with, you know,
different forecasts at the tine.

Q And now it's less than half of that.

A True, it is. It's less than half of that
t oday.

Q And - -

A That certainly wasn't forecasted in 2011

Q Right. And | guess, OPC highlighted this

Page 22. It said: Based on the price trends, it
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appears there is limted roomfor further price
declines. That turned out not to be correct.

A Well, that wasn't a -- a statenent of
definitive conclusion, right. You know, that was the
general view at the tinme of the marketpl ace.

Q Are you aware that a simlar argunent is being
made today to this Commission in this case that sone
utility witnesses are saying, well, it's at 2.50. |
don't -- you know, there is not nmuch roomfor it to go
down any nore?

A vell --

Q Are you aware -- just if you could answer, are
you aware of that --

A Coul d you repeat the question?

Q That sone utility witnesses are suggesting
that -- a simlar argunent, that gas currently, at its
current pricing, is not likely to go down nuch further
in the future?

A Well, if you' re conparing $5.00 and $50 --

MR BERNIER. I'msorry. M. Myle, are you
asking himif he's aware that other w tnesses are
saying, not that he is saying that? 1Is that what
you' re asking hinf

MR, MOYLE: Yes.

MR. BERNI ER  Okay. Thank you.
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1 THE WTNESS: Am | -- well, I'mnot sure what
2 specifically -- if they are saying that prices
3 won't go down. | think my understanding is they
4 are saying the statistical risk or the distribution
5 of potential price -- prices, the downside is |ess
6 than the upside, just based on, you know, prices.

7 Now, what does that nmean. | -- you know, once
8 again, | don't think anyone is going to try to
9 predict prices. | think that's, you know, the

10 point that | woul d nake.

11 BY MR MOYLE:

12 Q You can do it, but you can't do it correctly

13 very often, correct?

14 A Do what ?

15 Q Predi ct prices.

16 A We don't try to predict prices.

17 Q Right. Do you think this Conm ssion should --

18 well, let nme ask you this: Does Duke give credence to

19 the custoner's view that hedging should be discontinued?

20 | mean, that's a clear nessage that the custoners are

21 trying to send. Do you understand that?

22 A | do. And | think, in ny rebuttal, | nmake it

23 very clear that the custonmer's interests are very

24 I mportant in this process and that custoner feedback is

25 very inportant for the Conm ssion to consider. So, the
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answer 1 s yes.

Q And it wouldn't affect Duke in any way, even
I f the custoners got it wong and, you know, the prices
went up and all of a sudden, said, oh, we -- we would
have saved noney. You understand that we're saying,
that's okay, we'll live with that?

A |'ve heard fromthat fromyou today. And
t hi nk, once again, it's a policy, you know, that the
Commi ssion has to take all the input fromthis
proceedi ng as part of their review and deci si on- maki ng.
W're following policy today. And if that policy
changes as a result of that, we'll follow the new policy
or the -- the change in policy.

Q The last point on this slide | wanted to flip
you to is the last page of it. |It's Page 14. And I
think we've al ready agreed that regul ators should revi ew
the utilities' hedging activities. | wanted to focus
you on the quote that says: Wen these activities
consistently produce |large | osses, they should raise a
red fl ag.

The overall cunul ative |osses for hedging for
all the utilities is north of $5 billion. You would
agree that's large, correct?

A | woul d.

MR. MOYLE: And | have sone nore questions for
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you, but I think -- I think we'll save themfor
rebuttal .

THE W TNESS: Ckay.

MR. MOYLE: So, thank you for your tine.

CHAI RMAN GRAHAM  Staff?

M5. BROWNLESS: No, sir. Thank you.

CHAI RVAN GRAHAM  Conmmi ssi oner s?

Conmmi ssi oner Bri sé.

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

Just a couple of quick questions. So, the
hedgi ng program | think as everyone has stated, is
there to benefit consuners and, ultimtely, benefit
consuners fromthe perspective of having a
| evel i zed cost in terns of gas is concerned.

| f hedging was not in place, what type of
spi kes woul d the individual consuner see during the
time period that we're -- we're tal king about?

THE WTNESS: During when the annualized fue
factor --

COWM SSI ONER BRI SE:  Sure.

THE WTNESS:. -- was in place? Well, |
think -- I think the point has been made by sone of
the intervenors that the fuel factor itself wll
m nimze the nonth-to-nonth changes or the day-to-

day changes in any fuel -price spikes. Certainly,
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there is the m d-course correction process. Those
sorts of things. So, day to day, the consumner
woul dn't feel the inpact of the fuel-price changes.
| think the flip side to that is if there not
a hedgi ng program or w thout a hedgi ng program
there woul dn't be any protection | ocking down
prices so that when you did true it up, regardl ess
of whether it was big or small, particularly if it
was big, there wouldn't be any protection for that.

But certainly the |evelized fuel factor
provi des -- you know, we're not disagreeing that it
provi des the nechanismto recover forecasted costs,
but it doesn't provide the nechanismto reduce risk
for the consuner.

But the consunmer would not see day-to-day
changes in price in their bill. It would cone
through a true-up or a md-course, those sort of
t hi ngs.

COW SSI ONER BRI SE:  So, generically, over

time, the consunmer would not see any appreciable

change?

THE WTNESS: Well, it's -- it depends on what
prices do. | think, once again, that's the --
that's the big question. | think we're -- you
know, we can't predict prices. | think, certainly,
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when you ook at Florida, it's a little bit
different wwth respect to its reliance on natural
gas.

So, the appreciable change is certainly going
to be only a function of what -- in general -- |I'm
not doing all the math, but a big piece of that is
what gas prices do, natural gas prices do.

COVWM SSIONER BRISE: Al right. 1'll leave it
there. Thank you.

CHAI RVAN GRAHAM  Conmi ssi oner Brown?

COMW SSI ONER BROMN:  Thank you.

M. Myl e handed out this exhibit that was
produced -- | guess it was a bunch of slides
produced from NRRI presented to you. And he asked
you a series of questions, one of which he -- |
believe it was: Do you believe that
Conmm ssi oners -- conm ssions should revisit hedging
and you responded yes; is that right?

THE WTNESS: Yes, | did.

COMM SSI ONER BROMN:  All right. And you said
that Duke operates or facilitates hedgi ng prograns
inall but two states that you represent?

THE WTNESS: Correct -- well, kind of natura
gas hedgi ng prograns.

COW SSI ONER BROMWN:  Ckay. Have any of those
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Conmm ssion revisited their hedging prograns?

THE W TNESS: W have been executing a hedgi ng
programin North and South Carolina now for several
years. And certainly, they have questions. But
t hey have -- we haven't fundanentally changed those
prograns in the |ast year or two. W did tweak
thema few years ago. W scaled themback a little
bi t.

But the other factor in the Carolinas, |
think -- once again, | pointed this out with the
ot her Conmi ssioner's questions, that in the
Carolinas, the fuel mx is different, too, for us.

So, in Florida, it's, you know, 70 to
75 percent. In the Carolinas, it's -- it's grown
to where it's approxinmately 30 percent, but it used
to be a smaller -- so, we're adding a | ot of gas
generation in the Carolinas.

So, our interest as a conpany, as that has
happened -- certainly, hedging has been part of
that discussion wth the regulators, but it's been
ki nd of an active di al ogue.

The one difference in the Carolinas as well,
there is not a -- and this is ny understandi ng.
I"'mnot a lawer. But by statute, they are not

al l onwed to preapprove a hedging program So, the
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regul ar dialogue is certainly part of the regular
fuel proceeding process, those sorts of things.

But it alittle bit different for two reasons;
one, the statute doesn't allow it; and secondly,
the fuel mx is a little bit different for us in
the Carolinas.

COMM SSI ONER BROMWN:  Thank you for that
expl anati on.

You said that Duke scal ed back in Carolina.
Can you --

THE WTNESS: Well, we have a -- we scal ed
back just a little bit. And we actually started
hedging -- one entity, we scal ed back, and then we
started hedging the other entity. There are two
entities. And scaled back froma |onger-term
programto a rolling two-year programfor the
Car ol i nas.

COMWM SSI ONER BROMN: Wy ?

THE W TNESS: Just because it was -- as part
of the dialogue we're having here, it was part of
the dialogue with the staff and ot hers about the
adj ustnents we wanted to make.

But our fuel mx was a little bit different as
well and -- but in saying that, we've al so

presented to those sane staff nenbers this year
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that maybe we should extend it, given our continued
growh in gas and given the current market for gas.

So, in saying that, it is a-- it's not a put-
your - head-i n-the-sand sort of approach. W
recogni ze that over tine there are adjustnents that
need to be nade.

But al t hough, we have the current program we
have, it's still ongoing. W certainly are |ooking
at potentially extending that. But nothing set in
stone, just conversation at this point.

COMW SSI ONER BROMN:  Thank you.

CHAI RMAN GRAHAM  Redi rect ?

