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(Transcript follows in sequence from

Volume 3.)

CHAIRMAN CARTER: Good morning to one and all.

I would like to call this hearing to order. When we
last left off, we were beginning to begin. How about
that? We ended at the beginning to begin. And with
that, we are starting on the FPL portion of the docket.
Let me see. Staff, any preliminary matters?
MS. BENNETT: Yes, Mr. Chairman. I've spoken
with FPL and OPC, and they want to present to you and
the Commission an agreement that they've reached.
CHAIRMAN CARTER: Okay. Mr. Burgess, you're
recognized.
MR. BURGESS: Thank you, Mr. Chairman.
CHAIRMAN CARTER: Good morning.

MR. BURGESS: Good morning. This is with

441

regard to Issue 13C, the drilled hole in the pressurizer

piping.

A report came out from the Federal Bureau of
Investigation late last week that shed some additional
light on the circumstances surrounding this particular

individual, and the question that we wrestled with in

discussions with all of the intervenors, Florida Power &

Light and the staff, is what should we do with this
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document, how should we handle it, because it has a
considerable amount of new information that is relevant
to the Commission's decision.

And what we have suggested from our due
process needs is that, one, the document be identified
as an exhibit and go into the record, and two, that our
witness, even though he has already prefiled testimony
that didn't include any reference to this document,
because it didn't exist as far as we knew up until that
point, that he be allowed to address it orally in his
summary and add it into the context of his testimony.

Then, of course, he would be subject to
cross-examination on it by Florida Power & Light, and
Florida Power & Light's witnesses would be entitled to
address his testimony in their summary, and they would
be subject to cross-examination by us following their
testimony.

CHAIRMAN CARTER: Mr. Butler.

MR. BUTLER: That is a quite accurate
description of it. Let me just add a couple of points
for clarification. The document in question is
precisely an FBI response to an FPL Freedom of
Information Act or FOIA request.

Initially, we had made the request to the NRC.

We received a response from the NRC which we provided to
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the parties in discovery last summer, but there were
portions of the information in the NRC's possession that
actually had come from the FBI. NRC asked the FBI to
evaluate their portions of the information to determine
what could be released. The FBI eventually did that,
and we have provided that FBI FOIA response to the
parties, which is what Mr. Burgess was just referring
to.

We do not object to it being stipulated into
the record as an exhibit and don't object to OPC's
witness commenting on it as sort of a supplement to his
summary of his testimony, and all we ask is that our
witnesses, which would -- you know, who we have
currently is Ms. Dubin and Mr. Avera.

Mr. Jones, who will be testifying on direct
here shortly, hopefully shortly, is also -- he's our
technical expert. I don't know whether anything
Mr. Larkin would comment on about the report would
require sort of a technical response, but to whatever
extent it did, then Mr. Jones would make a brief
statement to that effect and be subject to

cross-examination.

So that's -- I think it is, under the
circumstances, information that we agree is relevant to

the docket that became available late in the proceeding.
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That's, in our mind, the best way to handle this. It
seems like it's fair to all parties.

CHAIRMAN CARTER: Commissioners, we'll make
this Exhibit Number 54 as a late-filed amendment because
of the agreement of the parties.

Commissioner Skop, before I go forward.

COMMISSIONER SKOP: Thank you, Mr. Chairman.
Just a quick question to Mr. Burgess or FPL with respect
to the document that the Chair is going to admit into
the record. Would it be possible for each of my
colleagues to get a copy of that so we can review it? I
have not seen it yet or had the opportunity to, because
it has not been in the record.

MR. BURGESS: I think that -- I'm glad you
raised that question. It appears that Ms. Bennett was
anticipating it.

CHAIRMAN CARTER: Ask and you shall receive.

MR. BURGESS: Actually, it is somewhat
voluminous. It may -- I mean, we're going to begin and
even address it in our opening statement, so I don't
know if you want to gain some familiarization with it
before we start or how you want to set about this.

CHAIRMAN CARTER: Well, you now have a copy.

COMMISSIONER SKOP: And I would like to thank

Ms. Bennett for that. Thank you, Staff, for

FLORIDA PUBLIC SERVICE COMMISSION
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anticipating my question.

CHAIRMAN CARTER: Thank you. Commissioners,
for the record, this will be Exhibit Number 54, and
based upon stipulation of the parties, it will be
entered into the record. Without objection, show it
done.

(Exhibit 54 was marked for identification and
admitted into the record.)

CHAIRMAN CARTER: Any -- I'll give Ms. Bennett
an opportunity to regain her posture, and then we'll ask
if there are any further preliminary matters.

COMMISSIONER EDGAR: Mr. Chairman, what did we
label this?

CHAIRMAN CARTER: I beg your pardon?

COMMISSIONER EDGAR: What did we label this
exhibit?

CHAIRMAN CARTER: Exhibit Number 54. Let's
call it the FBI report. Sounds kind of cloak and
dagger, if you know what I mean.

MR. BUTLER: Mr. Chairman?

CHAIRMAN CARTER: Yes, sir.

MR. BUTLER: I hate to quibble, but would it
be possible to call it the FBI FOIA response, F-O-I-A,
or something like that? One of the points --

CHAIRMAN CARTER: Okay. FOIA report. How
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about that?

MR. BUTLER: That's fine.

CHAIRMAN CARTER: I was that close. FOIA
report, FOIA, Freedom of Information Act report.

Mr. Burgess is that okay with you?

MR. BURGESS: That's fine. Thank you.

MS. BENNETT: And so that will be entered into
the record as Exhibit 54.

CHAIRMAN CARTER: Fifty-four.

MS. BENNETT: Before we start on FPL, I did
talk with Mr. Badders, I'm sorry, from Gulf, and he did
want to add an additional record into the record.

CHAIRMAN CARTER: Too late. Forget about it.
Mr. Badders.

MR. BADDERS: Thank you. Good morning. In
looking at -- listening to the questions yesterday, we
determined that there was one document that was not
included in any of the comprehensive exhibits that would
probably be helpful to the Commission.

CHAIRMAN CARTER: Okay.

MR. BADDERS: And I've discussed it with the
other parties, and they do not have an objection.

This document is Gulf's notification letter
that we filed on October 13th informing the Commission

that it will have an additional $32 million
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underrecovery for the period ending December 2008, and
that number puts us over the 10 percent threshold. The
letter basically went on to say we did not intend to
request an additional increase at this time.

We just felt that that was something that was
very important to have in the record, considering all
the discussions about reprojections. And we actually
have copies for everyone and will have those passed out.

CHAIRMAN CARTER: Okay. If you'll get copies
out. Commissioners, for the record, with no objection
from the parties, that will be Exhibit Number 55.
Exhibit Number 55, we'll take moment to pass that out.

And while he's passing that out, are there
further preliminary matters from any of the other
parties from any other matters that we dealt with
yesterday?

Hearing none, we'll proceed with today's FPL
portion of the docket. Ms. Bennett, any further
preliminary matters?

Again, Commissioners, this is Exhibit 55.
Let's just label it the Gulf notification letter. Is
that okay with you, Mr. Badders?

MR. BADDERS: That's fine. Thank you.

CHAIRMAN CARTER: Got one in. And show it

adopted without objection, Exhibit Number 55.
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(Exhibit 55 was marked for identification and
admitted into the record.)

CHAIRMAN CARTER: Ms. Bennett, any further
preliminary matters?

MS. BENNETT: No further preliminary matters.

CHAIRMAN CARTER: Okay, then. Any preliminary
matters from either of the parties before we begin?

Okay. Mr. Butler, you're recognized.

MR. BUTLER: Thank you, Mr. Chairman, and good
morning, Commissioners.

FPL's testimony and exhibits support approval
of its 2009 fuel cost recovery and capacity cost
recovery factors. There are a lot of potential issues
interwoven in the determination of those factors, but
staff and the parties have worked closely with FPL
through audits, discovery, and dialogue to narrow the
focus.

I will direct my attention and remarks
primarily to what FPL understands to be the principal
unresolved issue, recovery of replacement power costs
associated with a drilled hole in the pressurizer piping
that was discovered during the spring 2006 planned
refueling outage at FPL's Turkey Point Unit 3 nuclear
facility. That's Issue 13C. I'll try to keep my

remarks brief and ask to reserve the remainder of my
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allotted time to respond to the opening statements of
other parties.

Toward the end of the spring 2006 refueling
outage at Turkey Point Unit 3, FPL personnel identified
a small drilled hole in the pressurizer piping during a
series of pre-startup tests and inspections. The
pressurizer is a device that maintains water pressure
inside the reactor coolant system at desired levels.

The drilled hole never posed a threat to reactor safety,
but had to be repaired before Unit 3 could restart.

And, of course, FPL needed to investigate the remainder

of the plant to ensure that there was no other vandalism
or damage requiring repair.

FPL performed this work quickly and well so
that only five days of additional outage time resulted.
Because FPL was able to respond so effectively, and
because Unit 3 operated very reliably both before and
after the outage, FPL actually exceeded its 2006 GPIF
target for equivalent availability at Unit 3 in spite of
the added outage time.

The FBI and FPL's corporate security
department conducted an investigation aimed at
identifying the individual or individuals who drilled
the hole. The investigation, which is now complete,

turned up substantial evidence that the hole was drilled
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by one individual working alone. That individual has
been permanently denied access to all FPL plants.

While the evidence is strong, it is
circumstantial. As a result, the U.S. Attorney's Office
has elected not to charge the individual, and FPL has
concluded as a result that it does not have admissible
evidence to bring suit against him or his employer.

