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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Fuel and Purchased Power Clause with Docket No: 140001-EI
Generating Performance Incentive Factor Date: November 25, 2014

FLORIDA POWER AND LIGHT COMPANY’S
REQUEST FOR CONFIDENTIAL CLASSIFICATION
OF THE DEPOSITION TRANSCRIPT OF SAM FORREST

Pursuant to Section 366.093, Florida Statutes (2013), and Rule 25-22.006, Florida
Administrative Code (2013), Florida Power & Light Company (“FPL”) submits its Request for
Confidential Classification of the certain material provided in the deposition transcript of the
November 13-14, 2014 deposition of FPL witness Sam Forrest in this proceeding (the
“deposition transcript”). In support of its request, FPL states as follows:

I On November 20, 2014, FPL filed with the Clerk of the Florida Public Service
Commission (“Commission”) the deposition transcript. ~ The deposition transcript contains
information of a confidential nature, which is proprietary confidential business information within
the meaning of Section 366.093(3), Florida Statutes. As such, also On November 20, 2014, FPL
filed a Notice of Intent to Request Confidential Classification of the deposition transcript.
Pursuant to Rule 25-22.006(3)(a), Florida Administrative Code, FPL has 21 days from the date of
the Notice of Intent to file a formal request for confidential classification. Accordingly, FPL is
filing this Request for Confidential Classification to maintain continued confidential handling of

the information contained in the deposition transcript.
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2. The following exhibits are included with, and made part of this request:

a. Exhibit A consists of a copy of the confidential material on which all
information that FPL asserts is entitled to confidential treatment has been
highlighted.

b. Exhibit B consists of the confidential material, on which all information that
FPL asserts is entitled to confidential treatment has been redacted.

c. Exhibit C is a table containing a column-by-column and line-by-line
identification of the information for which confidential treatment is sought
and references to the specific statutory basis or bases for the claim of
confidentiality and to the affidavits in support of the requested classification.

d. Exhibit D consists of the affidavit of Sam Forrest.

3. FPL submits that the highlighted information in Exhibit A is proprietary and
confidential business information within the meaning of Section 366.093(3). F.S. This
information is intended to be and is treated by FPL as private, and its confidentiality has been
maintained. Pursuant to Section 366.093, F.S., such information is entitled to confidential
treatment and is exempt from the disclosure provisions of the public records law. Thus, once the
Commission determines that the information in question is proprietary confidential business
information, the Commission is not required to engage in any further analysis or review such as
weighing the harm of disclosure against the public interest in access to the information.

4, As the affidavit included in Exhibit D indicates, the documents and materials

included in Exhibits A and B, and identified in Exhibit C contain proprietary confidential



business information, including information concerning bids or other contractual data.

Disclosure of this information would violate nondisclosure provisions of FPL’s contracts with
certain vendors and impair the efforts of FPL or its affiliates to contract for goods or services on
favorable terms. This information is protected by Section 366.093(3)(d), F.S. In addition, this
information relates to competitive interests, the disclosure of which would impair the
competitive business of FPL, its affiliates or its vendors. Specifically, the documents contain
information regarding gas reserves estimates, projected economics and other terms. The
disclosure of this proprietary confidential business information would provide other participants
in the fuel and financial markets insight into FPL’s hedging practices that would allow them to
anticipate FPL’s trading decisions and impair FPL’s ability to negotiate for these commodities,
to the detriment of FPL and its customers. Disclosure of this information would also place FPL
at a competitive disadvantage when coupled with other information that is publicly available.
Such information is protected pursuant to Section 366.093(3)(e), F.S.

5 Upon a finding by the Commission that the information highlighted in Exhibit A,
and referenced in Exhibits B, C and D is proprietary confidential business information, the
information should not be declassified for a period of at least eighteen (18) months and should be
returned to FPL as soon as it is no longer necessary for the Commission to conduct its business.
See § 366.093(4), Fla. Stat.

WHEREFORE, for the above and foregoing reasons, as more fully set forth in the
supporting materials and affidavits included herewith, Florida Power & Light Company

respectfully requests that its Request for Confidential Classification be granted.