MR. BERNI ER: None, sir.

CHAI RMVAN GRAHAM  kay. Exhibits.

MR. BERNIER W woul d nove Exhibits 25, 26,
and 27 into the record.

CHAI RMVAN GRAHAM W' | | nove 25, 26, and 27
into the record.

(Exhibit Nos. 25, 26, and 27 admtted into the
record.)

CHAI RMVAN GRAHAM  Any ot her exhi bits?

MR, SAYLER: OPC woul d nove Exhibit 116 and
120 into the record.

CHAl RVAN GRAHAM I f no objections, we'll nove

116 and 120 into the record.
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(Exhibit Nos. 116 and 120 admtted into the
record.)

MR, MOYLE: FIPUG woul d nove 121 into the
record, please.

CHAIl RVAN GRAHAM W'l | nove 121 into the
record.

(Exhibit No. 121 admtted into the record.)

CHAl RVAN GRAHAM M. McCal lister, thank you
very much.

THE WTNESS: Thank you.

CHAI RVAN GRAHAM  Next one, Young.

Yes.

COMM SSI ONER EDGAR: Wil e we' re changi ng

W tnesses, | would just |like to state for the
record, | recognize that opening statenents are not
testinony. However, in -- | believe in M. Myle's

openi ng statenment, he said that he was going to
hand out a NARUC docunent.

| would point out if, indeed, you're referring
to what was now marked as Exhibit 120, that this is
a copy of a Powerpoint presentation that was nade
by a separate organi zation to a subcomnmttee.

So, to state that it's a NARUC docunent
don't think is conpletely accurate.

MR MOYLE: Yeah, | -- | may have m sconstrued
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it, but --
COMWM SSI ONER EDGAR: Just for clarity.
MR, MOYLE: Okay. Thanks.
CHAI RMAN GRAHAM  Ms. Keati ng.
M5. KEATING Thank you, M. Chairman. | did

It again. Thank you, M. Chairman. FPUC calls

M. Curtis Young.

DI RECT EXAM NATI ON
BY M5. KEATI NG

Q Good afternoon, M. Young.

A Good afternoon.

Q Wul d you pl ease introduce yourself to the
Comm ssi on and provi de your business address.

A My name is Curtis Young. |'mfor regulatory
analyst fromFl orida Public Uilities. M business
address is 1641 Wort hi ngton Road, Wst Pal m Beach,

Fl ori da.

Q And you were in the roomearlier, were you
not, and sworn?

A Yes.

Q If you would, then, please tell us who your
enpl oyer is what position you hold with the conpany.

A Yes, Florida Public Uilities Conpany, and |'m
a senior regulatory anal yst.

Q And did you prefile testinony and exhibits in
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this proceeding on March 5th, August 4th, and
Sept enber 1st?

A Yes, | did.

Q And do you have any corrections to the

testinony that you fil ed?

A | do have one correction for the testinony.
Q I f you woul d, please describe that.
A Yes. | have one typographical error to

correct on Page 7, Line 17 of ny projection testinony
filed on Septenber 1st, 2015. It currently reads: The
conpany believes that this project "wth" be. This
shoul d read the conpany believes the project "wll" be.
M5. KEATING And M. Chairman, we've prepared
a corrected page as well as an errata sheet that is
bei ng provided to the court reporter.
CHAl RMAN GRAHAM  Ckay.
BY M5. KEATI NG
Q M. Young, with that correction, if | asked
you all the same questions that are in your prefiled
testi nony, would your answers be the sane?
A Yes.
M5. KEATING Okay. Wth that, M. Chairmn,
we ask that M. Young's prefiled testinony be
inserted into the record as though read.

CHAIl RVAN GRAHAM  We wil | insert M. Young's
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prefiled direct testinony with the errata sheets
into the record as though read.
M5. KEATING  Thank you, M. Chairman.
(Prefiled direct testinony inserted into the

record as though read.)
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

S R S S

Docket No. 150001-EI
Fuel and Purchased Power Cost Recovery Clause
Direct Testimony of
Curtis Young
(2014 Final True-Up)
on behalf of
Florida Public Utilities Company

Please state your name and business address.

Curtis Young, 1641 Worthington Road, Suite 220, West Palm Beach, F1 33409.
By whom are you employed?

[ am employed by Florida Public Utilities Company.

Could you give a brief description of your background and business experience?
I am the Senior Regulatory Analyst for Florida Public Utilities Company. I have
performed various accounting and analytical functions including regulatory
filings, revenue reporting, account analysis, recovery rate reconciliations and
earnings surveillance. 'm also involved in
the preparation of special reports and schedules used internally by division
managers for decision making projects. Additionally, I coordinate the gathering
of data for the FPSC audits.

What is the purpose of your testimony?

The purpose of my testimony is to present the calculation of the final remaining
true-up amounts for the period January 2014 through December 2014.

Have you included any exhibits to support your testimony?

Yes. Exhibit (CDY-1 ) consists of Schedules A, Cl for the

Consolidated Electric Division and E1-B for the Northwest Florida (Marianna)
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and Northeast Florida (Fernandina Beach) divisions. These schedules were
prepared from the records of the company.

What has FPUC calculated as the final remaining true-up amounts for the period
January 2014 through December 20147

For the Consolidated Electric Division the final remaining true-up amount is an
under recovery of $1,548,212.

How was this amount calculated?

It is the difference between the actual end of period true-up amount for the
January through December 2014 period and the total true-up amount to be
collected or refunded during the January - December 2015 period.

What was the actual end of period true-up amount for January - December 20147
For the Consolidated Electric Division it was $4,455,777 under recovery.

What was the Commission-approved amount to be collected or refunded during
the January — December 2015 period?

A consolidated under-recovery of $2,907,565.

Did you include costs in addition to the costs specific to purchased fuel in the
calculations of your true-up amounts?

Yes, included with our fuel and purchased power costs are charges for contracted
consultants and legal services that are directly fuel-related and appropriate for
recovery in the fuel clause.

What are the costs outside of purchased fuel costs, included in the 2014 final true

up for Florida Public Utilities Company?
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The Company engaged Christensen, Gunster, and Sterling, as well as, King &
Spalding, LLP (“King and Spalding™), Cantrell Advisors LLC (“Cantrell”’) and
Stinson Leonard Street LLP. (“Stinson”) (all jointly referred to herein as
“Consultants™), for services directly related to fuel costs and fuel cost reductions
for the feasibility research and analysis, of projects/programs designed to protect
current fuel savings, and to possibly further reduce fuel costs to its customers.
Specifically, Christensen performed a due diligence review and cost analysis of
the pricing under the current Purchased Power Agreements between FPUC and
its power suppliers (JEA, Rayonier and Rock-Tenn) with the goal of determining
whether there are further avenues for achieving cost reductions. Additionally,
the Consultants provided services related to reviewing and evaluating the impact
of the new Generation facility at Rayonier on our purchased power costs, and the
impact from the loss of the purchased power from Rayonier. They assisted in the
negotiations and review of the Purchased power agreements between the
Company and Eight Flags Energy LLC (“Eight Flags”) as well as the existing
renewable energy power purchase contract with Rayonier Performance Fibers.
The Consultants also assisted the Company in its evaluation of alternatives on
what could be done to protect fuel savings to our customers, and what can be
done to further reduce the Company’s costs for purchased power.

The specified legal and consulting costs were not included in expenses during the
last FPUC consolidated electric rate base proceeding and are not being recovered
through base rates. While the purchased power agreements for the cogeneration

project have been completed and approved by the Commission, the Company’s
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efforts in this regard are ongoing until the plant is fully operational. The
Company fully expects that the cogeneration project, with which these legal and
consulting expenses are associated, will come to fruition and ultimately produce
significant fuel savings for customers, as well as increased reliability. As such,
consistent with past Commission precedent, these fuel-related costs should be

deemed appropriately recoverable through the fuel clause.

Please explain how these costs were determined to be recoverable under the fuel
clause?

Consistent with the Commission’s policy, similar expenses paid in Docket No.
120001-EI, Docket No. 130001-EI and Docket No. 140001-EI, for legal and
consulting costs associated with the review and analysis of the Company’s
existing purchase power agreements, as well as the development and negotiations
for a renewable energy contract with Rayonier were determined to be appropriate
and recoverable through the fuel clause.

Which legal and consulting costs were allowed to be recovered through the fuel
clause in 2012, 2013 and 2014?

In all three years, the Commission allowed FPUC to recover costs associated
with work done by Christensen and Associates (“Christensen”), Gunster,
Yoakley, & Stewart, (“Gunster”) and Sterling Energy Services (“Sterling”)
pertaining to the Rayonier renewable energy contract, which was finalized in
early 2012. This contract provides for the purchase of power at rates lower than

the existing Purchase Power Agreement between FPUC and JEA. FPUC realized



10

11

12

13

523

reduced fuel rates for the Northeast Division customers as a result of this
agreement, beginning in mid-2012. The costs associated with the development,
negotiation, and regulatory approvals for the contract had not been included in
expenses during the last FPUC consolidated electric base rate proceeding; thus,
they were not being recovered through the Company’s base rates. Consequently,
the Commission allowed these costs to be passed through the fuel clause. The
Company believes that the costs addressed herein are similar to those allowed to
be recovered through the fuel clause in 2012, 2013 and 2014. As such, the
Company believes the costs addressed herein are likewise appropriate for

recovery through the fuel clause.