The Nuclear Regulatory Commission or NRC also
conducted an investigation of the drilled hole incident
for different purposes. The NRC formed what it refers
to as an Augmented Inspection Team or AIT to conduct a
thorough investigation of the adequacy and effectiveness
of FPL's security systems as well as FPL's response to
the drilled hole incident.

The NRC team found that FPL properly screened
individuals for access to Turkey Point before the
incident, including the individual who was suspected by
the FPL -- or by the FBI of drilling the hole, that
FPL's security personnel were appropriately positioned
and effectively trained to control access, and that FPL
had responded to the incident appropriately and
effectively. As a result, the NRC team found no
violations by FPL of the NRC's stringent safety or
security regulations either before, during, or after the

incident.
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FPL's process to grant unescorted access to
its nuclear plants relies on detailed background checks
and FBI criminal history verification, drug and alcohol
testing, both initial testing and then random follow-ups
while the individual has access, and detailed
psychological screening. In addition, all individuals
continue to be evaluated while they are working at the
plant to determine what access they require and whether
there is any observed behavior that would indicate their
access should be rescinded.

As is the case at all nuclear plants around
the country, FPL's access procedures are subject to
stringent and frequent NRC scrutiny. It's clear that
FPL has a vigorous, aggressive, and effective program
for access control.

In addition, FPL's nuclear plants have
defenses in depth against any sort of incident that
could compromise plant safety. Those defenses in depth
worked well at Turkey Point Unit 3. The drilled hole
was identified before it could cause any significant
problems for the plant, and it was repaired with minimal
additional outage time.

In short, FPL's evidence will show that FPL
acted prudently with respect to the drilled hole

incident. The evidence will also show that Turkey Point
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Unit 3 was exceptionally reliable in 2006, even with the
drilled hole incident, and that customers saved over a
half million dollars in fuel costs as a result of this
high reliability.

But the Office of Public Counsel and some of
the intervenors want to deny FPL recovery of the
replacement power costs that it had to incur to keep
power flowing to customers while the drilled hole was
being investigated and repaired. OPC has asserted that
this would be fair, just, and reasonable, but in
reality, the opposite is true. OPC's proposal
contradicts a long and consistent string of Commission
decisions as well as Florida Supreme Court precedent
that a utility should be permitted to recover actual
fuel costs unless it has been imprudent.

As Dr. Avera will testify, imposing
uncompensated risks on utilities would be penny-wise,
but pound-foolish. FPL's replacement power costs for
the drilled hole incident were 6.2 million. Were the
Commission to disallow recovery of those prudently
incurred fuel costs, the financial markets would take a
quick and unfavorable notice. This in turn would lead
to an increase in the financing costs for all Florida
investor-owned utilities, which would have to be borne

by their customers for years to come. The net impact of
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that increase in financing costs likely would dwarf the
$6.2 million that OPC is asking the Commission to
disallow here.

Finally, OPC's proposal would create a very
strong disincentive for investment in generating
resources with low energy costs, including nuclear and
renewables, at the same time that Florida is seeking to
encourage such investments. Investments in low energy
cost generation are important to helping Florida achieve
its energy security, fuel diversity, and environmental
goals.

Let me refer briefly, and I will, I'm sure,
have other opportunities through the morning to --

CHAIRMAN CARTER: If you want to reserve some
time, you --

MR. BUTLER: Got to move fast? Okay. I'll
tell you what, then. I will just observe very quickly
that nothing in what the FBI reports in what has been
marked and admitted as Exhibit 54 changes any of the
conclusions that I had just referred to.

And very briefly, let me just tell you that
FPL believes -- totally different subject -- its fuel
projections reflected in our September 2 filing remain
reasonable, and FPL's fuel factors should be approved.

The fuel forecasts we use are consistent with reasonable
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expectations of conditions in 2009. We monitor on a
regular, actually, a weekly basis how the fuel price
projections are changing for the coming year. If things
change in a way that we feel the -- or that we reach a
point where the Commission-established 10 percent
threshold is exceeded, we will be back in promptly with
proposals on how fuel factors should be changed.

Thank you, and that concludes my summary, Or
my opening statement.

CHAIRMAN CARTER: Thank you. You have three
minutes remaining on your time.

MR. BUTLER: Thank you.

MR. BURGESS: Mr. Chairman, may I --

CHAIRMAN CARTER: Mr. Burgess.

MR. BURGESS: -- ask a question with regard to
that? I had never understood that the Commission
treated opening statements as oral arguments with
rebuttal time. I had understood that we had opening
statements to lay out our case, and there's rebuttal
testimony to rebut the other side's case, but I didn't
know once in proper order everyone had been given the
opportunity to present sn opening statement that there
was rebuttal time following that. Is that --

CHAIRMAN CARTER: That has happened before

since I've been here. I mean, I've observed it several
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times before, so it's --

MR. BURGESS: Okay. Thank you.

CHAIRMAN CARTER: You probably weren't on
those dockets.

MR. BURGESS: I probably wasn't. And I
appreciate the --

CHAIRMAN CARTER: Yes, sir. You're
recognized.

MR. BURGESS: -- understanding. Thank you,
Commissioners. And I also would limit my comments to
Issue 13C.

This is a circumstance that arose when in
2006, a sheet metal worker from Indiana applied to work
at the Turkey Point nuclear plant. And because of the
sensitive nature of this, of course, this worker had to
go through a screening process.

Following the screening process, the worker
was not only given a job, but he was given a more
elevated security clearance called unescorted access.
Within the next month of the time that he was hired, he
committed an act of vandalism. He drilled a hole in the
pressurizer piping causing an outage that resulted in
$6.1 million of replacement fuel.

So the question is, is it fair, just, and

reasonable for the customers to bear the cost of that
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replacement fuel? And Florida Power & Light says yes,
it's most definitely fair, just, and reasonable for the
customers to pay for this because, they say, they had
such an arduous screening mechanism in place that blame
can't be laid at their feet for this circumstance.

And I will read to you some selected excerpts
from the testimony, from the sworn testimony of
Mr. Jones about this screening process. He says that
each individual is subject to a detailed background
investigation, character verification, including
reference checks. Each individual is required to pass a
rigorous psychological examination consisting of nearly
600 questions with screened responses for psychological
stability. Each individual must successfully complete
drug and alcohol screening. Each individual is required
to successfully complete an FBI criminal history
verification with no disqualifying criminal background.
Failure to complete any of these steps, any of these
steps will result in the individual being denied
unescorted access to FP&L's nuclear facilities.
Finally, the individual who has been identified as
having drilled the hole in the pressurizer piping was
subject to and successfully completed FP&L's rigorous
access and fitness-for-duty screening process. That's

one version.
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We have the FBI report that we received late
last week that says about this, the individual involved
failed the psychological screening test. On the
individual's Turkey Point security questionnaire, the
questionnaire he filled out in seeking this job, the
individual responded yes to a question listed in the
questionnaire which said, "Have you ever used and/or
sold illegal drugs?" The individual -- it was found in
this questionnaire that the individual had been charged
with reckless driving, with public intoxication, with
driving under the influence, with discharging a firearm
in public, with criminal recklessness, and with criminal
mischief.

I'll read you from Florida Statutes the
definition of criminal mischief: One who willfully and
maliciously injures or damages any real or personal
property belonging to another, including acts of
vandalism. This is in this individual's criminal
background. It didn't disqualify him by the standards
that are presented here.

You have two entirely different versions of
what this individual was about and what the expectations
should have been for this individual with a reasonable
screening process. You have the version that was

presented by Florida Power & Light, and this was the
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only version we had on this incident that took place in
2006. This is the only version we had all the way up
until Friday of last week.

We have the FBI report because your staff
asked for it in production of documents, production of
documents 18 many months ago, and Florida Power & Light
presented it -- initially answered, "No, we don't have
that. It may not be available," and subsequently
provided it to staff and to our office at that time.

Nevertheless, within three days of when the
hearing was about to start, the only version that you
had of what this individual was about and what was known
of this individual before receiving this unescorted
access was what had been presented to you by Florida
Power & Light. And this witness has been deposed by
Mr. Young, and there still is no additional evidence --
had been no additional evidence other than this until
the FBI report came out.

And so once again, I just want you to consider
what we have here. We have a statement that the
individual had been screened for character verification,
and each individual is required to pass a rigorous
psychological examination, and as required, individuals
may be subject to further psychological review if

necessary, but each individual is to pass psychological

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

459

screening. This says the individual did not pass.

It says each individual must successfully
complete drug and alcohol screening. This says the
individual agreed that he had used and/or sold illegal
drugs, and he did not answer questions about
participation in substance abuse.

It says each individual must pass an FBI
criminal history verification with no disqualifying
criminal background, and I've read to you the criminal
background, including vandalism. ©Now, if that will
doesn't disqualify, what would?

So you have these two different versions, one
saying that the individual must pass every single one of
these, and he did pass every one of these; the FBI
version indicating apparently he passed none of these.

Where we see it is basically this: You have a
situation with overlaying, interlocking responsibilities
from the contractor who hired this employee, who
screened him, who trained him, who was responsible for
him with the security firm that works for Florida Power
& Light that decides where the cameras are, who can go
through what entrances, what type of security is at each
entrance, and then you have Florida Power & Light itself
who is responsible for all of this, who is paid by the

customers to make sure that this kind of thing doesn't
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happen, and who is paid -- in 2006 was paid 12 percent
to cover its risk of running the business. You have all
three of these major entities, and right dead in the
middle of their overlapping areas of responsibility, you
have this intentional act of vandalism.