Respectfully submitted this 250 day of November, 2014,

R. Wade Litchfield, Vice President

and General Counsel - FPL

John T. Butler, Assistant General Counsel -
Regulatory

Scott A. Goorland, Principal Attorney
Attorneys for Florida Power & Light Company
700 Universe Boulevard

Juno Beach, Florida 33408-0420

Telephone: (561) 304-5633

Facsimile: (561) 691-7135

By: 1?@%& M‘/\Vd%-’

'TD’ Scott A. Goorland
Florida Bar No. 0066834
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Docket No. 140001-EI

I HEREBY CERTIFY that a true and correct copy of the foregoing has been furnished

by hand delivery (**) or electronic service on this 25" day of November, 2014 to the following:

Martha F. Barrera, Esq.**

Division of Legal Services

Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, Florida 32399-0850
mbarrera@psc.state.fl.us

Beth Keating, Esq.

Gunster Law Firm

Attorneys for FPUC

215 South Monroe St., Suite 601
Tallahassee, Florida 32301-1804
bkeating@gunster.com

James D. Beasley, Esq.

J. Jeffrey Wahlen, Esq.
Ashley M. Daniels, Esq.
Ausley & McMullen
Attorneys for Tampa Electric
P.O. Box 391
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jbeasley@ausley.com
jwahlen@ausley.com
adaniels@ausley.com

Robert Scheffel Wright, Esq.

John T. LaVia, III, Esq.

Gardner, Bist, Wiener, et al

Attorneys for Florida Retail Federation
1300 Thomaswood Drive
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schef@gbwlegal.com
jlavia@gbwlegal.com

Jon C. Moyle, Esq.

Moyle Law Firm, P.A.
Attorneys for FIPUG

118 N. Gadsden St.
Tallahassee, Florida 32301
jmoyle@moylelaw.com

John T. Burnett, Esq.

Dianne M. Triplett, Esq.
Attorneys for DEF

299 First Avenue North

St. Petersburg, Florida 33701
john.burnett@duke-energy.com
dianne.triplett@duke-energy.com

Jeffrey A. Stone, Esq.

Russell A. Badders, Esq.
Steven R. Griffin, Esq.

Beggs & Lane

Attorneys for Gulf Power

P.O. Box 12950

Pensacola, Florida 32591-2950
jas@beggslane.com
rab@beggslane.com
srg@beggslane.com



J. R. Kelly, Esq.

Patricia Christensen, Esq.
Charles Rehwinkel, Esq.

Erik L. Sayler, Esq.

Office of Public Counsel

c/o The Florida Legislature

111 West Madison Street, Room 812
Tallahassee, Florida 32399
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christensen.patty@leg.state.fl.us
rehwinkel.charles@leg.state.fl.us
sayler.erik@leg.state.fl.us
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Division of Economic Regulation
Florida Public Service Commission
2540 Shumard Oak Blvd.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 140001-EI
FILED: October 25, 2014

IN RE: FUEL AND PURCHASED POWER
COST RECOVERY CLAUSE WITH
GENERATING PERFORMANCE INCENTIVE
FACTOR

Florida Power & Light Company
700 Universe Blvd.

Juno Beach, Florida

November 13, 2014

2:10 p.m. - 6:15 p.m.

CONFIDENTIAL DEPOSITION OF SAM FORREST

VOLUME 1

Taken on behalf of the Alice Teslicko before
Alice J. Teslicko, RMR, Notary Public in and for the
State of Florida at Large, pursuant to a Notice of

Taking Deposition in the above cause.

Veritext Legal Solutions
800-726-7007 305-376-8800
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We do have a little bit of flexibility in
terms of how we do that from a timing perspective.
Nothing prescribes that we have to buy this much gas
today. So we have a little bit of flexibility within
a month, depending on what circumstances may be
existing in the marketplace at a given time.

If we have a hurricane in the Gulf of
Mexico, it's probably not the greatest time to be
hedging. So we're paying attention to what's
happening to prices. It's just, again, layering in.

So we got a very prescribed hedge at
[l rercent of our volumes for a given year and within
that - percent, again, we sort of layer it in as the
year goes by. So that's the hedging program we have
today.

The variability is sort of the timing of
when you are purchasing those hedges, the fixed price
piece of it. That's the product we're using. We're
using a fixed price swap.

Q. Okay. Now, just to clarify what is a rather
simplistic question, but I'm going to put it on the
record anyway, when you pay whatever the dollar is for
the amount of gas, isn't the amount of gas fixed to
that price?