Does this conclude your direct testimony?

Yes, it does.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

Docket No. 150001-EI
Fuel and Purchased Power Cost Recovery Clause
Direct Testimony of
Curtis Young
(Actual/Estimated)
on behalf of
Florida Public Utilities Company

Q. Please state your name and business address.

A. Curtis D. Young, 1641 Worthington Road Suite 220, West Palm Beach, FL 33409.

Q. By whom and in what capacity are you employed?
A. I am employed by Florida Public Utilities Company (“Company”) as Senior

Regulatory Analyst.

Q. Have you previously testified in this Docket?

A. Yes.

Q. What is the purpose of your testimony at this time?
A. T will briefly describe the basis for the computations that were made in preparation of
the schedules that have been submitted to support the Company’s calculation of the

levelized fuel adjustment factor for January 2016 — December 2016.

Q. Were the schedules filed by the Company completed by you or under your direction?

A. Yes,
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Q. Which supporting schedules has the Company completed and filed?

A. On the Company’s behalf, I am submitting Schedules E1-A, E1-B, and E1-B1, which
are included in Exhibit CDY-2 to my testimony. Schedule E1-B shows the Calculation
of Purchased Power Costs and Calculation of True-Up and Interest Provision for the
period January 2015 — December 2015 based on 6 Months Actual and 6 Months

Estimated data.

Q. What was the final remaining true-up amount for the period January 2014 —
December 20147

A. The final remaining true-up amount was an under-recovery of $1,476,353.

Q. What is the estimated true-up amount for the period January 2015 — December 20157

A. The estimated true-up amount is an under-recovery of $112,373.

Q. What is the total true-up amount to be collected or refunded during January 2016 —
December 20167

A. The Company has determined that at the end of December 2015, based on six months
actual and six months estimated, the Company will under-recover $1,588,726 in

purchased power costs to be collected during January 2016 — December 2016.

Q. Does this conclude your testimony?

A. Yes.
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Page 7, Line 17: Replace “with” with the word “will”, so that 1 :sentence reads:
17 L imately, the Company believes that this project will be economically be 3 alto
18 its rate payers and will facilitate the Company’s efforts to achieve fue savings for its

19 customers.
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DOCKET NO. 150001-El: FUEL AND PURCHASED POWER COST RECOVERY
CLAUSE WITH GENERATING PERFORMANCE INCENTIVE FACTOR
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2016 Projection Testimony of
Curtis D. Young
On Behalf of
Florida Public Utilities Company

Please state your name and business address.

Curtis D. Young, 1641 Worthington Road Suite 220, West Palm
Beach, FL 33409.

By whom are you employed?

| am employed by Florida Public Utilities Company (FPUC).
Could you give a brief description of your background and
business experience?

| am the Senior Regulatory Analyst. | have performed various
accounting and analytical functions including regulatory filings,
revenue reporting, account analysis, recovery rate
reconciliations and earnings surveillance. I'm also involved in the
preparation of special reports and schedules used internally by
division managers for decision making projects. Additionally, |
coordinate the gathering of data for the FPSC audits.

Have you previously testified in this Docket?

Yes.

What is the purpose of your testimony at this time?

I will briefly describe the basis for the computations that were
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Docket No. 150001-EI

Q.

made in the preparation of the various Schedules that the
Company has submitted in support of the January 2016 -
December 2016 fuel cost recovery adjustments for its
consolidated electric divisions. In addition, 1 will explain the
projected differences between the revenues collected under the
levelized fuel adjustment and the purchased power costs
allowed in developing the levelized fuel adjustment for the period
January 2015 — December 2015 and to establish a "true-up"
amount to be collected or refunded during January 2016 -

December 2016.

Consolidated Electric Cost Recovery Schedules

Were the schedules filed by the Company completed by you?
Yes, they were completed by me under the supervision and
review of Mr. Cutshaw.

Which of the Staff's set of schedules has your company
completed and filed for approval in this Docket?

The Company has filed Consolidated Electric Schedules E1,
E1A, E2, E7, E8, E10 and Attachment A. Composite Exhibit
Number CDY-3 contains this information.

Did you follow the same procedures that were used in the prior
period filing in preparing the projected cost factors for January —

December 2016 for the Consolidated Electric Divisions?

2|Page
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A

Yes. In the prior period, the Company requested and
subsequently received approval to consolidate the fuel filing of
its two electric divisions. This fuel rate consolidation allowed
FPUC to standardize fuel costs, as is done by other utilities, and
assisted in stabilizing fuel rate charges to all customers now and

in the future.

Il. Additional Fuel-Related Costs Included for Recovery

Q.

Did you include costs in addition to the costs specific to
purchased fuel in the calculations of your true-up and projected
amounts?

Yes, included with our fuel and purchased power costs are
charges for contracted consultants and legal services that are
directly fuel-related and appropriate for recovery in the fuel
clause.

Please explain how these costs were determined to be
recoverable under the fuel clause?

Consistent with the Commission’s policy set forth in Order No.
14546, issued in Docket No. 850001-El-B, on July 8, 1985, the
other costs included in the fuel clause are directly related to fuel,

have not been recovered through base rates.
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Specifically, consistent with item 10 of Order 14546, the costs
the Company has included are fuel-related costs that were not
anticipated or included in the cost levels used to establish the
current base rates. To be clear, these costs are not tied to the
Company’s internal staff involvement in fuel and purchased
power procurement and administration. Instead, these costs are
associated with external contracts which consequently, tend to
be more volatile depending upon the issue. Similar expenses
paid to Christensen and Associates associated with the design
for a Request for Proposals of Fuel costs, and the evaluation of
those responses, were deemed appropriate for recovery by
FPUC through the fuel clause in Order No. PSC-05-1252-FOF-
El, ltem Il E, issued in Docket No. 050001-El. Additionally, in
more recent Docket Nos. 120001-El, 130001-El, 140001-El and
150001-El, the Commission determined that many of the costs
associated with the legal and consulting work incurred by the
Company as fuel related, particularly those costs related to the
purchase power agreement review and analysis, were
recoverable under the fuel clause. Likewise, the Company
believes that the costs addressed herein are appropriate for

recovery through the fuel clause.



10

11

12

13

14

15

16

17

18

19

20

21

531

Docket No. 150001-EI

Q.

Please explain what are the costs outside of purchased fuel
costs included in the 2015 true-up for Florida Public Utilities
Company?

Florida Public Utilities engaged Gunster, Yoakley & Stewart, P.A.
(“Gunster”), Christensen and Associates (“Christensen”) and
Pierpont and McClelland (“Pierpont”) for assistance in the
development and enactment of projects/programs designed to
reduce their fuel rates to its customers. The Company will
continue to engage legal and consuiting assistance as it
explores additional fuel related savings options including other
CHP opportunities and solar/photovoltaic opportunities. The
legal and consulting costs associated with the development and
negotiations of the power supply contracts (JEA) are appropriate
for recovery through the Fuel and Purchased Power cost
recovery clause. Christensen and Pierpont have been
performing due diligence in their occasional review and analysis
of the terms of the current Renewable Energy Agreement
between FPUC and Rayonier in order to increase the production
of renewable energy and for further discovering avenues
towards negotiating cost reductions. These costs were not

included in expenses during the last FPUC consolidated electric
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base rate proceeding and are not being recovered through base
rates. Christensen and Pierpont have been performing due
diligence in their occasional review and analysis of the terms of
the current Purchased Power Agreement between FPUC and
JEA in the efforts of further discovering avenues towards
minimizing cost increases and/or negotiating cost reductions.
The resulting savings from their efforts have been included in
the 2013, 2014 and 2015 True-up as well as our 2016
Projections. The associated legal and consulting costs, included
in the rate calculation of the Company’s 2016 Projection factors,
were not included in expenses during the last FPUC
consolidated electric base rate proceeding and are not being
recovered through base rates.

Are there any other fuel related costs included in this filing?

Yes, the Company has included depreciation expense, taxes
other than income taxes and a return on investment for an FPL
interconnect to its Northeast Division. These costs will directly
result in fuel savings to our customers, and will increase the
reliability of electricity to the Northeast Division. These costs
have not been recovered through base rates, and will directly

benefit the customers through future reductions to its fuel costs.
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been allowed, because it will lower the delivered price of fuel —
or input price - for FPUC, as contemplated by Order No. 14546
and Order No. PSC-95-1089-FOF-EIl. Moreover, it will avoid
‘regulatory lag”, which the Commission has recognized in the

past as the underlying purpose for the Fuel Clause.