And the question is, well, who's responsible
for this? And Florida Power & Light says, "They are,
the customers, the ones who are paying us to run this
business and who are paying us a profit to take the risk
of running this business. They're the ones responsible
for this mess. Hand them the bill."

How can that be fair, just, and reasonable?
We don't think it is, and we know the statute says if
it's not fair, just, and reasonable, don't bill the
customers.

Thank you, Mr. Chairman.

CHAIRMAN CARTER: Mr. Wright.

MR. WRIGHT: Thank you, Mr. Chairman. The
Florida Retail Federation agrees with and supports the
position of the Office of Public Counsel and other
intervenors on this matter.

Even if FPL had adequately executed its
security protocol, it would be unfair, unjust, and
unreasonable to impose this $6.2 million cost on FPL's

customers, because we, the customers, did not cause this
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loss, did not cause this risk. We were not in any
position to prevent the loss. We were not in any
position to protect against this risk. FPL was. FPL
could have protected it perhaps by adequately executing
its security protocol. FPL could have protected itself
in its contract with its contractor.

And I'm sure FPL has wonderful attorneys, but
I would observe that there's a huge difference between
the criminal standard of beyond a reasonable doubt and
the civil standard of a simple preponderance. I don't
understand why FPL is not going after the contractor
when they have concluded that this individual committed
the act, but that's another issue.

Here, we believe the evidence shows that at
best, FPL failed to adequately execute its security
protocol, so there's no legitimate reason whatsoever to
charge these costs to FPL's customers. Doing so would
be unfair, unjust, and unreasonable.

I will say I don't believe that the
Commission's decision hypothetically to disallow this
recovery imposes a disincentive on investment in low
energy cost resources. I don't see how telling a
utility that it has to bear the consequences of its
contractor's actions that the utility and the contractor

were in a position to control rationally disincentivizes
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investment in solar, nuclear, any other renewable, or
any other technology, for that matter. Rather, a denial
of this $6.2 million in consequences would be fair,
just, and reasonable, and would appropriately allocate
the consequences of risks to those in a position to
address them and protect against them. It would provide
an appropriate incentive signal to protect -- to
utilities to protect themselves and their customers
against these risks.

We urge you to deny FPL's recovery of this
$6.2 million from customers. Thank you.

CHAIRMAN CARTER: Thank you. Mr. McWhirter,
before I recognize you, I want to caution you, 10
minutes, sir. Okay? Ten minutes.

MR. McWHIRTER: All right, sir.

CHAIRMAN CARTER: Everyone seems to have no
problem with that, but I would just caution you, sir, 10
minutes.

MR. McWHIRTER: FIPUG endorses the position of
the Public Counsel. FIPUG will be very interested in
understanding from the testimony delivered why a
$6 million shortfall is going to affect investors in the
holding company which owns Florida Power & Light
Company, a subsidiary electric utility, and why they

would ignore other activities that resulted in
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multi-billion-dollar losses.
And that is all I have to say on the subject.
CHAIRMAN CARTER: Thank you so kindly,

Mr. McWhirter.

Ms. Bradley, good morning.

MS. BRADLEY: Thank you. We're here because
the Legislature, state leadership, and this Commission I
think has made it very clear that nuclear power is the
future of Florida. 1It's going to be an important
resource, and in order for that to be successfully
accomplished, we've got to have public confidence. The
public has to know that this is a safe resource and that
the Commission is going to make sure that the companies
take every precaution to make sure it's a safe energy
source. I know you've had some hearings, and a lot of
people have complained about it, and some of them are
just afraid. They don't understand it, and they need to
have public confidence in this energy source and in this
Commission that they will enforce that.

Unfortunately, this is probably one of the
most egregious incidents. I won't go into all the
details, because Mrs. Burgess has already done that.

But it's great to have these security screenings, but
they're not very useful unless they're actually

followed.
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When you have someone that -- I believe the
testimony of one of their experts said, you know, "If
they flunk one of these criteria, then we don't let them
have unescorted access." Well, this person flunked
almost all of them, and they still let him have
unescorted access. They let him wander around without a
security guard or an employee or somebody to keep an eye
on him. According to their security protocol, he should
have been denied access. And if they had followed that
on any one of these factors, this wouldn't have
happened. This person wouldn't have been there.

They talk about circumstantial evidence, and
yet the report, when you read through that, shows that
this person flunked a lie detector test. One of his
friends testified that he had gotten upset with the
company for putting him through all these psychological
tests and all these other things he had had to do to get
access, and he was upset about it, and he admitted that
he had drilled the hole to this friend.

A lot of criminal cases are tried successfully
on circumstantial evidence. And with the evidence, you
know, there's no guarantee we're going to win a case.

If we only took the ones that we were going to win, I
probably would be not very busy. Sometimes you just

have to try cases because it's the right thing to do,
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and you have to file charges because somebody has
violated the law and somebody has created a security
issue.

And it was interesting, because in the FBI
reports, and Florida Power & Light I think in their
information, they referred to this. The pipe that was
drilled was part of the emergency cooling system, and it
may not have been a big deal, but it's an emergency
cooling system that they had to shut the plant down for
five more days because of this, and because they had to
interview people to find out who was responsible and
what had happened and all this other security.

And it's great that they did the right thing
after the fact, but if they had done the right thing
before this happened, it wouldn't have happened. And I
think it's critical to public confidence and the future
of nuclear power in the State of Florida that you let
the companies know they've got to do their job, they've
got to make sure it's secure energy, and if they don't,
you're not going to reward them by passing it along to
the customers who don't have any control over what
happens anyway. If they had done their job, then this
wouldn't have happened.

But now they want to pass it along to the

customers, and that's not fair. It's not reasonable.
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It's just not right for the customers, and they have an
interest in this too. 6.1 million may not be a big deal
to a company, but to a lot of their customers in this
economy, this is a serious deal. And we would ask you
to deny this request for 6.1 million for the drilled
hole incident.

Thank you.

CHAIRMAN CARTER: Thank you, Ms. Bradley.

Mr. Twomey, good morning.

MR. TWOMEY: Good morning, Mr. Chairman and
Commissioners. Mike Twomey for AARP.

AARP has supported the position of the Office
of Public Counsel on this issue and that of the Attorney
General and the other intervenors from the outset. The
admission into evidence of Exhibit 54 compels that
support even more today, and we continue in that vein.
And accordingly, I would adopt the comments of
Mr. Burgess, Mr. Wright, Mr. McWhirter, and the
Assistant Attorney General.

And I want to amplify just a bit on what she
said a minute ago, and I want to ask you during your
deliberations and throughout the testimony on this issue
to consider chewing on one word, accountability,
accountability. Ms. Bradley talked about that,

essentially.
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As she suggested, you all have within the last
several months approved the need for four nuclear
plants, new nuclear plants throughout the State of
Florida, two for this company, two for Progress Energy.
They are going to be immensely expensive, although you
based your decision on conclusions that they would
provide clean base load power at a relatively cheap cost
over their lives. That's fine.

As Ms. Bradley said, though, customers have to
feel comfortable. They have to feel comfortable that
the plants are operated safely, and they have to feel
comfortable as well that they are operated in a
cost-efficient manner. The NRC by and large is
responsible for the safety aspect. You, this Commission
is responsible for the cost-effective aspect of it, and

the customers have to look at you. The buck stops with

you.

We know -- I believe I've seen schedules that
show that most, if not all, of you have had courtesy
visits to FP&L's nuclear plants or to Crystal River 3
operated by Progress Energy. If you have, you're full
aware that you just don't waltz in. You have to go
through advanced security procedures and screenings.
You have to be escorted in. No customers -- and that's

the way it should be. They're veritable armed
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fortresses, and they should be. They should be operated
in that fashion pursuant to the NRC's rules and federal
law, the point being that you can't just waltz in off
the street. Customers can't waltz in, Commissioners
can't waltz in, no one can. The companies that own
these units hold the keys to entry to the plants. You
need to send a signal on accountability that they need
to be operated cost-effectively. Thank you.

Now, that's on the drilled hole. I want to
take just a second and talk about the fuel projections.

We heard yesterday in the cases of the other
investor-owned electric utilities that Progress Energy
and TECO have made revised filings that substantially or
significantly reduce the total fuel costs sought to be
approved by you in 2009, primarily as a result of the
reduction in forecast costs for natural gas. We heard
testimony from Gulf Power's fuel manager yesterday
afternoon acknowledging, if I heard it correctly, that
if they used their most recent natural gas forecast for
2009 for the quantity of gas that they didn't have under
firm contracts, they could potentially reduce their 2009
request by $17 million.

Again, that's not an insignificant amount of
money when you look at it from the customers'

perspective, customers who you all know through press

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

469

reports and other reports you get are experiencing
ever-increasing disconnections the last year because of
the relations of their household budgets, the economy,
all the other problems we're experiencing, and in the
face of ever-increasing electric bills, in part due
because we've had mid-course corrections and the like
and other pass-throughs that go along.

Those disconnections are disruptive to
families' lives, as you have to know. Even if they have
the money, even if it's only for a week, they have to
come back, gather up the money, and they pay more.
Getting reconnected isn't free. So to the extent that
you can, you should try and avoid situations which would
promote more disconnections than fewer.

Consequently, I would urge you and AARP would
urge you to look at these fuel projections in a current
eye. If I were to give my college-age son his
transportation assistance dollars for 2009 now based
upon $4 a gallon gas costs in September, you all would
look askance at that kind of a decision. Yet that's
kind of what we're facing with some of these companies,
and we may still be facing it with FP&L.

