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Case Background

On July 26, 2013, Florida Power & Light Company (FPL) filed its petition in this docket
requesting a determi ition by the Commission, that its decision to enter into long :rm natural
gas transportation contracts is prudent, and that the associated costs are eligible »r recovery
through the Fuel and Purchased Power Cost Recovery Clause (Fuel Clause). The petition
included testimony from five witnesses, with exhibits outlining FPL’s need for additional firm
natural gas transportation, a description of its request for proposals (RFP) process and the
resulting contracts, a 1 a request for approval of its planned cost recovery method. The petition
was filed following FPL’s selection of two projects to develop new natural gas transportation
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infrastructure into southern Florida, as the most cost-effective alternative for its customets,
These projects are referred to individually in the petition as the Northern Pipeline Project and the
Southern Pipeline Project. The two projects are wholly separate pipelines owned and operated
by different entities, and therefore are referred to collectively as a matter of convenience.

The instant docket is the culmination of a process; which began in 2009 when FPL
petitioned the Commission to develop, build, and operate the Florida EnergySecure Line (FESL).
On April 7, 2009, FPL filed its petition in Docket No. 090172-EI requesting a determination of
need for its proposed FESL, a 280-mile long, 30-inch diameter high pressure natural gas
transmission pipeline which FPL sought to own and operate primarily for supplying natural gas
to its newly modernized Cape Canaveral and Riviera Beach generating units. By Order No.
PSC-09-0715-FOF-EI the Commission denied the petition, finding that FPL had failed to
adequately demonstrate that its FESL was the most cost-effective alternative for providing
additional natural gas transmission capacity. However, the Commission agreed that additional
gas capacity was necessary for assuring the reliability of Florida’s electric generating system in
the future. In Order No. PSC-09-0715-FOF-EI, the Commission stated, “we agree with the
parties that increased gas transportation infrastructure is needed to meet future electricity needs,
given the uncertainty surrounding both coal-fired and nuclear generation in the state.”’ The
Commission’s Order therefore directed FPL to “renew its request for proposals to fulfill its gas
transportation capacity needs,” and further stated that the “new RFP shall contain a specific,
detailed request for | >posals for a new pipeline, and specifications of the long term natural gas
needs of FPL.”? In addition, the Order stated that “[t]he RFP shall be provided to our staff for
review prior to its issuance to ensure it is clear and complete.”

FPL provided the RFP for staff’s review on November 13, 2012. A public meeting was
held on November 26, 2012 so that staff and any other interested parties could have an
opportunity to discuss and review FPL’s RFP document prior to its issuance. In addition to
Commission staff, representatives of the Office of Public Counsel (OPC) as well as potential
project participants and other interested groups were present at the meeting. No one voiced any
objection to FPL issuing the RFP.

FPL issued its RFP on December 19, 2012. The RFP was noticed three times in Platt’s
Gas Daily, a widely distributed industry publication. FPL provided an internet website where
interested persons could gather information and ask questions. FPL also held a workshop to
facilitate understanding of the RFP and the bidding process prior to the April 3, 2013 due date
for responses. An additional meeting was held on June 13, 2013 to discuss the results of the RFP
solicitation, FPL’s evaluation of the proposals, and the next steps to be taken in the process.
Attendees included Commission staff, OPC, and representatives of the Florida Industrial Power
Users Group (FIPUG). Based on discussion at the meeting, FPL provided an outline of topics
that would be covere in the direct testimony filed with its petition.

! Order No. PSC-09-0715-FOF-EI, issued October 28, 2009, in Docket No. 090172-El, In re: Petition to determine
need for Florida EnergySecure Pipeline by Florida Power & Light Company, page 5.

’1d., page 6.
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FPL is not obligated by law to obtain Commission approval to enter into a long-term gas
transportation contracts for the projects, as both contracts are governed by Federal Energy
Regulatory Commission (FERC). The contracts would only trigger Commission action at the
time FPL seeks recovery of costs in the fuel clause proceeding. However, due to the substantial
financial commitments involved, FPL is seeking a Commission determination that FPL’s
decision to enter into long-term gas transportation contracts is prudent and that the associated
costs are eligible for recovery through e fuel clause. FPL included a provision in its precedent
agreement with each pipeline which requires Commission approval of the agre 1ents. The
contracts may be terminated without financial penalty if the Commission does not make a
prudency determination satisfactory to FPL.