Summary Rates

What are the final remaining true-up amounts for the period
January — December 2014 for both Divisions?

The final remaining consolidated true-up amount was an under-
recovery of $1,476,353.

What are the estimated true-up amounts for the period of
January — December 20157

There is an estimated consolidated under-recovery of $112,373.

Please address the calculation of the total true-up amount to be
collected or refunded during the January - December 2016 year?
The Company has determined that at the end of December
2015, based on six months actual and six months estimated, we

will have a consolidated electric under-recovery of $1,588,726.
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Q.

What will the total consolidated fuel adjustment factor, excluding
demand cost recovery, be for the consolidated electric division
for the period?

The total fuel adjustment factor as shown on line 43, Schedule
E-1is 6.693¢ per KWH.

Please advise what a residential customer using 1,000 KWH will
pay for the period January - December 2016 including base
rates, conservation cost recovery factors, gross receipts tax and
fuel adjustment factor and after application of a line loss
multiplier.

As shown on consolidated Schedule E-10 in Composite Exhibit
Number CDY-3, a residential customer using 1,000 KWH will
pay $140.06. This is a decrease of $1.04 under the previous
period.

Does this conclude your testimony?

Yes.
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BY MS. KEATI NG

Q M. Young, did you also prefile exhibits in
thi s proceedi ng?

A Yes, | did.

Q And do you have any changes to those prefiled
exhi bits?

A Yes, | do.

Q I f you woul d, please describe those.
A kay. | have corrections for the foll ow ng
schedul es; changes that -- changes that reclassification

of costs from one bucket to another that has no inpact
on the result and cal cul ati on.

On Exhi bit CDY-1, Schedule A of CDY-1 as part
of my 2014 true-up filed on March 5th, 2015;

Schedul e C1, the line described as the true-up provision
col l ect refund has been corrected and all subsequent
| i nes conputed fromthat I|ine.

There is no inpact to the subsequent filings
in this docket since the -- their conputations were
based on the coll ected true-up anounts.

Q And with regard to CDY-3 --

A On CDY-3 -- on Schedule CDY-3, as part of the
2016 projection filed on Septenber 1st, 2015,
Schedul e E1, Page 1, Line 10, Line 10B, and Line 11,

Colum A for dollars and the Colum C rates per kW.

Premier Reporting Reported by: Andrea Komaridis
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On Schedul e E2, Lines 3A and 3B, and for
Schedul e E8 has two changes. Columm 2, the description
shoul d include Eight Flags as a qualifying facility
begi nning fromthe period July 2016 through
Decenber 2016, and in Columm 9, reflects the dollar
| npact associated with the Colum 2 description change
nmenti oned previously.

Q And M. Young, again, just to be clear, the
changes that you' ve expl ai ned here today -- do they have
any inpact in the anmounts for which FPUC i s seeking
approval to recover through the clause or any inpact on
t he factors?

A No, they don't.

M5. KEATING Okay. Thank you.
M. Chairman, Exhibit CDY-1 has al ready been
identified as Exhibit 32, and Exhibit CDY-3 has

al ready been identified as Exhibit 34. W have

prepared corrected versions of both exhibits and

woul d ask that the corrected versions substitute
entirely for the versions that were previously
filed.

CHAIl RVAN GCRAHAM  We' Il do that, enter that
into the record, after his testinony.

M5. KEATING  Thank you.

Premier Reporting Reported by: Andrea Komaridis
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BY M5. KEATI NG

Q M. Young, did you prepare a sumrary of your
testi nony?

A Yes, | did.

Q I f you woul d, please go ahead and provide
t hat .

A Good afternoon, Comm ssioners. M nane is
Curtis Young. And | am here on behalf of Florida Public
Uilities Conpany. | currently serve as a senior
regul atory anal yst for FPUC and was responsible for the
conpl etion of the various schedul es supporting our
estimated true-up anount for the period January through
Decenber 2015. Additionally, | was responsible for the
devel opnment and cal culation -- of the calculation
supporting the anount of its recovery.

Over recent history, FPUC has aggressively --
has been aggressively seeking opportunities to reduce
fuel costs to its consuners. In order to properly and
t horoughly vet these opportunities, FPUC nust seek the
expertise of contracted consultants and | egal service
pr of essi onal s.

The cost associated wth these contracted
experts are directly related to the activities
associated in lowering fuel costs to our custoners and

are consistent with the Comm ssion's policy set forth in

Premier Reporting Reported by: Andrea Komaridis
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Order No. 14546.

Because these costs are directly fuel-rel ated
and tend to be nore volatile in nature, they have not
been antici pated and were not included in the cost
| evel s used to establish the current base rates.

To be clear, these costs are not tied to
FPUC s internal staff involvenent and fuel and purchased
power procurenent and adm nistration. Rather, they are
the associated -- they are associated with the
activities such as the devel opnent and the negotiation
of power supply contracts, analysis of the devel opnent
and -- sorry -- analysis of the terns of purchased power
agreenents between FPUC and the power providers,
perform ng occasional due diligence of the terns
renewabl e energy agreenents and the review of CHP and
sol ar photovoltaic projects. Al of these activities
are anticipated to bring savings to our custoners by
| ower fuel rates.

In this filing, FPUC has al so included a
return on investnent for an additional interconnect with
FP&L in its northeast division. The costs associated
wWth this project will directly result in fuel savings
as well as increase the reliability of electricity to
our custoners.

Li ke the consultant and | egal fees discussed

Premier Reporting Reported by: Andrea Komaridis
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previously, the costs associated with this project are
were not antici pated and have not been recovered in our
base rates. Since this investnent should allow FPUC to
pursue alternatives in its future fuel contracts and
will result in additional fuel options as well as

I ncrease conpetition to provide fuel to our conpany, we
feel that recovery in the Fuel C ause would be
appropriate until such tinme that the remaining costs, if
any, can be rolled into rate-based and future

proceedi ngs.

In this filing, we have included the estimted
savings that will likely occur as a result of this
I nvestnment. Wthout recovery in the Fuel C ause, FPUC
may have to recover -- may have to consider filing a
costly rate case.

FPUC al so believes that this recovery is
consistent with the prior cases in which recovery of
simlar fuel-related investnents have been all owed.
Additionally, inclusion in this docket will avoid
regul atory | ag, which the Conmm ssion has recogni zed in
t he past as the underlying purpose for the Fuel C ause.

As a small wutility, it is critical for FPUC to
be forward-thinking and to -- and it nust utilize
I ndustry experts as a neans to vet opportunities to

reduce purchased power costs to our custoners.

Premier Reporting Reported by: Andrea Komaridis
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filing. Thank you for your tine.

We request your approval in our current

M5. KEATING Thank you, M. Young.

Wth that, M. Chairman, M. Young is tendered
for cross.

CHAI RMVAN GRAHAM  Thank you.

oPC?

MR. BERNIER. M. Chairman, | apol ogi ze for
the interruption. | failed to ask you if
M. MCallister could be excused. And he has | et
me know that he would |ike to be excused for the
rest of the evening, if that's all right. He's
throwi ng spitballs at nmy neck at this nonent.

(Laughter.)

CHAl RVAN GCRAHAM  He can -- we can excuse him
until the rebuttal.

MR. BERNI ER. Excellent. Thank you.

M5. CHRI STENSEN:  Conmi ssioners, | have sone
exhibits that need to be passed out. Several are
just excerpts of a previously admtted exhibit and
|'ve already marked those with the conposite
exhi bit nunber that they cane from

CHAI RVAN GRAHAM  Ckay.

M5. CHRI STENSEN: And one needs to be nmarked

for identification.

Premier Reporting
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They are -- for clarity, | only produced ten
red- sheet copies, one for each one of the
Comm ssioners, staff, counsel, FPUC. And | guess,
if any -- and the court reporter because ny
guestions were going to go to the redacted. And
since no other party had taken positions on it, |
didn't anticipate on giving themthe confidenti al
portion. Although, we can nmake additional copies
i f need be and have them available. M questions
wi Il use the redacted version, however. | just
need the confidential on the record.

I f any of the other Counsel would |ike a copy
of that, |I think we may have -- we can nmake
addi tional copies, if need be. Everybody can have
a copy of the redacted copy. W nade plenty of
copi es of those.

CHAl RVAN GRAHAM  Does anybody need a copy?

They are all shaking their heads no.

M5. CHRI STENSEN: We woul d ask that FPUC s
response to -- it should have been OPC s, excuse
nme -- first set of interrogatories, No. 1 be marked
for identification.

CHAIl RVAN GRAHAM  |s that the confidenti al
docket you just passed out?

MS5. CHRI STENSEN: Correct, and al so the

Premier Reporting
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redacted version of that. And it should have been
OPC s interrogatory -- FPUC s response to OPC s
Interrogatory No. 1.

CHAIl RVAN GRAHAM  And not staff's?