I'm going to try and ask some questions of
their witness and see why they believe their forecasts

should be maintained, despite the fact that they burn
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the same type of fuels as Progress and TECO and Gulf,
and why they haven't made adjustments. Thank you.

CHAIRMAN CARTER: Thank you. Ms. McNeill,
good morning.

MS. WHITE: Hi. I'm Karen White on behalf of
Federal Executive Agencies. Initially, we took no
position, but based on Exhibit 54, we to like to change
that position to support the position of the Office of
Public Counsel. Thank you.

CHAIRMAN CARTER: I'm sorry.

MS. WHITE: That's okay. She's cuter anyway.

CHAIRMAN CARTER: Okay. Always appreciative
to have our friends from the Federal Government
participating.

Mr. Butler. Oh, did we get all the parties?
You have three minutes, sir.

MR. BUTLER: Thank you, Mr. Chairman. First
and foremost, I would like to clarify and assure the
Commission that FPL provided the information that was
provided to us by the FBI promptly when it was available
to us. It was not available to us last summer. It was
not available to us when the deposition was taken of
Mr. Jones in October of 2007. We did not have any
outstanding discovery request to which this information

was responsive when we received it, but we nonetheless
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provided it to staff and to the Office of Public
Counsel, and it is now to all of the parties in the
proceeding so that everyone would have full information
going forward into this proceeding. We surely had no
intention ever of keeping information from the
Commission or from the parties. We provided the
information when we received it. Again, I just
emphasize, it was the FBI's response to a Freedom of
Information Act request that FPL made on its own
initiative, and we provided that response when we had it
and could make it available to other parties.

Secondly, there is a strong suggestion in the
comments by Mr. Burgess and others that FPL has good
access, security access procedures, but it didn't apply
them in this instance to this individual. That's not
the case. You'll hear from Mr. Jones that FPL applied
the procedures to this individual. The individual ended
up not being disqualified for unescorted access by the
application of those procedures.

Two of the more important ones, you know, the
psychological screening, he had his written examination
or written evaluation based on the 600 questions that
were mentioned. You know, that led, as it does in about
one-fifth of all of the cases, to a second level of

having an individual psychologist screen and interview
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the person. That occurred. The psychologist concluded
that there were no disqualifying psychological
characteristics. That was reviewed by another
psychologist thereafter, who concurred that there was no
reason to disqualify the individual.

The criminal background matrix that FPL uses
that has been approved by the NRC -- in fact, it has
been kind of taken and used elsewhere in the industry as
a model of how these criminal background check matrices
should work. That was applied to the individual, and
because of various factors, including the age, the
disposition -- Mr. Burgess failed to mention that all
but one of the charges that he described were dismissed
against this individual. Not surprisingly, dismissal of
charges plays a significant role in the weight that they
are given by this matrix. It was applied to this
individual, and he was not disqualified. The individual
met each of FPL's security screening requirements.

In hindsight, obviously, we wish he weren't
admitted to the plant, and we will never admit that
individual again to any of the FPL plants. But I think
it's only with the application of hindsight that one can
reach the conclusion that the individual should not have

been admitted.

And finally, I would like to just confirm to
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you, assure you that FPL's plants are operated safely.
The drilled hole was discovered not while the plant was
operating. It was as the plant was shut down, as it was
preparing to start back up again. One of the reasons
that there's an extensive series of tests done is to be
sure that the plant is in good operating condition
before the heat is applied and the nuclear power begins
generating electricity. All of those procedures were
followed here, and it was because of following those
procedures and those tests that the incident was
discovered and handled without any further impact on
plant operations. Thank you.

CHAIRMAN CARTER: Thank you. Would all of the
witnesses that are going to testify, would you please
stand and raise your right hand.

In this matter before the Florida Public
Service Commission, do you swear or affirm to tell the
truth?

Okay. Let's try that again. I need a verbal
response. In this matter before the Florida Public
Service Commission, do you swear or affirm to tell the
truth?

(Collective affirmative responses.)

CHAIRMAN CARTER: Thank you. Please be

seated.
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Mr. Butler, you're recognized.

MR. BUTLER: Thank you. I would call our
first witness, who actually is not on this subject.
It's Mr. Gerry Yupp.

CHAIRMAN CARTER: And again, Mr. Butler, you
were here yesterday, and all the parties were here
yesterday. Any of the witnesses that were stipulated
to, we'll deal with that at the end.

MR. BUTLER: Right.

CHAIRMAN CARTER: That makes for a smoother
operation for me and for you too, probably.

Thereupon,
GERARD J. YUPP
was called as a witness on behalf of Florida Power &
Light Company and, having been first duly sworn, was
examined and testified as follows:
DIRECT EXAMINATION

BY MR. BUTLER:

Q. Mr. Yupp, would you please state your name and
business address for the record?

A. My name is Gerard Yupp. My business address

is 700 Universe Boulevard, Juno Beach, Florida, 33408.

Q. And you were just sworn in; correct?
A. Yes, I was.
Q. Okay. By whom are you employed, and in what
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A. I am employed by Florida Power & Light Company
as Senior Director of Wholesale Operations in the Energy
Marketing and Trading Division.

Q. Do you have before you prepared testimony
dated April 3, 2008, consisting of five pages and one
attached exhibit that is designated GJY-17?

A. Yes, I do.

MR. BUTLER: And I would note, Mr. Chairman,
that that GJY-1 exhibit was designated as Exhibit 4.
CHAIRMAN CARTER: Okay. Show it done.
BY MR. BUTLER:

Q. Do you also have before you an exhibit,
hedging information report for the time period
January 2008 influence July 31, 2008, that was
designated as Exhibit GJY-27?

A. Yes, I do.

Q. And finally, do you have before you testimony

dated September 2, 2008, with attached Exhibits GJY-3

and 4°?
A. Yes, I do.
Q. Am I correct that you also sponsor in part an

exhibit that is identified as KMD-5 as part of that

testimony?

A. Yes, I do.
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MR. BUTLER: Okay. Mr. Chairman, those were
identified respectively as Exhibits 5, 6, 7, and 8.
CHAIRMAN CARTER: Okay.

BY MR. BUTLER:

Q. Do you have any changes or corrections to make
to your prefiled testimony or exhibits?

A. No, I do not.

Q. And was the testimony and exhibits prepared by
you or under your direction, supervision, or control?

A. Yes, they were.

Q. If I asked you the questions in the testimony
today, would your answers be the same?

A. They would.

MR. BUTLER: Mr. Chairman, I would ask that
Mr. Yupp's prefiled testimony be inserted into the

record as though read.
CHAIRMAN CARTER: The prefiled testimony of

the witness will be entered into the record as though

read.

MR. BUTLER: And we've already identified the

exhibits and the numbers for those.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
TESTIMONY OF GERARD J. YUPP
DOCKET NO. 080001-El

APRIL 3, 2008

Please state your name and address.
My name is Gerard J. Yupp. My business address is 700 Universe
Boulevard, Juno Beach, Florida, 33408.
By whom are you employed and what is your position?
| am employed by Florida Power & Light Company (FPL) as Director
of Wholesale Operations in the Energy Marketing and Trading
Division.
Have you previously testified in the predecessors to this
docket?
Yes.
What is the purpose of your testimony?
The purpose of my testimony is to provide a review of FPL's 2007
hedging activity, including the detail required by Item 5 of the
Resolution of Issues in Docket 011605-El approved by the
Commission per Order No. PSC-02-1484-FOF-EI, which states:

“5. Each investor-owned utility shall provide, as part of its

final true-up filing in the fuel and purchased power cost
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recovery docket, the following information: (1) the volumes of
each fuel the utility actually hedged using a fixed price
contract or instrument; (2) the types of hedging instruments
the utility used, and the volume and type of fuel associated
with each type of instrument; (3) the average period of each
hedge; and (4) the actual total cost (e.g. fees, commissions,
options premiums, futures gains and losses, swaps
settlements) associated with using each type of hedging
instrument.”

Are you sponsoring an Exhibit for this proceeding?

Yes. | am sponsoring Exhibit GJY-1 -- 2007 Hedging Activity

Please describe FPL’s hedging objectives.

In Order No. PSC-02-1484;FOF-EI, the Commission approved the

Resolution of Issues in the Hedging Docket. The first component of

the Resolution states:
‘Each investor-owned electric utility recognizes the
importance of managing price volatility in the fuel and
purchased power it purchases to provide electric service to
its cuétomers. Further, each investor-owned electric utility
recognizes that the greater the proportion of a particular fuel
or purchased power it relies upon to provide electric service
to its customers, the greater the importance of managing

price volatility associated with that energy source.”
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Accordingly, the primary objective of FPL's hedging program is to
reduce fuel price volatility, thereby helping to deliver greater price
certainty to FPL's customers. FPL does not execute speculative
hedging strategies aimed at “out guessing” the market in the hopes
of potentially returning savings to FPL’s customers. FPL has
implemented a well-disciplined, well-defined and controlled hedging
program that is executed in compliance with FPL'’s risk management
policies and procedures.

Please summarize FPL’s 2007 hedging activities.

FPL hedged its fuel portfolio for 2007 utilizing a mix of options and
fixed price transactions. An option is a hedging instrument that
gives the buyer the right, but not the obligation, to buy (call) or sell
(put) a set commaodity volume at a specific price for a specific period
of time. The buyer of an option pays a premium to hold this right. A
fixed price transaction allows a buyer to lock in the price of a

commodity for a set volume over a set period of time.