The Commission has jurisdiction over the subject matter by the provisions of Chapter
366, Florida Statutes.
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Discussion of Issues

Issue 1: Does FPL have a need for additional firm natural gas transportation by 2017?

Recom—~ndation: Yes. FPL has demonstrated a need for 400 MMcf/day of additional firm
natural gas transmission capacity by 2017. (Matthews, Ellis, Stallcup)

Staff Analysis:

Description of FPL’s Existing Pipeline Capacity

Peninsular Florida is currently served by only two major natural gas pipelines. Florida
Gas Transmission Company, LLC (FGT) is the larger of the two pipelines with approximately
3,100 million cubic feet per day (MMcf/day) of total gas deliverability. The second of the two
pipelines is owned by Gulfstream Natural Gas System, LLC (Gulfstream) and has a maximum
1,300 MMcf/day of gas deliverability. Currently, FPL has firm contracts with Gulfstream for 53
percent of the design capacity of its system which is 695 MMcf/day. By 2017, FPL will have
firm transportation contracts with FGT for 41 percent of its design capacity, a total of 1,274
MMct/day. The FGT capacity serves approximately 65 percent of FPL’s current total gas supply
requirements, and G fstream serves the remaining 35 percent. However, FPL is not the only
firm shipper for either system. The remaining capacity of Gulfstream is currently fully
subscribed, and onlv 6 percent of FGT’s capacity (approximately 184 MMcf/day), will
potentially be availi le on a long-term firm contractual basis within the 2017 time frame.
Additional natural gas transportation capacity will be necessary as FPL’s and all of Florida’s
electric generation systems continue to grow. Nearly 68 percent of the st :’s electric
generation, and more than 72 percent of FPL’s total energy, was fueled by natural gas in 2012.

In general, natural gas pipeline transportation capacity availability is firm or non-firm.
Firm transportation capacity is acquired through a contract for reservation of a certain portion of
a pipe’s daily throughput, which is continuously available to a utility to provide fuel for its
generators. Utilities typically acquire non-firm transportation capacity by purchasing pipeline
capacity that has been temporarily released by another customer, or by purchasing non-reserved
capacity. Released capacity becomes available when another customer’s need for gas is below
their reserved portion. However, this type of capacity cannot be relied upon as it is not
guaranteed. If a sufficient supply of fuel is not available when required to meet load, a utility
risks a situation where it may be unable to fully utilize its generating assets, and it could be
forced to increase its use of more expensive alternative fuels, demand response, or even load
shedding. For this reason, it is important for FPL to have adequate gas transportation capacity
available on a firm basis.

Description of Proposed Pipeline Pr( :cts

In its petition, FPL states that 400 MMcf/day of additional firm natural gas transportation
capacity is required beginning in 2017. The primary factors driving this increased need are the
three modernization projects currently in progress at FPL’s Cape Canaveral, Riviera Beach, and
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The second component of FPL’s load forecast is a risk adjustment factor designed to
reduce the risk of under forecasting future load growth. The company indicated in its petition
that because FPL is so highly dependent on natural gas-fired generation, the company’s long
term system reliability could be jeopardized if actual load growth exceeds forecasted growth.
To quantify this risk of under forecasting, FPL analyzed the long term forecasts contained in its
TYSPs from 1988 through 2012 and compared these forecasts to actual load growth. In
particular, for each year of the ten-year forecast horizon contained in the TYSPs, FPL calculated
the differences between the forecasted values of NEL and summer peak demand and their
corresponding actual values. From these differences, FPL was able to calculate a confidence
interval of forecast accuracy for each of the ten years in the forecast horizon. These ten
confidence intervals allow FPL to calculate how much their base case forecasts must be
increased so that there is a 75 percent probability that actual NEL and summer peak demand will
be less than or equi to their risk-adjusted forecasts. For the forecasts beyond the ten-year
forecast horizon covered by the Ten-Year Site Plans (years 2023 through 2032), FPL utilized a
constant adjustment factor associated with the ten-year forecast horizon for its NEL and summer
peak demand forecasts. Staff reviewed the data from which FPL derived its risk adjustment
factors and confirmed that the data was correctly taken from prior TYSPs and that the resultant
forecast errors, variances, and confidence intervals were appropriately calculated.