M5. CHRI STENSEN: Not staff's, that's correct.

CHAl RMAN GRAHAM  We' || give this No. 122.

M5. CHRI STENSEN:  Shoul d we mark both the
confidential and the redacted as 1227

CHAI RVAN GRAHAM Is it necessary to mark both
of them Mary Anne? Seeing that we're not going to
have the confidential one in the record --

M5. CHRI STENSEN:  Well, | would ask to have
the confidential noved into the record because |
think we're going to need the nunbers | ater on, but
["'mtrying to conduct cross exam nation w t hout
referring to those nunbers for the -- for purposes
of the cross exam nati on.

M5. HELTON: So, I'msorry. Sonmehow | got
confused. What exactly is confidential? Wat are
you duplicating wwth this confidential information?
VWi ch exhi bit?

M5. CHRI STENSEN. |'masking for it to be
identified with a hearing nunber. And | have
provi ded a confidential version, which has all the

information and a redacted version. And ny

Premier Reporting
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guestion was: Do we need separate identification
nunbers for the redacted version and the
confidential or can they be in the sane exhibit?
CHAl RMVAN GRAHAM  I'Il go out on a linb and
make a deci si on.
M5. CHRI STENSEN:  Ckay.
CHAI RVAN GRAHAM W' || give the confidentia
one 123.
M5. CHRI STENSEN:  Ckay.
CHAI RVAN GRAHAM  And t he redacted one 122.
(Exhibit Nos. 122 and 123 marked for
i dentification.)
M5. CHRI STENSEN: Thank you. Thank you.
CROSS EXAM NATI ON
BY MS. CHRI STENSEN
Q Good evening, M. Young.
A Good eveni ng.
Q M. Young, you filed projection testinony
dat ed Septenber 1st in this docket; is that correct?
A Yes, | did.
Q And in that testinony, starting on Page 3
t hrough 6, you discuss outside | egal and consul ti ng cost
that FPUC is requesting for recovery in this year's
projection testinony; is that correct?

A Yes.

Premier Reporting Reported by: Andrea Komaridis
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1 Q And on Page 4 of that testinony, specifically
2 Lines 4 through 8 -- let nme know when you're there.

3 A | believe I'mthere.

4 Q kay. You state: To be clear, these costs

5 are not tied to the conpany's internal staff invol venent
6 i n fuel and purchased power procurenent and

7 admnistration activities, right?

8 A Correct.

9 Q And then you go on to say, |later down the

10 page, that these costs are associated with externa

11  contracts; is that correct?

12 A Yes.

13 Q So, you woul d agree that these externa

14 contracts are tied to fuel procurenent and purchased

15 power adm nistration, correct?

16 A | wouldn't necessarily say adm ni stration.

17 These were for specific projects that would bring about

18 cost savings to our custoners.

19 Q kay. Well, let's --

20 A But it wasn't adm ni stration.

21 Q You're -- reading that testinony altogether on

22 Page 4, Lines 4 through 8, you would agree that it

23 states: To be clear, these costs are not tied to the

24 conpany's internal staff involvenent and fuel and

25 pur chased power procurenent adm nistration.

Premier Reporting Reported by: Andrea Komaridis
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A Ri ght .

Q | nstead, these costs are associated with
external contracts which consequently tend to becone
nore vol atil e dependi ng on the issues.

A Yes.

Q That's what it says, correct?

A Yes.

Q Ckay. Let's turn to Page 5 of your projection
testi nony and on Page 5, you expl ain what costs outside
purchase fuel costs are included in the 2015 true-up; is
that correct?

A Correct.

Q And you say that FPUC has engaged Gunster,
Yoakl ey, Stewart, P.A law firmand Christensen and
Associ ates, and Pierpont M elland as consultants,
correct?

A Yes.

Q And t hese external contracts were for the
devel opnment and enactnent of projects and progranms. And
you give a couple of exanples including other CHP
opportunities and sol ar photovol taic opportunities; is
t hat --

Yes.
Q -- correct?

A Yes.
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Q Ckay. CHP -- that stand for conbi ned heat and
power ?

A Yes.

Q And expl oring such CHP opportunities is a way

to generate electricity |ike the Ei ght Flags project,

correct?
A That is ny understanding. |'mnot --
Q Ckay.
A -- involved in that one, but that is ny

under st andi ng.

Q Ckay. And the solar and photovoltaic
opportunities -- that woul d be another way of generating
el ectricity?

A To ny know edge, vyes.

Q Ckay. | would Iike to have you | ook at your
responses to discovery. They've been premarked and
handed out as excerpts from Exhibit 89. And
specifically, I want you to |ook at the one for FPUC s
redacted responses to staff's second set of
I nterrogatories, No. 7.

A Uh- huh.

Q And then if you could, keep FPUC s response to
OPC's -- or FPUC s response to OPC s first
I nterrogatory, No. 1, the redacted version avail abl e.

A Yes.
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Q And |I'Il be asking a series of questions
regardi ng those.

A Ckay.

Q Ckay. Looking at Interrogatory No. 7, this is
a breakdown of all the non-fuel-related cost including
| egal and consulting fees that were included in the 2016
factor, correct?

A Yes. Yes.

Q Ckay. And | ooking at the first one, you have
Sterling Energy Services. And it says for them they
eval uated CHP, conbi ned heat and power, projects on
Amelia Island, correct?

A Uh-huh. Yes. Sorry.

Q No, that's fine. And let ne refer you to your
response to OPC Interrogatory No. 1. And you were the
respondent for this interrogatory, correct?

A Yes.

Q Okay. And you list there Sterling Energy
Services. Do you see that?

A Yes.

Q Did Sterling -- Sterling Energy Services
conduct simlar activities in 2015 to those activities
you described in the 2000 -- for the 2016 projected
activities?

A To nmy know edge, they were simlar in nature.
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1 Q Ckay.

2 A But they've -- you may have to discuss with
3 Mark Cutshaw as far as the detail of what they worked
4 on, but they were simlar in nature as far as the fact
5 they were supposed to generate cost savings.

6 Q Vell, were they for simlar CHP and

7 phot ovol tai c-type opportunities to your know edge?

8 A It nmay be or it may be other projects also.
9 Q Ckay.

10 A | -- M. Cutshaw nay be able to answer that
11 better than ne.

12 Q Ckay. But you're the one that responded to
13  those?

14 A Yes. Yes.

15 Q Ckay. Can you tell ne in your testinony or
16 show ne where in your estimated actual testinony or

17 true-up where the savings are associated for Sterling
18 and -- Sterling Energy for its 2015 activities; where
19 the fuel savings are related to those activities?

20 A |"mnot sure if | understand what -- as far as
21 the savings, as far as how they pertain to our cost

22 rates? Because --

23 Q Let ne be nore specific.

24 A Ri ght .

25 Q We tal ked about the activities they did in
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1 2016.

2 A Ri ght .

3 Q And then the activities that they did for you
4 in 2015.

5 A Uh- huh.

6 Q Can you show ne in your testinony where you

7 talk about the specific fuel savings related to those

8 activities for 20157

9 A | don't think I addressed those savings in the
10  testinony.

11 Q Ckay. Let's nove to the next person |isted on
12 t here, Passero Associates. Do you see that?

13 A Yes.

14 Q And it tal ks about evaluation and permtting
15 of solar voltaic installations on Anelia Island; is that
16 correct?

17 A Uh- huh.  Yes.

18 Q Ckay. And just to be clear, you're the one --
19 the respondent responsibility for those responses --

20 A Yes.

21 Q -- for seven, correct?

22 A Yes.

23 Q Ckay. And to your know edge, |ooking at --

24 l et nme ask this clarifying question. They are not

25 | i sted as soneone who had costs in 2015; is that
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correct?

A You're tal king about as far as Passero?

Q Correct.

A Yes.

Q Ckay. And currently, do you know whet her or
not FPUC has any sol ar or photovoltaic installations on
Anelia Island? Do you know?

A Not -- | couldn't -- | don't know
specifically. It may or may not.

Q Ckay. So, would that be M. Cutshaw woul d be
better prepared to answer?

A He may be, vyes.

Q Ckay. Let's look at the next conpany |isted,
Gol der Associ at es.

A Yes.

Q It tal ks about evaluating and permtting CHP-

rel ated generation on Anelia Island?

A Uh- huh.

Q s that correct?

A Yes.

Q Ckay. Do you have anywhere that you can show

me in your testinony where there are fuel savings
associ ated or where you project the fuel savings
associated wth these -- this CHP generation related to

Gol der Associ ates' activities?
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A No.
Q Let's |l ook at the next conpany listed on

there, on No. 7, the response to Interrogatory No. 77?

A Yes.
Q Christensen and Associates. It's alittle bit
br oader. It tal ks about econom ¢ eval uati on and

anal ysi s of purchased power agreenents, CHP projects,
and solar voltaic projects; is that correct?

A Yes.