Natural gas prices continually trended lower after FPL executed its
hedges for 2007. Compared to 2006, natural gas prices remained
relatively stable throughout 2007 due primarily to mild winter
weather, above average natural gas storage levels and a relatively
inactive hurricane season. Actual monthly settlement prices on the

NYMEX ranged from a high of $7.59 per MMBtu (June 2007) to a
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low of $5.43 per MMBtu (September 2007). Including option
premiums, FPL’s 2007 natural gas hedging activities resulted in

losses of $799.3 million.

United States Gulf Coast (USGC) heavy fuel oil and New York
Harbor (NYH) heavy fuel oil trended lower for a period of time after
FPL executed its hedges for 2007. Mild winter weather and a
consistent buildup of U.S. crude oil stocks that peaked in June 2007
contributed to the downward trend. This trend reversed itself
beginning in the third quarter as U.S. crude oil stocks experienced
significant draws and the U.S. dollar began to weaken. Heavy fuel
oil prices began a steady upward climb starting in the late summer
through the end of the year. For reference, USGC and NYH heavy
fuel oil prices were approximately $37 per barrel in January 2007.
By September, prices were approximately $60 per barrel and
finished the year in December at approximately $72 per barrel.
Ultimately, FPL’s heavy fuel oil hedges for 2007, including option
premiums, resulted in losses of $56.5 million as the gains realized
during the fourth quarter did not fully offset the losses realized

during the earlier part of the year when prices were trending lower.

On a cumulative basis, from inception through 2007, FPL's

expanded hedging program has resulted in net losses of
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approximately $384.8 million. While the cumulative impact of FPL’s
hedging program will vary and, at times, may show either net
savings or net losses, FPL expects that the cumulative, long-term
impact of its hedging program will not result in significant savings or
losses to FPL’s customers. In fact, given current market conditions,
FPL currently projects that by the end of 2008, the cumulative
impact of its hedging program will be essentially “flat” from a
gain/loss perspective.

Does your Exhibit GJY-1 provide the detail on FPL’s 2007
hedging activities required by Iltem 5 of the Resolution of
Issues?

Yes.

Does this conclude your testimony?

Yes, it does.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
TESTIMONY OF GERARD J. YUPP
DOCKET NO. 080001-El

SEPTEMBER 2, 2008

Please state your name and address.

My name is Gerard J. Yupp. My business address is 700 Universe
Boulevard, Juno Beach, Florida, 33408.

By whom are you employed and what is your position?

| am employed by Florida Power & Light Company (FPL) as Senior
Director of Wholesale Operations in the Energy Marketing and
Trading Division.

Have you previously testified in this docket?

Yes.

What is the purpose of your testimony?

The purpose of my testimony is to present and explain FPL's
projections for (1) the dispatch costs of heavy fuel oil, light fuel oil,
coal and natural gas; (2) the availability of natural gas to FPL; (3)
generating unit heat rates and availabilities; and (4) the quantities
and costs of wholesale (off-system) power and purchased power
transactions. | also provide a description of the methodology that

FPL will utilize to track and recover incremental O&M costs it incurs
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to make non-separated wholesale energy sales consistent with
Commission Order No. PSC-00-1744-PAA-El. Lastly, | provide a
review of FPL's hedging program and present FPL's Risk
Management Plan for 2009.
Have you prepared or caused to be prepared under your
supervision, direction and control any exhibits in this
proceeding?
Yes, | am sponsoring the following exhibits:

e GJY-3: Appendix |

e GJY-4: FPL's 2009 Risk Management Plan

e Schedules E2 through E9 of Appendix Il

FUEL PRICE FORECAST

What forecast methodologies has FPL used for the 2009
recovery period?

For natural gas commodity prices, the forecast methodology relies
upon the NYMEX Natural Gas Futures contract prices (forward
curve). For light and heavy fuel oil prices, FPL utilizes Over-The-
Counter (OTC) forward market prices. Projections for the price of
coal are based on actual coal purchases and price forecasts
developed by J.D. Energy. Forecasts for the availability of natural
gas are developed internally at FPL and are based on contractual

commitments and market experience. The forward curves for both
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natural gas and fuel oil represent expected future prices at a given
point in time and are consistent with the prices at which FPL can
transact its hedging program. The basic assumption made with
respect to using the forward curves is that all available data that
could impact the price of natural gas and fuel oil in the future is
incorporated into the curves at all times. The methodology allows
FPL to execute hedges consistent with its forecasting method and to
optimize the dispatch of its units in changing market conditions.
FPL utilized forward curve prices from the close of business on
August 4, 2008 for its 2009 projection filing. This was the most
recent date that allowed FPL adequate time to complete its filing.

What are the key factors that could affect FPL's price for heavy
fuel oil during the January through December 2009 period?

The key factors that could affect FPL’s price for heavy oil are (1)
worldwide demand for crude oil and petroleum products (including
domestic heavy fuel ail); (2) non-OPEC crude oil supply; (3) the
extent to which OPEC adheres to their quotas and reacts to
fluctuating demand for OPEC crude oil; (4) the political and civil
tensions in the major producing areas of the world like the Middle
East and West Africa; (5) the availability of refining capacity; (6) the
price relationship between heavy fuel oil and crude oil; (7) the price
relationship between heavy oil and natural gas; (8) the supply and

demand for heavy oil in the domestic market; (9) the terms of FPL's
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fuel supply and transportation contracts; and (10) domestic and

global inventory.

The major driver for crude oil and petroleum product prices during
the remainder of 2008 and 2009 will be (1) non-OPEC crude oil
production; (2) emerging markets oil demand and; (3) the continued
tensions in the Middle East, West Africa (in particular Nigeria) and
other producing regions in the world. With limited spare OPEC
production capacity and growing worldwide demand, any perceived
or actual loss of supply due to political or civil unrest in these regions
have been, and will continue to be, a major factor in the price of oil
to FPL’s customers. World demand for crude oil and petroleum
products is projected to increase slightly in 2009 over 2008 average
levels, primarily due to increases in demand in China and other
emerging economies around the world.  Although crude oil
production and worldwide refining capacity will be adequate to meet
the projected increase in crude oil and petroleum product demand,
general adherence by OPEC members to its most recent production
accord, and limited spare OPEC production capacity, should
prevent significant overproduction of crude oil which, in turn, will
result in the continued tight supply of crude oil and petroleum

products during most of 20009.
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Please provide FPL's projection for the dispatch cost of heavy
fuel oil for the January through December 2009 period.

FPL's projection for the system average dispatch cost of heavy fuel
oil, by month, is provided on page 3 of Appendix I.

What are the key factors that could affect the price of light fuel
oil?

The key factors are similar to those described above for heavy fuel
oil.

Please provide FPL's projection for the dispatch cost of light
fuel oil for the January through December 2009 period.

FPL's projection for the system average dispatch cost of light oil, by
month, is provided on page 3 of Appendix I.

What is the basis for FPL's projections of the dispatch cost of
coal for St. Johns’' River Power Park (SJRPP) and Plant
Scherer?

FPL's projected dispatch costs for both plants are based on FPL's

price projection for spot coal, delivered to the plants.

Although FPL has historically burned petroleum coke at SJRPP,
current and projected delivered petroleum coke prices have risen
above the delivered price of coal, resulting in a projected 2009 fuel

mix of 100% coal for SURPP.
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Please provide FPL's projection for the dispatch cost of SURPP
and Plant Scherer for the January through December 2009
period.

FPL's projection for the system average dispatch cost of coal for this
period, by plant and by month, is shown on page 3 of Appendix .
What are the factors that can affect FPL's natural gas prices
during the January through December 2009 period?

In general, the key physical factors are (1) North American natural
gas demand and domestic production; (2) LNG and Canadian
natural gas imports; (3) heavy fuel oil and light fuel oil prices; and (4)

the terms of FPL's natural gas supply and transportation contracts.

The major drivers for natural gas prices during 2009 are expected to
be (1) projected natural gas demand in North America will continue
to grow moderately in 2009, primarily in the electric generation
sector; and (2) with continued increases in domestic rig activity in
the U.S. over the past few years, 2009 domestic natural gas
production is expected to be slightly higher than average 2008
production levels, as a continued decline in the Gulf of Mexico
region is more than offset by increases in non-conventional gas
supplies in the Rocky Mountain and Mid-Continent regions. The

remaining balance of supply is projected to come from increased

LNG imports.
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What are the factors that FPL expects to affect the availability
of natural gas to FPL during the January through December
2009 period?

The key factors are (1) the capacity of the Florida Gas Transmission
(FGT) pipeline into Florida; (2) the capacity of the Gulfstream
Natural Gas System (Guifstream) pipeline into Florida; (3) the
limited number of operational receipt points into the Gulfstream
pipeline; (4) the portion of FGT and Gulfstream capacity that is
contractually committed to FPL on a firm basis each month; (5) the
assumed volume of natural gas which can move from the
Gulfstream pipeline into FGT at the Hardee and Osceola

interconnects; and (6) the natural gas demand in the State of

Florida.

The current capacity of FGT into the State of Florida is about
2,030,000 milion BTU per day and the current capacity of
Gulfstream is about 1,100,000 million BTU per day. For 2009, FPL
has firm natural gas transportation capacity on FGT ranging from
750,000 to 874,000 million BTU per day, depending on the month,
and 535,000 million BTU per day increasing to 695,000 million BTU
per day on June 1, 2009 of firm natural gas transportation on
Gulfstream. Additionally, FPL will have 500,000 million BTU per day

of firm transport on the Southeast Supply Header (SESH) pipeline.