Say it's $5 for X amount. If you don't pay,

800-726-7007

Veritext Legal Solutions
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in terms of your high level review of the project.

A, Sure. So with respect to the Woodford
project itself, if we're analyzing an individual well
to determine whether we want to consent or not consent

into that well, if costs have been increasing, the

rights that we have within the contract obviously
would allow us to non-congent to a given well if cash
price -- or excuse me, if the production costs have
grown to a level that we're no Ionger comfortable with
or it no longer shows as being economical against the

forward curve. We could non-consent to that.

1 chere's
_ we would be let out of kind of

the non-consent, if you will, in terms of maintaining

this obligation to have 15 minimum wells.
So there are some constructs built into the
contract which allow us some leeway in terms of

Petroquest managing this contract appropriately.

With respect to the overall project, you
know, as we view it today under a number of different
gscenarios, we view this as being beneficial for

customers. The first couple of wells that have been

proposed actually have come in at a lower cost, at

least on a proposed basis, than what was originally

V;ritext Legal Solutions
800-726-7007 305-376-3800
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incredibly beneficial fdr customers to drill that
well.

So I don't think there's a black and white
response to the question. It has to be really done
on a case-by-case basis to understand the
circumstances at the time the decision is made.

Q. Do you anticipate under the proposed
guideline -- is FPL going to restrict itself to
looking at projects where it has the
consent/non-consent options like it does under
Woodford or is that not an absolute requirement?

B S S e L e
e e SRR P S T AR LA T |
N S T T T IR s W e W 53

I don't think any two transactions will be
identical. It's two counter parties negotiating, and
so there are no guarantees in that, but _
el o L m T e s R PR T R T TR T
TR NN e T . T e

0. In the Woodford project again as a whole,
are the production levels of natural gas fixed or
guaranteed in any way?

A. The prcduction levels?

Q. Yes.

Veritext Legal Solutions
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to help offset that risk.

The other type of risk they deal with is
the fact that gas prices can and do move up and down
over time. We're hedging out right now through the
end of 2015. Again, we've hedged about [} percent of
our supply for 2015. Our customers are in pretty
good shape. So if gas prices increase, we have a
good percentage of the fuel hedged and so they've got
protection. But if gas prices increase in '16 and
'17 and '18, there is no protection for them.

So, you know, as you look at what's
happening with gas prices over time, our customers
have a hundred percent exposure to whatever those
prices do in the long run, and so with that we
approach the Woodford project and projects like it,
as we have looked at this for the last couple of
years, with the intent of trying to diversify our
price portfolio away from just market prices that
tend to fluctuate, in some cases extreme, and
decouple that and tie it closer to the cost of
production.

Q. So that was the current risk FPL's customers
face regarding fuel. Again, when you were preparing
the testimony both for direct and rebuttal for this

Woodford project, did you realize there could be

Veritext Legal Solutions

305-376-8800
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I started back in 2011. We looked at a
number of different opportunities over the last
several years in an effort to sort of further this
idea of investing in gas reserves.

We first heard about a transaction back in
2011 that piqued our interest in terms of a way to
diversify our portfolio and so we began to have
discussions with a number of counter parties. Those
counter parties ranged in size from, you know, we'll
call it |l 2t the top and you know, very
small -- you know, ||l an¢ other smaller
players at the bottom and several in between.

Some of those counter parties we had very
construlctive conversations with, exchanged a lot of
information back and forth. A lot of data was
provided.

We did some analysis on it, determined

‘ultimately that the transaction wasn't feasible or we

had a third party petroleum engineering firm review
the reserve information and maybe there was a
digconnect and how that worked. We also had a number
of counter parties that just weren't willing to go
through this regulatory process and wait for the
regulatory lag.

Our affiliate, U.S. Gas -- I'll just call

Veritext Legal Solutions

305-376-8800
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companies.
So you know, at various times any one of

those individuals could have been having a
conversation, again, with anybody from | | o~
down about potential opportunities for gas reserves.

Q. But it was just your unit? In that story
the "we" was your --

A. Right, energy Marketing and Trading.

£} . So in terms of the "we", to use a bad
analogy, you are essentially the top dog of that "we™"

that was going around talking to other groups?