Q Ckay. And you -- let's flip over to FPUC s
responses to Interrogatory No. 1. And you see
Chri stensen and Associates is also listed --

A Yes.

Q -- for that.

Do you know whet her or not they conducted
simlar activities in 2015 to the ones that were
descri bed for 20167?

A Again, simlar in cost savings, but not
specifics in projects.

Q Do you know what projects they did for the
conpany in 2015?

A Not specifically.

Q Ckay. Do you know if M. Cutshaw m ght know?
A Yes.
Q

Okay. Can you tell nme where in your testinony
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you describe the fuel savings related to the activities
associated with Christensen and Associ ates for either
2015 or 2016 activities?

A | don't have -- no, | don't have the savings
I n the testinony.

Q Let's nove on to the next conpany listed on
there. That's McCl elland and Pierpont. And in there,
It tal ks about optimzation of transm ssion
I nt erconnection and purchases of independent power
producers and co-generations. You see that testinony?

A Yes. Yes.

Q Ckay. And they are also listed on your
response to OPC s response to Interrogatory No. 1, but
they are listed on there as Pierpont McClelland. |Is
that the sane conpany?

A Yes, it is.

Q Ckay. And to your know edge, did they perform
the sanme activities in 2015 as they did in '16?

A Again, | couldn't tell you exactly the sane.
| could just say simlar.

Q So, you're not -- you're not sure of what
activities they perforned in 2015?

A As far as specific to what project, | don't
have t hat answer.

Q Ckay. And can you show nme in your testinony
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1 where the savings related to the activities for either

2 2015 or 2016 are shown?

3 A No, | don't have that in nmy testinony.

4 Q Ckay. Next, on Exhibit 7, you have listed

5 Qunster as providing | egal devel opnent and revi ew of

6 contracts related to purchased power agreenents,

7 agreenents wth co-generators and qualified facilities,
8 and regulatory consulting and representation; is that

9 correct?

10 A Yes.

11 Q And they are al so shown on Exhibit -- FPUC s
12 responses to OPC s interrogatory and -- I'msorry. They
13 are not listed on that one, correct? | don't believe

14  they are.

15 A Ckay.

16 Q Can you show ne or do you have in your

17 testinony the fuel savings related to the activities

18 described for GQunster in your 2016 projection testinony?
19 A No.

20 Q (kay. Let's go to the next conpany |isted

21 which | believe is King and Spalding. And they are

22 listed for research and | egal review of FERC-rel ated

23 | ssues regardi ng purchased power agreenents and

24  transm ssion of associated powers; is that correct?

25 A Yes.
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1 Q Ckay. And can you tell nme where, if anywhere,
2 I n your testinony, it lists the fuel savings related to
3 King and Spalding's activities in 20167
4 A | don't have that.

5 Q Ckay. The next one is Baker Hol stetler?

6 A Yes.

7 Q Hol stetler. Legal review of business terns
8 associ ated with the purchased power agreenents and new
9 contract devel opnent; is that correct?

10 A Yes.

11 Q And if | asked you to show ne where the fuel

12 savings were related to those activities projected for

13 2016, could you show ne that?

14 A No.

15 Q And then, finally, the last conpany listed in

16 your response to Interrogatory No. 7 was Stinton,

17 Leonard, and Street?

18 A Yes.

19 Q And it tal ks about |egal review of contracts

20 to develop new CHP contracts; is that correct?

21 A Yes.

22 Q kay. And can you tell nme -- if | were to ask

23 you where the fuel savings related to those activities

24  were in your 2016 projection testinony, could you show

25 me where that was?
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A No.

Q Ckay. |Is the total amount for all non-fuel-
rel ated costs for |egal and consulting fees for 2015
$169,457? If | -- subject to check, would you agree
w th that anount?

A Yes.

Q Ckay. And then subject to check, would you
agree that the total anmount for the non-fuel-rel ated
costs for legal and consulting fees are 397, 0007

Yes.

Q And for clarification, | can see where the
total anmpbunts are for the |l egal and consulting fees
| isted as special costs in the 2015 E1B schedul e.

A Yes.

Q Do you have a sim |l ar schedul e show ng the
projected cost for |egal and consulting fees in your
2016 projection testinony?

A | don't have a simlar schedule to the E1B, as
you say it, but it's enbedded in ny |ine nunber on E --
on the E1 and the E2.

Q Can you tell nme which lines that nunber is
enbedded i n?

A Yes. On E1 Page 1 it's --

Q Ckay.

A -- on Line 10B.
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Q So, that woul d be non-fuel energy and custoner

costs for purchased power?

A Yes.

Q That's $4.5 million approxi mately nunber?

A Yes.

Q So, the $397, 000 anpbunt woul d be --

A Wul d be part of that.

Q -- enbedded in that nunber?

A Yes.

Q All right. Let nme ask you this -- | guess |

had one or two nore foll ow up questions on your response
to Interrogatory 7.

A Ckay.

Q At the bottom it says taxes for conpany
usage, 10,000; is that correct?

A Yes.

Q And then it also has a nunber for the FPL
I nterconnection. |Is that a revenue requirenent that was
i ncluded in the 2016 projections of $107, 0007

A Yes.

Q O I'm-- yeah, 107.

A Yes.

Q And | just wanted to finish up one nore
consultant off the list of FPUC s response to OPC

Interrogatory No. 1. It has |isted Kathy Wl ch?
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A Yes.

Q And she has an amount listed for her?

A Yes.

Q Ckay. And just for ease of reference, | also

handed out another excerpted interrogatory response
for -- | believe it's 8B. Do you have that in front of
you?

A Yes, | do.

Q Ckay. | don't know why m ne doesn't have it.
Does your copy have a listing and the description of the
activities that Kathy Wl ch --

A Yes, it does.

Q -- perforned for the conpany?

A Yes, it does.

Q Can you tell us what the activities Ms. Wl ch
perfornmed for the conpany were in -- projected to
performin 20167

A It says consolidation of fuel for the electric
di visions involving the restructuring and reformatting
of "A" schedules and "E" schedules periodically filed
wi th the Comm ssi on.

Q Ckay. And I'mgoing to ask you the sane
question |I've asked you for several other consultants.
Coul d you show ne where in your 2016 testinony or your

2015 estimate actual where you show the fuel-rel ated
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savings related to her activities?

A No, | don't have that.

Q Ckay.

A But I do have an addendumto add to this.
This is one that, subsequent to the filing, we had
reeval uated and decided that this probably was nore
appropriately treated as base.

Q Ckay.

A And it has been adjusted in our books and
won't be in part of our 2015 true-up.

Q And in the updated schedul es that you filed,
were those adjustnents nmade for those updated schedul es?

A Yes.

Q Ckay. So, the new updated nunbers do not

reflect Kathy Welch's cost in your fuel-filing factor?

A Yes, to nmy knowl edge. | have to doubl e check
that. | know we renoved it on the books. And if
it's --

Q Ckay.

A It may not be reflected here, but | know that

by the tine we do our actual true-up for 2015, it wll
have been el i m nat ed.

Q Ckay. So, we're in agreenent that at | east
Ms. Welch's costs should cone out.

A Yes.
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Q Ckay. And then we would have to, subject to
check, make sure that they were out -- renpoved fromthe
fuel factor.

A Yes.

Q Ckay. And | just want to ask you a few
questions regardi ng general know edge of base rates.
Wul d you agree that base rates include a snapshot of
normal recurring investnent |evels, capital costs, and
I ncone | evels estimated or incurred for a given year?

A Yes, | would have to agree with that.

Q Ckay. And would you agree that if earnings
fall below the authorized range that was approved in the
| ast rate case, that the conpany has the opt- -- excuse
me. It's not comng out right -- option of petitioning
for a base-rate increase?

A Yes.

Q kay. And if the conpany is earning within
the range authorized in the | ast base-rate case, you
woul d agree that it's recovering its base-rate cost,
correct?

A Yes.

Q And you woul d agree that when a projected test
year is used, actual costs including expense levels wll
under st andably be different than those that were used to

set base rates, correct?
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Just repeat that question?
Sur e.
Just to nmake sure --

That when you use a projected test year --

> O » O »

Yes.
Q When you have final actual expenses, those
will be different than what you projected in your
proj ected testinony?
A Yes. Correct.
Q And you woul d al so agree that you woul d expect
the different conponents that go into base rates,
I ncl udi ng expenses, to change over tine?
A Yes.
M5. CHRI STENSEN:. Ckay. That's all | have.
Thank you. No further questions.
CHAl RVAN GRAHAM M. Wight?
MR, WRI GHT: Thank you, M. Chairman. | just
have a few questi ons.
CROSS EXAM NATI ON
BY MR WRI GHT:
Q Continuing from | think, somnething
Ms. Christensen was just asking you about, on your
Schedul e E1, I'm | ooking at a couple of rows, Row 1 and
Row 18. This is estimated for the period January 2016

t hrough Decenber 2016, that shows fuel cost of system
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1 net generation. And there is nothing in that row.  So,
2 that's a zero; is that correct?