7
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The projected in-service date for the SESH pipeline is September
2008. While the SESH pipeline will not increase transportation
capacity into the state, FPL's firm transportation rights on this
pipeline will provide FPL access to 500,000 million BTU per day of
on-shore natural gas supply, which will help diversify FPL’s natural
gas portfolio and enhance the reliability of fuel supply. FPL projects
that during the January through December 2009 period between
100,000 and 420,000 million BTU per day of non-firm natural gas
transportation capacity (varying by month) will be available into the
state. FPL projects that it could acquire some of this capacity, if
economic, to supplement FPL's firm allocation on FGT and
Gulfstream. This projection is based on the current capability and
availability of the two interconnections between Gulfstream and FGT
pipeline systems, as well as the availability of capacity on each
pipeline.

Please provide FPL's projections for the dispatch cost and
availability of natural gas for the January through December
2009 period.

FPL's projections of the system average dispatch cost and
availability of natural gas, by transport type, by pipeline and by

month, are provided on page 3 of Appendix I.
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PLANT HEAT RATES, OUTAGE FACTORS, PLANNED

OUTAGES, AND CHANGES IN GENERATING CAPACITY

Please describe how FPL developed the projected Average Net
Heat Rates shown on Schedule E4 of Appendix Il

The projected Average Net Heat Rates were calculated by the
POWRSYM model. The current heat rate equations and efficiency
factors for FPL's generating units, which present heat rate as a
function of unit power level, were used as inputs to POWRSYM for
this calculation. The heat rate equations and efficiency factors are
updated as appropriate based on historical unit performance and
projected changes due to plant upgrades, fuel grade changes,
and/or from the results of performance tests.

Are you providing the outage factors projected for the period
January through December 20097

Yes. This data is shown on page 4 of Appendix I.

How were the outage factors for this period developed?

The unplanned outage factors were developed using the actual
historical full and partial outage event data for each of the units.
The historical unplanned outage factor of each generating unit was
adjusted, as necessary, to eliminate non-recurring events and
recognize the effect of planned outages to arrive at the projected

factor for the period January through December 2009.
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Please describe the significant planned outages for the
January through December 2009 period.

Planned outages at FPL’s nuclear units are the most significant in
relation to fuel cost recovery. Turkey Point Unit 3 is scheduled to be
out of service from March 1, 2009 until April 5, 2009 or 35 days
during the period. St. Lucie Unit 2 is scheduled to be out of service
for refueling from April 27, 2009 until June 2, 2009 or 36 days during
the projected period. Turkey Point Unit 4 is scheduled to be out of
service from October 25, 2009 until December 4, 2009 or 40 days
during the period.

Please list any changes to FPL’s generation capacity projected
to take place during the January through December 2009
period.

FPL’s generation capacity will increase in 2009 with the addition of
the combined cycle West County Energy Center (WCEC) Unit 1 in
June 2009 and the combined cycle WCEC Unit 2 in November
2009. The units will increase FPL’s net winter peak capability and
net summer peak capability by 1,335 MW and 1,219 MW,
respectively.

Will the addition of WCEC Units 1 and 2 result in fuel savings to
FPL's customers?

Yes. The addition of WCEC Unit 1 will result in approximately

$152,590,000 in fuel savings from May through December, 2009

10

491



10

11

12

13

14

15

16

17

18

19

20

21

22

23

and the addition of WCEC Unit 2 will result in approximately
$12,260,000 in fuel savings from November through December,
2009. In total, the addition of these highly efficient, combined cycle
units will result in approximately $164,850,000 in fuel savings to
FPL's customers in 2009.

How did FPL calculate the fuel savings associated with the
addition of WCEC Units 1 and 27

FPL utilized its POWRSYM model to quantify the benefits of WCEC
Units 1 and 2. This is the same model that FPL uses to calculate
the fuel costs that are included in FPL’s projection filing. For this
analysis, FPL ran four individual cases to determine fuel costs. The
first set of cases involved two runs, one without WCEC Units 1 and
2 and one with WCEC Unit 1. The total fuel costs of the case that
included WCEC Unit 1 were approximately $152,590,000 lower than
the case without both units. The second set of cases also involved
two runs, one with both WCEC Units 1 and 2 and one without
WCEC Unit 2. The total fuel costs of the case that included both

units were approximately $12,260,000 lower than the case without

WCEC Unit 2.
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WHOLESALE (OFF-SYSTEM) POWER AND PURCHASED

POWER TRANSACTIONS

Are you providing the projected wholesale (off-system) power
and purchased power transactions forecasted for January
through December 20097

Yes. This data is shown on Schedules E6, E7, E8, and E9 of
Appendix Il of this filing.

In what types of wholesale (off-system) power transactions
does FPL engage?

FPL purchases power from the wholesale market when it can
displace higher cost generation with lower cost power from the
market. FPL will also sell excess power into the market when its
cost of generation is lower than the market. Purchasing and selling
power in the wholesale market allows FPL to lower fuel costs for its
customers because savings on purchases and gains on sales are
credited to the customer through the Fuel Cost Recovery Clause.
Power purchases and sales are executed under specific tariffs that
allow FPL to transact with a given entity. Although FPL primarily
transacts on a short-term basis (hourly and daily transactions), FPL
continuously searches for all opportunities to lower fuel costs
through purchasing and selling wholesale power, regardless of the
duration of the transaction. Additionally, FPL has become a

member of the Florida Cost-Based Broker System (FCBBS) and will
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begin transacting on the FCBBS when it becomes operational in
early 2009. FPL can also purchase and sell power during
emergency conditions under several types of Emergency
Interchange agreements that are in place with other utilities within
Florida.

Please describe the method used to forecast wholesale (off-
system) power purchases and sales.

The quantity of wholesale (off-system) power purchases and sales
are projected based upon estimated generation costs, generation
availability, expected market conditions and historical data.

What are the forecasted amounts and costs of wholesale (off-
system) power sales?

FPL has projected 1,491,500 MWh of wholesale (off-system) power
sales for the period of January through December 2009. The
projected fuel cost related to these sales is $112,997,486. The
projected transaction revenue from these sales is $134,641,669.
The projected gain for these sales is $18,447,799.

In what document are the fuel costs for wholesale (off-system)
power sales transactions reported?

Schedule E6 of Appendix Il provides the total MWh of energy, total

dollars for fuel adjustment, total cost and total gain for wholesale

(off-system) power sales.
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What are the forecasted amounts and costs of wholesale (off-
system) power purchases for the January to December 2009
period?

The costs of these purchases are shown on Schedule E9 of
Appendix Il. For the period, FPL projects it will purchase a total of
1,196,000 MWh at a cost of $116,281,945. If FPL generated this
energy, FPL estimates that it would cost $132,608,382. Therefore,
these purchases are projected to result in savings of $16,326,437.
Does FPL have additional agreements for the purchase of
electric power and energy that are included in your
projections?

Yes. FPL purchases coal-by-wire electrical energy under the 1988
Unit Power Sales Agreement (UPS) with the Southern Companies.
FPL has contracts to purchase and sell nuclear energy under the St.
Lucie Plant Nuclear Reliability Exchange Agreements with Orlando
Utilities Commission (OUC) and Florida Municipal Power Agency
(FMPA). FPL also purchases energy from JEA's portion of the

SJRPP Units.

Capacity that FPL purchases through short-term agreements will be
slightly lower in 2009 compared with 2008, as FPL's agreement with
Constellation Energy Commodities Group, Inc. expires on April 30,

2009. The capacity associated with this contract is projected to

14
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range from 0 MW to 105 MW, depending on the availability of
transmission service, during the first four months of 2009. FPL's
2009 short-term capacity contracts involving the output of specific

generating units are with Southern Power Company (Oleander) for

- the output of one combustion turbine and with Reliant Energy

Services (Indian River) for the output of three conventional steam
units totaling 576 MW. The Southern Power Company (Oleander)
agreement expires on May 31, 2012. The Reliant Energy Services

(Indian River) contract expires on December 31, 2009.

Additionally, FPL has one short-term capacity arrangement with
Bear Energy, LP that began on March 3, 2006 and runs through
December 31, 2009. This transaction is for 106 MW of capacity.
Lastly, FPL purchases energy and capacity from Qualifying Facilities
under existing tariffs and contracts.

Please provide the projected energy costs to be recovered
through the Fuel Cost Recovery Clause for the power
purchases referred to above during the January through
December 2009 period.

Under the UPS agreement, FPL's capacity entittement during the
period from January through December 2009 is 931 MW. Based
upon the alternate and supplemental energy provisions of UPS, an

availability factor of 100% is applied to these capacity entitlements
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to project energy purchases. The projected UPS energy (unit) cost
for this period, used as an input to POWRSYM, is based on data
provided by the Southern Companies. UPS energy purchases are
projected to be 8,035,530 MWh for the period at an energy cost of
$217,677,000. The total UPS energy projections are presented on

Schedule E7 of Appendix II.

Energy purchases from the JEA-owned portion of SJRPP are
projected to be 2,903,503 MWh for the period at an energy cost of
$97,379,000. FPL's cost for energy purchases under the St. Lucie
Plant Reliability Exchange Agreements is a function of the operation
of St. Lucie Unit 2 and the fuel costs to the owners. For the period,
FPL projects purchases of 412,552 MWh at a cost of $2,521,684.

These projections are shown on Schedule E7 of Appendix |l.