A. I think it was a great analogy.
0. It doesn't read well in the recoxd.
A. No, that's accurate.

Q. When did FPL first consider the Woodford
project?
I'm speaking about FPL specifically, not
USG. When did it come on FPL's radar, so to speak?
A. I don't know that I can recall a specific
time frame. Earlier this year, in probably the late
first quarter time frame, give or take. I can't
remember specifically when it was.
I'm sorry, we're talking about the
Petroquest?

Q. Yes, the Petrocquest Woodford project

Veritext Legal Solutions
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A. We would have very happily have gone to the
Commission with the -- the company was il We would
have happily gone to the Commission with -, but at
very last minute -- and I do mean at the last
minute -- at their board approval one board member was
unwilling to vote for the transaction and started to
gain some consensus on the board.

I wasn't there, so I'm not sure how it
occurred, but they decided not to sign the agreement
with us and I mean, it stopped immediately
thereafter.

Q. Now, you just said you weren't there. Did
you get briefed on what happened? Did you have any
understanding at all?

A. Just a very quick briefing that there was a
particular board member that was not supportive of the
transaction, and that was that.

0. was it | o vas the board
member who was not supportive of the proposal; do you
know that?

A. I don't believe it was [ NN -

Q. with il had you begun to prepare draft
testimony, exhibits, a Forrest A. Garb type analysis?
Did you have that in the works at the time that fell

through?

800-726-7007

Veritext Legal Solutions
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A. I'd have to go back and check my records in
terms of the timing of all of that. We had put
together some very high level thoughts around how a
petition and how a supporting discovery -- or excuse
me, supporting testimony would look, but I'm not sure
where we stood in that process.

Q. Given il as an example, why should the
Commission not have a concern that there could be an
excessive risk in the stability of the exploration and
production partners that FPL chooses or even the
situation itself?

So given that predicate, it was almost
through the door, we didn't make it through the door
and switched to another one, why should the Commission
not have a concern that that could happen frequently?

A. Well, I guess I would say that I don't think
that decisions made at the boards are necessarily --
you know, are only with smaller companies. They
happen with bigger companies all the time.

I think that perhaps the [JJj transaction
not happening may have been a good thing, may have
been a blessing in disguise, for all we know. But
you know, the truth of the matter is once the
transaction is approved and we're all committed, then

we're moving forward.

Veritext Legal Solutions
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I'm not sure there's a risk that the
Commission should have with respect to that type of
thing happening after the fact, and in fact, if it
does, we do have step-in rights and other remedies
within the contract to insert a new operator should
something happen there.

So there are rights within the contract
that we have negotiated that give us the protection
that we need in order to ensure that the agreement
moves forward.

0. Now, is i still a potential FPL
investment partner?

A. I would say no. I can't say that
definitively, but I would say not at this point.

Q. Does NextEra have any active working
investments with JJj now through USG or those
affiliate cousin type -- and I know yesterday we
looked at the org chart and called them "cousinsg."

So using that term, does NextEra have any
working investments with [Jjj through USG or those
types of cousins?

I'm not aware of any.

If you don't know, that's fine.

A,
s
A, I'm not aware of any.
Q.

I think you touched on it as part of another

Veritext Legal Solutions
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Q. Do you not know at this time or did you ever
encounter that kind of information in your analysis
and didn't commit it to memory or have you never
encountered information regarding that ever?

A. I personally have not had that.

Q. Do you know Petroquest's percentage for
completing wells on time?

A. I do not know.

Q. Do you know PetroQuest's percentage for
completing jobs in or under budget?

A. I personally do not know that.

Q. I'd like to look at the drilling plan you
have as part of your Exhibit SF-4.

A. Okay.

Q. It's listed as Exhibit D. It's technically

Pages 60 and 61 of Exhibit SF-4.

A. I have it.

Q. So we've got two charts here, rig one and
rig two?

A. Correct.

Q. We have some drill dates. For example, I'm

loocking at the one for rig cne. 1It's got a drill

Gate, first line, of G vich -
completion date of [ijjj 3NN - ¢ then it

goes into other data that tells us when it's rigging.

Veritext Legal Solutions
800-726-7007 305-376-8800
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Is Petroquest on schedule for these two
drilling development plans?
A. No, they are not.
Q. Let's just look at -- we'll do one at a
time. So I'll do the one on Page 60 first. I guess
I'm just going to go down line by line.

Are they on time with the drill date of

B 'c:c they on time with that one, the

first one?