3 A Yes.

4 Q And in Row 18, total fuel costs and gains --
5 that would include fuel cost. And there is a zero

6 there, correct?

7 A Yes.

8 Q Does the conpany buy any fuel ? Your conpany,
9 Florida Public Uility's Fernandi na division, northeast

10 di vi si on.

11 A Qur purchased power, Yyes.

12 Q Do you buy any fuel? Do you buy gas?

13 A When you say fuel, I'mthinking you re talking

14 pur chased power.

15 Q VWll, you used the term"fuel contract terns,"

16 fuel contracts,” "fuel options,"” "conpetition for fuel

17 supply to your conpany." D d you really nean purchased

18 power ?

19 A In this -- yeah, in this clause, yes.

20 Q You don't buy any natural gas, do you?

21 A Not for this clause. W purchase gas, but

22 that's in another docket.

23 Q Ckay. Do you know whet her there are any

24  conbi ned heat and power installations in place in the

25 nort heast divi sion?
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A | can't -- | don't -- | can't answer that,
now - -

Q "l don't know' is an okay answer.

A Right. Right. | don't know.

Q Ckay. Sane question for solar photovoltaic.

A Sane -- same answer.

Q You did testify, | think, on Page 7 of your
testinony that if you don't get recovery for the
transm ssion project, you mght have to defer the
proj ect ?

A Yes.

Q Wul d the conpany really -- this is a good
project, right?

A From ny under st andi ng, yes.

Q Wul d the conpany really not do the project
given that it's a good project if you didn't get

recovery in the Fuel O ause?

A | mean, there nay be other options. But | --
| don't know for sure. | would think not if we couldn't
afford it --

Q l"msorry. | --

A -- if we could get recovery if -- if we're not

able to get recovery on this, it's going to be difficult
to go forward with the project as is.

Q Well, | understand it's not going to be in
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1 service -- as of M. Cutshaw s testinony, it's not going
2 to be in service until the latter part of 2017; is that
3 correct?

4 A Right. Correct.

5 Q So, you would agree that it wouldn't be used
6 and useful in providing public service until that date,
7 correct?

8 A Correct.

9 Q You could file a rate case between now and

10 then, couldn't you?

11 A We could, but that would just only increase

12 the cost to the custoner and through our base rates.

13 Q Wel |, maybe or maybe not, given that they

14 are -- wouldn't you agree that that may or may not be

15 true dependi ng on what el se happens in the rate case?

16 A It may or may not be true, correct.

17 MR. WRI GHT: Thank you. That's all | have.

18 CHAl RVAN GRAHAM M. Brew?

19 CROSS EXAM NATI ON

20 BY MR BREW

21 Q M. Young, with respect to the | ast question,

22 I f you put the investnent in rate base, would you

23 allocate the cost based on energy?

24 A | -- 1 don't know, sir, if |I'munderstanding

25 the question. Wen you say allocate the cost --
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Q How do you recover your fuel cost on a per-
kil owatt-hour basis?

A Yeah, there is a lot -- thereis a lot -- when
you say allocate, you're saying according to the
custoner cl asses?

Q Yes. How -- how woul d you recover the cost in
rates? The sane way you do it under fuel ?

A Pl ease ask the question one nore tine. Are
you speaki ng about base or are you speaki ng about fuel?
Q Okay. Let take -- if you recovered the

I nvest nent cost in base rates --

A Correct.

Q Wul d you allocate the recovery of that cost
on an energy basis?

A | -- | don't know.

MR. BREW Ckay. Thank you. That's all |
have.
CHAl RVAN GRAHAM M. Moyl e.
CROSS EXAM NATI ON
BY MR MOYLE:

Q Good evening. |In your opening, | thought I
heard you say that if these costs were awarded to you,
you woul d put theminto base rates at the next
opportunity. Was that right?

A At sone point, yeah, if they -- | believe --
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1 "1l give you an exanpl e.

2 Q That's all right. | think -- | guess that

3 brought up a question in nmy mnd was, are you saying

4 that these are typically costs that would go in base

5 rates, but we're kind of in here because we want to do

6 an expedited process? | nean, are you admtting that

7 these are costs that are base rate in --

8 A No, we believe these are fuel costs. They are
9 fuel-related. And the savings are com ng from our Fuel
10 C ause, the savings that we will experience wll be

11 com ng through fuel.

12 Q So, why put theminto base rates? Wy did you
13 make that statenment about them --

14 A No, | think -- | believe | said -- according
15 to what | have here, | said, at such tine, the remaining
16 costs, if any, would be rolled into the base and for

17 future -- for future proceedings -- in a future

18 proceedi ng.

19 Q And sone of these interconnection costs and

20 | egal fees related to CHP projects, right --

21 A Correct.

22 Q -- that you're trying to get recovery for?

23 A Yes.

24 Q And you're getting asked questions by people
25 that typically don't ask questions of you, but sonetines
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orders have a way of being used beyond just your case.
You understand that, right?
A |'"'mnot sure if | understand your question.
(Laughter.)

Q Well, | think -- I"mjust trying to help you
you explain why we may be asking a | ot of questions.
You know, what is your understanding of the Fuel C ause?
Li ke, what is it used for?

A My understanding for the Fuel Clause is to
recover costs for the fuel docket. You know, these are
costs that we incur in your fuel -- fuel -- from our
fuel purchases. The costs we recover fromour fue
expenses are being recovered.

Q And so, like, natural gas -- you're hearing
about natural gas and coal. Those are clearly fuel,
right?

A That's the term nology they use is. W don't

apply that termnology in at FPUC. Qur fuel relates

to -- to electric.
Q Ri ght .
A O purchased power.
Q Because you don't have generation.
A No.

Q Right. But you would take the viewthat

transm ssion assets also would be wthin the scope of
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sonet hi ng appropriately recovered under the Fuel C ause?

A | think that would have to be qualified.
don't know just specifically -- just transm ssion
automatically as Fuel C ause.

Q Like, if a transmssion line, if you needed to
build a new transm ssion line to get purchased power,
you wouldn't try to get that cost of that transm ssion
line in the Fuel C ause, would you?

A I"'m-- | don't know. I'mnot sure if | am
under st andi ng your question. Could you --

Q Do you buy power from nerchant plants
presently?

A Yes.

Q And have nerchant plants sought or applied to

you over the years to interconnect to your systen?

A That, | don't have any know edge on. | could
research that, but presently, | don't have know edge on
t hat .

MR MOYLE: That's all | have. Thank you.

CHAI RMAN GRAHAM  Staff?

M5. JANJIC. Good evening, M. Young. M nane
iIs Danijela Janjic. And | will be passing out a
courtesy copy of Exhibit 89 before | begin ny
questi oni ng.

CROSS EXAM NATI ON
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BY Ms. JANJI C.

Q | would like you to turn to CDY-3, Page 10,
pl ease.
A (Exam ni ng docunent.) Yes.
Q kay. In the schedule, there are line entries

for projected cost savings based on purchase of 10
nmegawatts and 20 negawatts, correct?

A Yes.

Q In this schedul e, savings are shown for 2016,
al t hough the project is not projected to go into service
unti |l January 1st, 2018.

A Yes.

Q Can you explain to ne what the savings of
2,216,000 based on 10 negawatts shown for 2016
represent ?

A That was if -- this was a pro forma as if --
since we were in the year 2016, if the connection was
going inactive -- be activated in 2016 and at the rates
applicable, these were -- the estinated savi ngs woul d be
there. But these -- the savings here is not included in
ny 2016 projections. It was just here for illustration
pur poses.

Q Ckay. So, looking at the same schedule, is it
correct that the cost savings based on 10 negawatts for

2017 are 2,294, 000?
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A Yes.

Q Has anyt hi ng about the schedul e changed since
you prepared it?

A | didn't exactly prepare the schedule. It was
provided to ne froma consultant we had who was an
expert economst in this field. And he qualified these
entries saying that these were the best estinmates he had
at the tinme when he prepared this. So, they may or may
not change. | don't know.

Q Are you aware of any changes as of today --

A |'"'m not aware of --
Q -- made to the schedul e?
A -- any.

Q Ckay. Do you agree that the total projected
cost of the interconnection investnent is approxi mately
3.5 mllion?

A To nmy know edge, that's what the estinmate was.

Q And did you use the $3.5 mllion figure when
cal cul ati ng the schedul e?

A |'"'mnot sure. |I'mnot sure. Again, a
consul tant prepared the schedul e.

Q Wuld M. Cutshaw be able to answer that
gquesti on?

A | don't know.

Q Has anyt hi ng changed about the cost of this
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1 project or projected savings since the schedul e was

2 prepared?

3 A Not to ny know edge.

4 Q | am | ooking at the CDY-3, Page 9 of 10.

5 A Yes.

6 Q Is it correct that you cal cul ated a revenue

7 requi renent associated with the project to be recovered
8 through the Fuel O ause in the anmount of 107, 3337

9 A Yes.

10 Q What anmount of investnent for 2016 was this

11 revenue requirenent based upon?