In its response to staff’s data request regarding the use of the risk-adjusted forecasting
methodology, FPL stated that this project is the first time it has built contingencies into its gas
transportation forecasting. FPL responded that “[t]he recent growth in gas usage and FPL’s
significant dependence on gas as a primary fuel dictate a measure of conservatism is employed in
procuring gas transportation as we go forward.”® FPL further explained that between 2010 and
2012, it exceeded its natural gas consumption forecasts generated that year by 114 MMcf/day,
and anticipated this variation to increase to 140 MMcf/day in 2013.

Although staff is unaware of any prior proceeding in which a risk-adjusted load forecast
was utilized, staff concludes that FPL’s risk adjustment methodology does reasonably account
for and adjust for the risk of under forecasting future load growth. This belief is predicated on
two factors. First, the specifications of FPL’s three forecasting models discussed above have not
significantly changed since 1988. This fact implies that the forecast errors upon which the risk
adjustment factors are based should be applicable to the current base case forecasts presented in
FPL’s petition. Second, FPL’s methodology of basing the risk adjustment factors on historical
forecast accuracy means that the risk adjustment factors include not only the model g error (the
error associated with reducing the complexities of consumer purchasing decisions regarding
electricity to a relatively simple econometric model), but also the error associated with not being
able to specify precisely what future economic/demographic conditions will prevail over the
forecast period. FPL’s proposed risk-adjusted methodology appropriately accounts for both
sources of error, and staff believes it is a reasonable approach for controlling the risk of under
forecasting future load growth.

Staff notes that FPL’s choice of selecting a 75 percent confidence interval for its risk
adjustment factor is somewhat subjective. For example, FPL could have selected a different

* See Document Number 05759-13 in Docket No. 130198-El, FPL’s response to Staff’s Second Data Request,
number 7, page 1 of 1, issued September 26, 2013.
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increased gas requirement in 2020 is a result of all three modernization projects (Cape
Canaveral, Riviera Beach, and Port Everglades) being online, as well as the loss of coal-fired
generation at SJPP.
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Figure 3: Incremental Firm Gas Transportation Requirements (MMcf/day)
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Staff has reviewed FPL’s forecast for customer load, its proposed generation resource

portfolios, and the comparison of its resulting natural gas requirements with its existing natural
gas transportation contracted capacity. Based on this review, staff recommends that FPL has
adequately demonstrated a need for an additional 400 MMcf/day of firm natural gas transmission

capacity by 2017.
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Issue 2: Are the Sabal Trail Transmission (Sabal Trail) and Florida Southeast Connection (FSC)
combined projects the most cost-effective solution to meet FPL’s need for additional natural gas
transportation?

Recommendation: Yes. FPL’s selection of the Sabal Trail and FSC natural gas transportation
contracts was based on a fair and open RFP process. The combined projects are projected to
save up to $450 million, net present value, over the term of the contracts when compared to the
next most cost-effective proposal. Staff recommends that FPL be eligible to seek recovery of
costs associated with these firm natural gas transportation contracts through the fuel clause.
(Matthews, Ellis, Prestwood)

Staff Analysis:

Following the conclusion of the RFP process, FPL began the evaluation of the proposals
it received as a result. In order to determine whether the projects selected by FPL were the most
cost-effective, staff reviewed the RFP and the selection process that resulted in FPL signing
precedent agreements with Sabal Trail and FSC.