A. I don't believe so.

Q. You don't believe so, okay. I guess I could
ask it this way, because I want to be clear on the
record.

A. Sure.

0. In theory, up until today [l wells should
have been spudded or started drilling; would you agree
with that?

That's correct.

of those . how many have been started?
I believe the answer is [Jj}-

Bl ckay. Do you know which Jji§?

I specifically do not.

So ] out of the -?

Correct.

o F o P 0O ? p ?

Now I'm looking at the one on Page 61.

800-726-7007

Veritext Legal Solutions
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So again, looking at that chart, we've got
B (ot should have started drilling
by today or should have been spudded?

A, Right.
0. What do you have on those [Jjjj; are those on
time?

A. They have not started |||}l - <They

have not acquired a rig, which I guess I would suggest

both in the case of Page 60 and Page 61, [ GEN

B i cue to the fact they're looking for a
rig that meets their needs, rather than just going out
and acquiring any cld rig to go out and start
drilling.

They want to make sure they got something
that meets their needs in terms of being able to meet
efficiently, in stepping through this, in a fashion
that is to their standard.

There's some other -- in the case of the
delay on rig one, there was also some land issues
that they were taking care of which caused a
couple-week delay, to my knowledge.

0. In terms of land issues, could you please
tell us any details that you know about whatever

caused that delay with land issues?

800-726-7007

Veritext Legal Solutions
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drill. ©Under the terms of the DDA or as FPL, you
wanted them to drill and you thought they were
drilling, now they're not, what are FPL's remedies?

A.

Veritext Legal Solutions
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1 Q. So the light lines are covering actual

2 production of individual existing wells.

3 When you look at this chart, what is your

4 understanding of how many years of actual preduction

5 data we have or you had to rely upon?

6 A. Well, Dr. Taylor would have been the one

7 that would have relied upon it. My understanding is

8 there would be -- again subject to check -- four or

9 five years or so of actual data from it.
10 Again, subject to check. I'm not sure of

11 the exact life of those wells.

12 Qs Now, why do you think it would be four to

13 five years of production data?

14 A. I'm assuming 17 of the wells were drilled as
15 part of the original agreement -- I believe again

16 subject to check -- between Petroquest and USG, which

17 started in 2010.

18 Q. So you're basing it on the assumption of the

19 time frame when USG Petroquest started, not some other

20 information you have; is that an accurate statement?

21 A. Again, yeah, subject to check.

22 Q. When you looked at the il project earlier

23 in here, did you rely only on four to five years of

24 production data in that one?

25 A. I didn't see any of the data with respect to
- - .

Veritext Legal Solutions
800-726-7007 305-376-8800
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the JJiiltransaction, at least to this level of
detail, so I'm not sure what was being relied upon.
We actually utilized another petroleum

engineering company called LaRoche to do the initial
analysis, if I remember correctly, and then
Dr. Taylor was involved as well, but I'm not sure
exactly what history of data was used or the guality
of data that was.

0. Now, in your testimony on Page 33 of your
direct you mentioned that FPL retained Forrest A. Garb
& Associates to do a confirmatory analysis of

Dr. Taylor's data, is that correct, starting on

Line 97
A. I'm sorry, what page are we on?
0. 33, Line 9, in that answer.
A. Yes.
Q. Was it your decision to use Forrest A. Garb

& Associates to analyze the data?

A. It was not my decision, no.

Q. Whose decision was it to pick Forrest A.
Garb?

A. It was at the recommendation of USG, given

Forrest Garb's experience in the Woodford.
0. Did FPL consider any other entities or did

they go with USG's recommendation?

Veritext Legal Solutions
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A. So it's a physical transaction? I do agree
that it does provide a long term physical hedge. I do
agree with that. I would say that they are -- long
term fixed price physical contracts are something that
we have not seen in the marketplace.

We have had discussions with counter
parties about those types of activities. They are

~ just not something that's readily available. Part of
the issue is you have the larger players -- again,
I've used | z couple of times. They're a
very large part of our portfolio. || |l i=
somebody that takes prices as they come, so they
don't hedge themselves. They don't lock in long
term -- my understanding -- long term fixed price
contracts.

That's somebody that I would be comfortable
with doing a longer term transaction like that with,
because they're a great credit counter party.