12 A If you |l ook at Line -- well, | have the

13 I nvestment near the top of the schedule. And this was
14 estimated as what we predicted the cost would be on a
15 nonthly basis. And the bal ances were based on that

16 nont hly esti mate.

17 Q So, the total was 1.75, the year-end bal ance
18 at the end?

19 A Ch, vyes.

20 Q Ckay. | passed out the Exhibit 89. |It's just
21 a courtesy copy, but if you can, please turn to that.

22 A Yes.

23 Q FPUC s response to staff's second set of

24 I nterrogatories, No. 12. This response states that the
25 bill inmpact of including the conpany's requested revenue
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requi rement for 2016 is 17 cents per 1,000 kilowatts
nonthly residential bill; is this correct?

A Yes.

Q Has anyt hi ng changed about this discovery
response since it was prepared --

A No.

Q -- M. Young? No? Ckay.

Pl ease turn to your projection testinony for
the next two questions, which was filed on
Septenber 1st, 2015. |1'mspecifically |ooking at
Page 7, Lines 12 through 16.

A Yes.

Q In this testinony, you stated: W thout
recovery of the interconnection investnent, the conpany
woul d either have to defer the project or file a rate
case.

A Yes.

Q If the conpany is not granted recovery through
the Fuel C ause, when do you anticipate the conpany
would file its next rate case?

A | wouldn't have specific know edge on that.

Q Wul d M. Cutshaw be better able to answer
t hat question?

A | couldn't answer that for him |I'mnot sure.

Q If the conpany was all owed recovery of the
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| nt erconnection investnent as requested, would the
delay -- would that delay the need to file a rate case?
A Yes.
Q On the sane Page 7, but |ooking at Lines 4
t hrough 7 --
A Yes.
Q -- you stated: The conpany requests recovery
of the interconnection investnent through the Fuel
Cl ause until such tinme that any remaining cause can be
rolled into rate case in future rate proceedi ngs.

Based on the statenent, if the conpany was
granted recovery through the Fuel C ause, then
subsequently filed a rate case, would only the renaining
cost, if any, be included in the rate case?

A Yes.
Q M. Young, can you tell nme your achieved
return on equity as filed in the nost recent

surveill ance report?

A " mnot sure --
Q Do you need ne to repeat --
A | heard the question. [|'mnot sure if | have

t hat answer for you right now.
Q W have -- we're going to be passing out an
exhibit so you can refresh your nenory.

M. Young were you responsible for preparing
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the surveillance report?
A Yes.
Q Wul d you agree, subject to check -- oh, okay.
CHAI RVAN GCRAHAM W need an exhi bit nunber
for this?
M5. JANJIC. Yes, we do, as | believe it's
123.
CHAI RVAN GRAHAM 124,
M5, JANJIC: 124, [|'msorry.
(Exhibit No. 124 marked for identification.)
THE WTNESS: Yes, | have it.
BY M. JANJI C

Q And could you tell nme your achieved return on
equity?

A Yes, 4.79.

Q Al right. 1'mgoing to shift gears and ask
you a few questions about the consulting costs that are
subject to |Issues 4B.

A Ckay.  Yes.

Q M. Young, in tal king about consulting costs
for 2015 and '16, can you describe for ne the services
consul tants have provided FPUC i n 2015 and are projected
to provide in 20167

A How descriptive do you want these services to

be described? Just in -- I'mjust -- | just want -- the

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 11/2/2015
575

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

question as far -- you want a brief description of what
they're doing or --

Q Brief description will be fine.

A Yeah, in a nutshell, they are engaging in
projects and prograns that are intended to bring about
cost savings to the custoners.

Q | s FPUC seeking cost recovery in the Fuel
Cl ause for any of its admnistrator costs?

A When you say admnistrative costs, you're
talk- -- 1 just want to understand this specifically,
whi ch costs you' re tal king about.

Q Preparing reports.

A No.

Q And i s FPUC seeking recovery costs for the
actual procurenent of fuel?

A For -- for -- not -- no, not at this point.

M5. JANJIC. Thank you, M. Young.
M. Chairman, nothing further fromstaff.
CHAI RMAN GRAHAM  Conmi ssi oner s?
Redi rect ?
M5. KEATING Thank you, M. Chairman. Just a
few.
REDI RECT EXAM NATI ON
BY M5. KEATI NG

Q M. Young?

Premier Reporting Reported by: Andrea Komaridis



Florida Public Service Commission 11/2/2015

576
1 A Yes.

2 Q Ms. Christensen took you through a |Iine of

3 gquestions --

4 A Yes.

5 Q -- regardi ng each of your consultants --

6 A Yes.

7 Q -- and asking if you could correlate the work
8 of those consultants with specific savings. Do you

9 recall that |ine of questioning?

10 A Yes. Yes.

11 Q Does FPUC anal yze cost savi ngs on a per-

12 consul tant basis?

13 A No, we don't.

14 Q Do you anal yze savi ngs based on particul ar

15 proj ects?

16 A No, we don't.

17 Q How do you anal yze savi ngs?

18 A ' mnot sure |I'munderstandi ng the question as
19 far as did --
20 Q Let ne ask it this way --
21 A Yes.
22 Q Are there projects that the consultants are
23 working on that the conpany anticipates will produce --
24 A Yes.
25 Q -- or has produced savi ngs?
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A That's correct.

Q M. Myle al so asked you a few questi ons and,
In particular, nentioned transm ssion-rel ated costs?

A Yes.

Q Do you know whet her FPUC i s recovering
transm ssion-rel ated costs through the Fuel d ause?

A My best way to answer the question is that our
fuel costs are generated fromour fuel power suppliers.
If they have transmi ssion at their -- enbedded in their
costs to us, then that would be a part of our cost
recovery. But specifically our own transm ssion, no.

M5. KEATING | think that's it. Thank you,

M. Chai r man.

CHAl RVAN GRAHAM  Thank you.

Exhi bi ts.

M5, JANJIC 124.

CHAI RVAN GRAHAM  Hol d on.

M5, JANJIC. Oh, I'msorry.

M5. KEATING 32, 33, and 34, please.

CHAI RMAN GRAHAM 32, 33, and 34. Ckay.

(Exhibit Nos. 32, 33, and 34 admtted into the
record.)

M5. CHRI STENSEN: OPC noves 122 and 123.

CHAI RVAN GRAHAM 122 and 123 well enter into

t he record.
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(Exhibit Nos. 122 and 123 admtted into the
record.)

M5, JANDIC. MWy turn? Ckay. 124.

CHAl RVAN GRAHAM W'l | enter --

M5. JANJIC. The surveillance report.

CHAIl RVAN GCRAHAM W'l | enter 124 into the
record as well.

(Exhibit No. 124 admtted into the record.)

CHAI RMVAN GRAHAM M. Young, thank you very
much for your testinony.

THE WTNESS: Al right. Thank you.

CHAl RVAN GRAHAM | said when we started today
that we're going to shoot for ending at 6:00 or
6:30. | think this is a good stopping point.

M5. KEATING M. Chairman, just to be clear,
may M. Young be excused for --

CHAI RVAN GRAHAM  Yes, nma' am

M5. KEATING -- not to return tonorrow?

Thank you.

M5. CHRI STENSEN:  Conmi ssioner, | don't know
how you want to handle the red folders, if you want
nme to pick those back up --

CHAl RVAN GRAHAM  Yes.

M5. CHRI STENSEN: |'m done with them for

pur poses of cross examnation. So, |'mhappy to
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pick those up. And I'll leave the redacted with
t he Comm ssi on.

CHAl RVAN GRAHAM  Yes.

Ckay. So, we will be back here tonorrow
nmorning at 9:30. And plan on lunch around 1: 00,
di nner around 6: 00, 6:30, and going |ate.

| hope everybody drives safely. W're

adj our ned.

(Wher eupon, the proceedi ngs were adjourned at

p. m)
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CERTI FI CATE OF REPORTER

STATE OF FLORIDA )
COUNTY OF LEON )

|, ANDREA KOVARI DI S, Court Reporter, certify
that the foregoing proceedi ngs were taken before ne at
the tine and place therein designated; that ny shorthand
notes were thereafter translated under ny supervision;
and the foregoi ng pages, nunbered 434 through 580, are a

true and correct record of the aforesaid proceedi ngs.

| further certify that | amnot a relative,
enpl oyee, attorney or counsel of any of the parties, nor
am| a relative or enployee of any of the parties'
attorney or counsel connected with the action, nor am!|
financially interested in the action.

DATED this 3rd day of Novenber, 2015.

ANDREA KOMVARI DI S

NOTARY PUBLI C

COW SSI ON #EE866180

EXPI RES FEBRUARY 09, 2017

Premier Reporting

Reported by: Andrea Komaridis