FPL projects to dispatch 384,065 MWh from its short-term capacity

agreements at a cost of $33,752,059. These projections are shown

on Schedule E7 of Appendix Il.

In addition, as shown on Schedule E8 of Appendix Il, FPL projects
that purchases from Qualifying Facilities for the period will provide

5,572,282 MWh at a cost of $235,952,993.
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What are the forecasted amounts and cost of energy being
sold under the St. Lucie Plant Reliability Exchange Agreement?
FPL projects the sale of 537,402 MWh of energy at a cost of
$3,092,615. These projections are shown on Schedule E6 of
Appendix Il.

How does FPL develop the projected energy costs related to
purchases from Qualifying Facilities?

For those contracts that entitte FPL to purchase "as-available"
energy, FPL used its fuel price forecasts as inputs to the
POWRSYM model to project FPL's avoided energy cost that is used
to set the price of these energy purchases each month. For those
contracts that enable FPL to purchase firm capacity and energy, the
applicable Unit Energy Cost mechanisms prescribed in the contracts

are used to project monthly energy costs.

OPERATION AND MAINTENANCE (O&M) EXPENSES

ASSOCIATED WITH NON-SEPARATED WHOLESALE ENERGY

SALES

Does FPL currently recover incremental O&M costs associated
with generating energy for non-separated wholesale sales?

FPL currently recovers incremental O&M costs for off-system sales
that are supported by FPL’s gas turbine facilities. These gas turbine

facilities are comprised of 24 peaking units at FPL’s Fort Lauderdale
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facility, 12 peaking units at FPL's Port Everglades facility and 12
peaking units at FPL’s Fort Myers facility.

What methodology does FPL utilize to recover the incremental
O&M costs associated with off-system sales that are supported
by FPL’s gas turbine facilities?

FPL currently estimates the incremental O&M costs associated with
its gas turbine facilities on a dollars per MWh basis. The units at
Fort Lauderdale and Port Everglades are identical and therefore the
estimated incremental O&M costs for each facility are the same.
The estimated incremental O&M cost for the Fort Myers peaking
units is calculated separately, as these units are not similar to Fort

Lauderdale and Port Everglades.

Off-system sales supported by gas turbines.ére tracked in MWh and
recorded on a daily basis. At the end of each month, the MWh
contributions from each facility are multiplied by the appropriate
estimated incremental O&M cost to produce the total incremental
O&M costs associated with off-system sales that were supported by
FPL's gas turbines. The total incremental O&M costs are then
subtracted from the total fuel costs (Column 7) on Schedule A6 and
recorded as a credit to base operating revenues. This final credit for
the fuel cost of power sold is also shown on Line 2a of Schedule A2

and the combination of Lines 14 and 16 on Schedule A1.
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Is FPL proposing to change its methodology for recovering
incremental O&M costs associated with off-system sales?
No, but FPL is proposing to extend its current methodology to
include other types of units in FPL's fleet. Specifically, FPL
proposes to add two additional categories of units that contribute
substantially to off-system sales: combined cycle units and
conventional steam units. As with the gas turbine facilities, FPL will
estimate the incremental O&M costs for each class of units, track
the MWh of sales attributable to each class of units and calculate
the total incremental O&M costs associated with off-system sales.
Does the Commission currently allow for the recovery of
incremental O&M costs associated with off-system sales for
units other than gas turbines?
Yes. Order No. PSC-00-1744-PAA-E| addressed the issue of
incremental O&M related to off-system sales by stating the
following:
“Because the [OUs sell short-term wholesale energy based
upon their willingness and ability to sell at or above
incremental costs, we believe that the IOUs should measure
the costs of these sales on an incremental basis.
Accordingly, we find that each IOU shall measure the gain
from its non-separated wholesale power sales by subtracting

the sum of its incremental costs from the revenue received
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for each sale. Further, we find that the calculation of
incremental costs for these sales shall include, but not be
limited to: incremental fuel cost, incremental SO2 emission
allowance cost, incremental O&M cost, and separately-
identified transmission or capacity charges.”
The Order goes on to clarify the appropriate regulatory treatment for
the revenues and expenses associated with non-separated
wholesale power sales and specifically addresses incremental O&M
recovery by stating the following:
“Each IOU shall credit its operating revenues for an amount
equal to the incremental operating and maintenance (O&M)
cost of generating the energy for each such sale.”
Therefore, the recovery of incremental O&M is not limited to specific
types of units, but rather applies to the cost for all units generating
the energy for each sale.
Is FPL’s current methodology for recovery of incremental O&M
costs associated with off-system sales consistent with Order
No. PSC-00-1744-PAA-EI?
Yes. Order No. PSC-00-1744-PAA-EI did not dictate specifically
how each 10U should calculate the incremental O&M it incurred to
make off-system sales. Similar to PEF and TECO (as described in
testimony at an evidentiary hearing held in Docket No. 010283-Ei on

August 31, 2001), FPL estimates its incremental O&M costs and
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credits its operating revenues for these costs.

Is FPL presently recovering incremental O&M costs for its
combined cycle and conventional steam units through base
rates?

No. The level of O&M expenses required to support the operation of
power plants is almost exclusively a function of their output. FPL
has confirmed that the O&M projections for its combined cycle and
conventional steam units that are reflected in the most recent (2006)
Minimum Filing Requirements (MFRs) did not take into account the
additional operating hours and output associated with off-system
sales. Rather, the O&M data was based on only the requirements
of serving native load customers. Therefore, FPL is not currently
recovering through base rates the incremental O&M expenses that it
incurs when it runs its combined cycle and conventional steam units
for more hours or at higher output levels to support off-system sales.
Why has FPL not previously recovered the incremental O&M
expenses associated with off-system sales from its combined
cycle and conventional steam units?

The Commission’s approved procedure for handling the revenues
and costs associated with non-separated sales provides for
recovery of incremental O&M expenses only when those expenses
are not already recovered in base rates. When that system was

established in 2000, FPL initially concluded that the level of O&M
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expenses reflected in its previous MFRs for combined cycle and
conventional steam units covered the added operation of those units
when FPL makes off-system sales and therefore were not eligible
for recovery via a credit to base revenues. However, when FPL
recently re-evaluated the basis for projecting O&M expenses for
combined cycle and conventional steam units in its most recent
(2006) MFRs, it became apparent that the MFRs in fact did not
cover the cost of making off-system sales from those units.

When does FPL propose to begin recovering incremental O&M
costs associated with off-system sales for these additional
units?

FPL proposes to begin recovering incremental O&M costs
associated with off-system sales for combined cycle and
conventional steam units starting on January 1, 2009. This
projected date will allow FPL the necessary time to modify its
systems to appropriately capture and account for these incremental
costs.

Do FPL’s 2009 fuel cost projections reflect FPL’s recovery of
incremental O&M costs for combined cycle and conventional
steam units?

No. FPL does not feel that it has enough information on the unit
types from which off-system sales will be made in 2009 to project

accurately the incremental O&M costs associated with those sales.
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As FPL has done historically for its gas turbine units, recovery of the
incremental O&M costs for combined cycle and conventional steam
units will be handled as part of the final true-up for 2009 and
subsequent years.

How will FPL reflect these costs on Schedule A67?

FPL plans to show these costs on Schedule A6 as it currently does
for gas turbine-related O&M costs. FPL will change the line item
description on Schedule A6 from “Gas Turbine Maintenance
Revenue Reclassed to Base Revenue” to “System Maintenance
Revenue Reclassed to Base Revenue.”

Does FPL plan to update its estimated values for incremental
O&M by unit class on a routine basis?

Yes. FPL will update its cost estimates, by unit class, on a yearly

basis.

HEDGING/ RISK MANAGEMENT PLAN

Please describe FPL's hedging objectives.

The primary objective of FPL's hedging program has been, and
remains, the reduction of fuel price volatility. Reducing fuel price
volatility helps deliver greater price certainty to FPL's customers.
FPL does not engage in speculative hedging strategies aimed at

“out guessing” the market.
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Does FPL expect that its hedging program will deliver fuel
savings each year?

No. This is a point that | have emphasized in all my prior testimony
on hedging. While FPL is extremely pleased when its hedging
program generates net savings for its customers, it does not engage
in hedging for this purpose. FPL’s hedging strategies are aimed at
reducing fuel price volatility. Speculative hedging strategies aimed
at “out guessing” the market in the hopes of potentially returning
savings to FPL's customers will lead to increased volatility in prices
to FPL's customers. FPL cannot predict future fuel prices as there
is no certainty in predicting the main drivers of fuel price, such as
weather, hurricanes or unstable conditions around the world. What
FPL can continue to do is execute a well-disciplined, independently
controlled hedging program that reduces fuel price volatility and
delivers greater price certainty to FPL's customers. As a
consequence of volatility reduction, the hedging program will show
savings in some years and losses in others, with the expectation
that, over time, the cumulative impact of FPL's hedging program will
be neutral and not result in significant savings or losses to FPL's
customers. FPL does expect, however, that over time its customers

will experience more stable rates as a result of FPL's hedging

activities.
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Has FPL prepared a risk management plan for 2009, as
required by Order PSC- 02-1484-FOF-El issued on October 30,
20027

Yes. FPL's 2009 Risk Management Plan is provided in Exhibit GJY-
4. FPL's 2009 Risk Management Plan has been modified from prior
years to include a greater level of detail in response to
recommendations in Staff's recent Review of Fuel Procurement
Hedging Practices of Florida’s Investor-Owned Electric Utilities. In
addition, FPL's 2009 Risk Management Plan addresses the
parameters within which FPL intends to place hedges in 2009 for
fuel requirements in 2010.