If you were to look at small players in the
marketplace, even somebody of the size of Petroquest
to do a long term physical transaction, there is a
significant amount of collateral risk in that type of
a transaction, in that I've got somebody who has
committed to sell me gas at a fixed price over a long

term period of time, but I've got to ensure that they
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are going to be there for the entire point of that
delivery.

So that raises the issue of credit and how
credit is supported, and smaller companies like that,
they just can't afford the collateral requirements
that it would require.

0. And for the Woodford gas reserve project the
cost of production would be the price FPL pays for
gas?

A. For the Woodford project we effectively are
going to calculate revenue requirements. So we'll
invest a hundred and -- let's call it within the
non-consent case. So in the base case that we
presented roughly $191 million of capital. We'll
calculate the revenue requirements based on that
$191 million.

So based on the depreciation schedule it's
roucghly, subject to check, somewhere in the
neighborhood of about [Jj or so percent of the overall
capital as kind of the first year revenue
requirement. So something around [Jj or $- million
are the first year revenue requirements.

The way that we would calculate the
effective cost of that gas would be to look at the

amount of gas we're receiving, divided by our revenue
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requirements. That would give you an effective cost
of gas.
So in the case of -- if you look at SF --
sorry, SF-8, if you have that in front of you, I'1ll
kind of walk you through that math.
0. Yes, I have it.
A. - You appear to have the redacted version of
that.
Yes, because they don't trust me.
A. I'1l walk you through the first line there.
So in the case of annual production,
there's 15.6 billion cubic feet of gas to be
delivered in year one. Step over to column F, which
is the revenue requirement of $- million, those
are the revenue requirements, which is all the
operating expenses, the depreciation, return of and
return on capital, all right. So you come up with a
million revenue requirement in year omne.
You take i -- vou would take the
SHIl nillion number, you would divide that by the
15.6 billion cubic feet, and that gives you $3.48 as
an effective cost, which is Column G.
So when we talk about what's the cost, what
we've done is calculated an effective cost. The real

cost is the revenue requirement.
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Is that clear?

0L Yes. And the same analysis would be true
for the gas reserve projects covered under the
guidelines?

A. That is correct, yes.

Q. Is the cost of production from a gas reserve
project fixed or can it vary?

A. There can be gome variation to it. That

variation would be dependent upon obviously production
costs, the amount of production that you receive.

So again, if we go back to that same
example that I was giving you before and let's say
that instead of 15.6 billion cubic feet that you see
there in Column B, let's say that in year one it
preduced 16 billion cubic feet, but all other things
being equal, your effective cost would go down by
just a little bit, right, because you're dividing now
the Sl million revenue requirement by

16 billion cubic feet, which gives you something

probably closer to $3.46 or $3.45, wherever that
number ends up being.

So there's some potential for a little bit
of wariation in this, but it's a vexry stable --

again, understanding the quality of data that we have

that was used to assess the Weocodford project -- a
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testimony.

A. Yes, ma'am. Okay, you're talking about
direct?

Q. Excuse me one second. Yes, direct, I'm
sorry.

Forget that. Strike that.

If you could go to Page 18 of your direct
testimony, Lines 22 to 23 and then continuing on to
Page 19, Lines 1 and 2. Where it states that:

"Several counter parties were not interested
in a joint venture under the terms FPL required to
assure savings for FPL customers or were unwilling to
wait the time necessary to complete the regulatory
process," can you please explain the specific terms
FPL required to assure savings for FPL customers?

A. Certainly.

So the Woodford project is probably a good
example and we can talk a little bit about how that
may apply to other counter parties we were
discussing.

So in the Woodford project we're paying
effectively | of the costs to receive

B o the working interest or of the gas. So

that [N ceclta, so the i to |, that

S cclta is considered a carry.
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That carry is very common in these types of
transactions and it's meant to compensate the
operator -- in this case Petroguest -- for the
actions that they have taken to date. They've
acquired the land, they have the expertise, they have
further techniques to improve the efficiencies of the
drilling activities. They've gone out and hired the
talent, they've gone out and acquired the rig. So
they're being compensated for everything that they
have done to date, as well as to incent them to
participate in this process.

Negotiating carry is a very common and
standard part of this entire process when somebody
like a Florida Power & Light as a non-operator, if
you will, is trying to get involved with somebody
that's geing to operate the activity.