Evaluation of Project Proposals

The RFP requested that bidders provide proposals for 400,000 MMBtu/day
(approximately equal to 400 MMcf/day)’ of firm gas transportation capacity in 2017 with an
incremental 200,000 MMBtu/day of firm capacity in 2020. In addition, FPL requested that the
bidders include an optional incremental capacity of up to 400,000 MMBtu/day beyond the 2020
time period. Bidders could submit pricing on either a fixed or an adjustable der ind charge,
although FPL expressed its strong preference for fixed pricing in order to obtain pricing security
for its customers. Any adjustable pricing had to include a price cap in order to limit exposure to
price index volatility.

FPL received four bids for the Northern pipeline and one joint bid for the Northern and
Southern pipelines. No separate bids for the Southern portion were received. The entities
submitting bids (some of which were joint proposals from companies bidding as partners)
represent all active pipelines in the Southeastern U.S. FPL also considered three self-build
alternatives for the Southern pipeline, consisting of three configurations of pipe diameters: all
30-inch pipe (labeled proposal Ai), a combination of 30-inch and 36-inch pipe (labeled proposal
Aii), and all 36-inch pipe (labeled proposal Aiii). Although FPL had specified its strong
preference for fixed pricing, all proposals except the self-build options were based on adjustable
demand charges. However, to meet bid requirements, all adjustable pricing included a price cap.
The joint proposal for the Northern and Southern pipelines had significant deficiencies which the
bidder elected not to modify, so FPL eliminated it from further consideration. This situation left

* The quantity “MMBtu/day” is equivalent to one million British thermal units of heat energy per day. Because FPL
is ultimately concerned v  h the energy content of the gas, not the volumetric quantity, the contracts will be for units
of MMBtu/day rather than MMcf/day (million cubic feet per day). Although the typical heat energy content of one
cubic foot of natural gas is approximately one thousand Btus, consistent with industry practice FPL is requiring a
quantity of energy to be delivered in itscor  tstoens  the necessary unt of electric power ¢ >e generated.
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Description of the Proposed Pipeline System

The Sabal T1 1 and FSC projects will provide FPL with approximately 400 MMcf/day
additional capacities beginning in 2017, with an expansion to 600 MMcf/day in 2020. Optional
expansions, each for an incremental 200 MMcf/day, are available to FPL, but must be elected by
2020 and 2024, respectively. These additions would become ava 1t :to FPL between four and
five years after the options have been t: en.

The commencement point specified for the Sabal Trail pipeline system is identical to that
designated in FPL’s 2009 FESL project. Transcontinental Pipe Line Company’s Compressor
Station 85 (“Transco Station 85”) in Choctaw County, Alabama provides access to non-
traditional, onshore suppliers of natural gas, which is an important element to FPL because it
introduces supply diversity into the system. Because FPL is currently served by only two natural
gas companies, each of which provides gas mostly from Gulf of Mexico and Mobile, Alabama
Bay area suppliers, gaining more diversity in its supply is an important component of the project
and a primary concern to FPL.

The 2009 FESL project specified the “connection point” for the northern and southern
parts of the system to be in Bradford County, Florida, near FGT Station 16. However, during the
development of the FP, several interested pipeline companies expressed the opinion that a
better option was for a “hub” in the Orlando area due to the large potential customer base for
contract opportunities. Therefore in order to not only meet the primary goal of the RFP to fulfill
FPL’s increased need for natural gas transportation capacity, but also to further increase the
diversity of the supply and to promote competition among suppliers, the chosen termination
point is what will become the Central Florida Hub (CFH). The CFH, which is part of the
contract for the Sabal Trail pipeline and will be constructed and operated by the same provider,
will be an interconnection point between the Northern and Southern pipelines as well as with
existing Gulfstream and FGT systems. The CFH will include facilities needed to provide hub
wheeling services to deliver contracted capacities interchangeably between and among each of
the pipelines, which further increases the flexibility and possible diversity for all the gas shippers
in the area.