Is FPL seeking to recover projected incremental operating and
maintenance expenses with respect to maintaining an
expanded, non-speculative financial and/or physical hedging
program for the January through December 2009 period?

Yes. FPL projects to incur incremental expenses of $694,510. By
“incremental,” | mean that these expenses are not reflected in FPL'’s
base rates. The projected expenses are comprised of salaries and
employee-related expenses for the three personnel who were added
to support FPL's enhanced hedging program, incremental annual
license fees for FPL's volume forecasting software and incremental

expenses associated with credit costs necessary to support FPL's

hedging program.
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1 Q. Does this conclude your testimony?

2 Al Yes it does.
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BY MR. BUTLER:

Q. At this point, Mr. Yupp, I would ask for you
to summarize your testimony.

A. Good morning, Commissioners. My testimony
presents and explains several of the inputs that FPL
used to develop its 2009 fuel cost projections. Among
these inputs are the dispatched cost and availability of
natural gas, fuel o0il, and coal, generating unit heat
rates and availabilities, as well as wholesale power and
purchased power transactions. These input projections
are reasonable and appropriate for the development of
FPL's fuel cost projections for 2009. And that
concludes my summary.

MR. BUTLER: Thank you, Mr. Yupp. I tender
the witness for cross-examination.

CHAIRMAN CARTER: Mr. Burgess.

MR. BURGESS: No questions.

CHAIRMAN CARTER: Mr. Wright.

MR. WRIGHT: No questions.

CHAIRMAN CARTER: Mr. McWhirter.

CROSS-EXAMINATION

BY MR. McWHIRTER:

Q. Mr. Yupp, what were your hedging losses for

20077

A. If you'll give me one second, I will give you

FLORIDA PUBLIC SERVICE COMMISSION
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an exact number.
Our hedging losses for 2007 combined between
natural gas and heavy oil were $855.8 million.

Q. And that number is included in the
carry-forward for your cost recovery for 20097

A. That number partially would be. It's included
in basically all of our projections.

Q. What are your hedging gains or losses for the
year 2008 to date?

A. Our hedging gains for 2008, as they are gains,
are approximately 405.9 million for the time period of
January through July 2008. We do now have actual
results outside of what we filed in the report for
August and September. August was an additional
63.2 million in gains, and September an additional
28 million in gains.

Q. Will you sum those for me?

A. Certainly. Approximately $497 million in
gains from January through September of 2008.

Q. Would it be fair to say with your hedging
activities, during periods when fuel prices go down, you
suffer hedging losses, but during periods when fuel
prices go up, you have hedging gains? Is that correct?

A. Yes, with I guess one clarification. From the

time that we execute our hedges, if fuel prices go up
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after that, then, yes, there would be gains associated
with them. And likewise, from the time that we execute
our hedges, if fuel prices go down, then there will be
associated losses.

Q. And so it would be fair to say that in 2007,
you estimated that the fuel prices would be much higher
than they actually turned out to be, and so you locked
in higher prices, and then in 2000 -- this year, you
estimated that fuel prices would be lower than they
turned out to be, and so you locked in lower fuel
prices? Is that essentially what happened?

MR. BUTLER: Excuse me. Mr. Chairman, I'm a
little puzzled by this line of questioning. It seems to
be continuing down the path of evaluating FPL's hedging
program and results. We had two issues on that, 13A and
13B, that were stipulated by the parties. And if this
is leading to some other subject, I don't object to it,
but it does not seem appropriate if it's directed at
either FPL's historic hedging activities or its future
hedging plans, because those issues were stipulated.

CHAIRMAN CARTER: Mr. McWhirter?

MR. McWHIRTER: I think that objection is well
taken. Most of the hedging information, as you know, is
secret, and staff has access to it through audits, and

we have to rely heavily on what staff finds in the
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subject of its audits as to whether the hedging
activities were prudent. I rely on the staff's
activities in that area. But I was just trying through
this line of questioning to determine the magnitude of
what's involved in the hedging activity, and I will
refrain from further questions of Mr. Yupp. Thank you.
CHAIRMAN CARTER: Thank you. You may proceed.
MS. BRADLEY: No questions, Your Honor.
CHAIRMAN CARTER: Mr. Twomey, you're
recognized, sir.
MR. TWOMEY: Thank you, Mr. Chairman.
CROSS-EXAMINATION
BY MR. TWOMEY:
Q. Mr. Yupp, are you the right witness for me to
ask my questions about the continued correctness of the
natural gas and heavy oil projections that are embedded

in your 2009 request?

511

A. Yes.

Q. Okay. First let me ask you, what was the date
of your -- when was your current filing made? What was
the date?

A. The projection filing was made September 2nd,

2008.

Q. September 2nd?

A. Yes.
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Q. Okay. And what was the date of the
forward-looking fuel cost forecast that the
September 2nd filing was based upon?

A, We used the August 4, 2008, forward curve.

Q. And how often do you make that type of a
forecast?

A. I'm not sure I understand. How often do we
make that type of a forecast?

Q. Well, do you make fuel -- do you just do it
once a year in preparation of your fuel clause filing,
or do you make monthly examinations of what you think
fuel costs are going to be, or do you do it quarterly,
or how often do you do it?

A. A two-part answer. From a projection
standpoint, we do make runs two times a year officially
for our estimated/actual filing, which takes place in
the beginning of August, and then another projection run
for the actual subsequent year projection, as we talked
about here, the September 2nd filing.

But more detailed than that, we -- within my
department, we actually make fuel forecast runs on a
weekly basis currently to determine our fuel burn
projections on an ongoing basis for the subsequent year,
which helps us in managing our fuel hedging program.

Q. And when you say subsequent year, do you carry
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those on for 12 months, or is it confined to the
remainder of the months in a calendar year?

A. Generally our hedge program for rebalancing
purposes is run for the current year that we are in, and
then 12 months forward past that.

Q. Now, I forgot my glasses today, so I can't see
much. I can't see much of anything, even these big
notes I made. But do you have in your notebook the
documents, the exhibits in your filing that will show us
what the embedded costs for heavy oil and -- the average
embedded costs for heavy oil and natural gas are?

A, By average embedded, do you mean the fully --

fully inclusive of transportation, hedges, and all of

that cost?
Q. Yes, sir.
A. Yes, I do.
Q. When you find those, would you be kind enough

to tell us what the exhibit number is and what the
dollar costs are for each fuel, heavy o0il and natural
gas?

A. Yes, I will. This is part of Exhibit KMD-5,
which I am co-sponsoring, and Appendix 2 of our
projection filing.

Q. Yes, sir.

A. It is Schedule E-3.
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Q. E-37

A, And it is on -- the official page number is
15. And what we estimate for the calendar year of 2009
on an average basis throughout the year, fuel oil costs
of $16.90 per MMBtu, and gas as $11.19 per MMBtu.

The one piece of information that I also have
to include in that is that those are charge-out costs,
so those are not -- those are the underlying commodity
price of natural gas and fuel oil with transportation
charges added. That's fixed transportation costs,
variable transportation costs, any interruptible
transportation costs, delivery of fuel oil to our
facilities, as well as any of the hedge marked-to-market
values that were in place at the time we completed this
forecast or made this projection filing. So those are
all-in costs.

Q. All those costs are included in the numbers

you just gave me?

A. Yes, they are.

Q. Let me ask you this. Were you in the room
yesterday?

A. Yes, I was.

Q. Okay. Did you hear my questions to the

several witnesses from Progress and TECO and Gulf Power?

A. I did hear several of your questions, yes.
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Now, can I remember them specifically at this point?
No, but if you'll refresh my memory, I'm all right.
Q. I wasn't going to ask you to repeat them.

I'll try and ask you the questions.

A. Okay.
Q. The first question I have is, I thought --
this is from memory -- that the witnesses -- and I may

be off, and I can be corrected, of course, but that the
witnesses for Progress Energy and TECO said that their
initially filed -- their initial filings contained
natural gas at $9. Do you recall --

A. I do not recall that their original
projections included $9 gas. I think one thing that was
mentioned yesterday was for Tampa Electric, their
original forecast was from the early July time period,
which at that point in time, subject to check, natural
gas commodity prices were somewhere between 12 and $13
per MMBtu.

Q. Well, I thought -- okay. I thought I heard
them say that their revised filings were based upon $7.

A. Their revised filings, yes. I think you were
--- I'm sorry. I might have misunderstood. I thought
you meant their original projections. But their revised
projections I do recall was a lower number.

Q. I thought I heard them say $7 -- I'm sorry, 9.
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A. That sounds reasonable.

Q. Okay. Well, if 9 is reasonable, and we're
looking at $11.19 per MMBtu in your current filing, how
do you explain the difference? Is it possible that
their number wasn't all-inclusive?

A. I'm not sure I recall 100 percent the line of
questioning that we're referring to, but I can clear up
the -- for us, the underlying commodity price that is in
the September 2nd, 2008 projections based on August 4th,
2008, was $9.59 per MMBtu on gas.

So to get to the $11, or $11 and a little bit
over, that includes all of the transport charges as well
as the hedging marked-to-market values. So we were at
$9.59 average commodity price, natural gas, 2009.

Q. Okay. Thank you. Now, since you have some
type of a tracking methodology weekly, since the
August 4th forecast that was utilized in preparation of
your September 2nd filing, have you seen a trend in the
cost of natural gas prices?

A. There has been a trend since August 4th.
Actually, it began in about mid July that natural gas
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