The Southern pipeline commences at the CFH and terminates at the existing natural gas
yard at FPL’s Martin Clean Energy Center (Martin), in Martin County, Florida. This terminus
location allows for connectivity with ¢ modernized generation plants at Cape Canaveral and
Riviera Beach, and because both FG and Gulfstream currently serve the Martin plant, the
addition of the FSC will increase the supply alternatives available to FPL in the event of a
pipeline disruption.

Cost Recovery

In response to its RFP, FPL received a total of four proposals for the Northern Pipeline
Project and one joint proposal from two companies for the Southern Pipeline Project. Based on
FPL’s economic and non-economic evaluations, the Sabal Trail proposal was selected for the
Northern Pipeline Project and the FSC proposal for the Southern Pipeline Project. Next-Era
Energy (NEE) is an equity stakeholder in Sabal Trail, and has agreed to operate Sabal Trail as a

-15-
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Joint venture between Spectra and a newly formed NEE subsidiary called U.S. Southeastern Gas
Infrastructure, LLC (USSGI). Also, FSC is a wholly owned subsidiary of NEE, and an affiliate
of FPL. FPL does not anticipate any charges coming from USSGI associated with the Northern
Pipeline Project. However, FPL stated in a data request response that any costs incurred by FPL
for goods or services provided to USSGI or FSC, will be charged in accordance with FPL’s Cost
Allocation Manual or through an Affiliate Management Fee, and would be subject to internal
company review and audits to ensure compliance with Rule 25-6.1351 F.A.C. The Commission
has the authority to review any transactions with affiliated companies to ensure compliance with
Rule 25-6.1351 F.A.C.

Based on Order Nos. 12645° and 145467, prudent and reasonable transportation charges
incurred in the delivery of fuel are a )wable expenses in the fuel and purchased power cost
recovery clause. The :fore, pipeline charges associated with the delivery of natural gas to FPL’s
generating stations are eligible for recovery through the fuel clause. While staff is
recommending that this project is cost effective relative to alternatives, the Commission retains
authority to determine the prudent cost and reasonableness of expenses charged to the fuel clause
and will review these expenses annually as part of the fuel clause proceedings.

In its response to staff’s data request regarding its plans for dispensing of any unused gas,
FPL stated that, in periods of idle capacity due to lower loads, it “can pursue opportunities to
release capacity on the new pipelines (or to release capacity on FGT and/or Gulfstream) to other
shippers. All revenues generated from e capacity release transactions would be credited back to
the customers through the Fuel Clause.””

Summary and Con¢ 1sion

FPL’s decision to enter into long-term natural gas transportation contracts with Sabal
Trail and FSC was based on a fair and open RFP process. The contracts are projected to save up
to $450 million over the term of the contracts when compared to e next most cost-effective
proposal. Staff recommends that FPL be eligible to seek recovery of costs associated with the
firm natural gas transportation contracts with Sabal Trail and FSC through the fuel clause. The
prudence of the actual transportation costs will be examined in the annual Fuel Docket
proceedings.

¢ Order No. 12645, issued November 3, 1983, in Docket No. 830001-EU, In re: Investigation of Fuel Adjustment
Clauses of Electric Utilities.
7 Order No. 14546, issued July 8, 1985, in Docket No. 850001-EI, In re: Cost Recovery Methods for Fuel Related

Expenses.
® FPL’s response to staff’s second data request, no. 5, filed on September 26, 2013.
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Issue 3: Should this docket be closed?

Recommendation: Yes. Ifthe Commission approves staff’s recommendation on Issues 1 and 2,
there are no remain g issues and staff recommends that the docket be closed. The resulting
decision will be issued as a Proposed Agency Action. The decision will become final upon
issuance of a Consummating Order, if no person whose substantial interests are affected timely
files a protest within 21 days of the issuance of the Order. (Tan, Corbari)

Staff Analysis: If the Commission approves staff’s recommendation on Issues 1 and 2, there are
no remaining issues and staff recommends that the docket be closed. The resulting decision will
be issued as a Proposed Agency Action. The decision will become final upon issuance of a
Consummating Order, if no person whose substantial interests are affected timely files a protest
within 21 days of the issuance of the Order.
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