So carry that to some of the other
conversationg that we had with counter parties. 1In a
lot of cases we may have required a much lower carry,

and perhaps it was not a [ cost for

I o: the working interest and maybe it was

wore like NN cost for NN of the

working interest, and the math just didn't work for

both sides, so they wanted a higher premium. They

were looking for [ilflor N or whatever the
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number might be for a |||l vorking interest on
our part, and from our perspective it didn't produce
the customer savings.

So when I talk about the ultimate terms
that we're trying to negotiate, it was around that
carry and some of the terms that would impact
ultimately our economics and the counter party's
economics. So we just couldn't come to an agreement.

In other cases we may have come to an
agreement and then brought in a third party
independent evaluator like a LaRoche or a Four Star
or somebody to evaluate it, and when they began to
look at the company's type curves and their seismic
data and that kind of stuff it just didn't prove out.
It just wasn't -- you know, we just couldn't get
comfortable with the data they had provided.

So those are sort of some of the things
that we saw along the way as we were negotiating some
of these terms. But primarily it was the issue of
carry and what the counter parties' expectations were
versus what we were willing to pay in order to ensure
a meaningful level of customer savings.

Q. Are the customer savings guaranteed under
FPL'g proposal for its investments in the gas reserve

projects?
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this amount."
A. I would have to check. Subject to check, I
don't know.
Q. Can you get that into a late filed exhibit?
A. So just to make sure I understand your

question, ask it again for me, please.

Q. All right. The guideline ID states that:
"FPL would not obligate itself to invest more than a
certain amount in the aggregate on gas reserve
projects over the course of any one calendar year."

A. Right.

Q. What is the relative percentage of capital
versus expense in that amount?

A. So if I can partially answer your question,
the $750 million is a capital amount. That is meant
to be capital. Now, obviously we're not asking for
recovery of $750 million in one year. There's revenue
requirements associated that would be calculated based
on that.

So if you used the Woodford project as an
example, you're probably talking, you know, - -
bear with the math, it's just a sort of a rough
example -- but |l nillion of revenue
requirements in that first year.

Now, you have customer savings above and

]
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 140001-EI
FILED: October 25, 2014

IN RE: FUEL AND PURCHASED POWER
COST RECOVERY CLAUSE WITH
GENERATING PERFORMANCE INCENTIVE
FACTOR

Florida Power & Light Company
700 Universe Blvd.

Juno Beach, Florida

November 14, 2014

8:05 a.m. - 10:50 a.m.

CONFIDENTIAL DEPOSITION OF SAM FORREST

VOLUME 2

Taken on behalf of the Alice Teslicko before
Alice J. Teslicko, RMR, Notary Public in and for the
State of Florida at Large, pursuant to a Notice of

Taking Deposition in the above cause.
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or gross negligence and to the extent that those costs
aren't covered by an insurance policy.

So in the case of say personal injury,
PetroQuest will have an insurance policy, an
individual personal injury policy as well as an
umbrella policy that will cover all of the working
Iﬁééieéthowner.;ights.

So to the extent that the costs aren't
covered through those insurance policies, then vyes,
they would be passed through.

0. You would agree the insurance arrangements
are set forth in the agreement, correct?

A. The policies themselves which are required
are set forth in the agreement. The actual policies
themselves I have not seen.

0. Okay. So on Page 18 of 78 of this
document --

A. Correct.

0. N o1 G o

read into the record that provision, please?

L RS R
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e B L R R s
SR R S T o T TR Y Y
AR A

Q. Okay. Where is the applicable operating
agreement?

A. They are -- the applicable operating
agreement is an attachment to this document that is
negotiated between the operator and non-operator to
govern operations through drilling and then, you know,
for however long is gas is flowing through the
operations of that.

Then it does define the joint operating
agreement -- does define what types of insurance are
required. So it's negotiated after this document.

Q. Would you show it to me, where it is in your
agreement in SF-4, please?

A. It is not included in this document.

Q. So the applicable operating agreement is not
part of this document?

A. I'll defer to my attorneys. It is. I'm not
sure why it's not included here.

Q. Because what I found was on Page 78 of 78,
Exhibit G, there's a place that says "Formal operating
agreement, see attachment.™

A. Right.
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that's been done to develop the property, the risk
that they've taken for the land work they've done, or
any previous drilling that they've done on the site to
enhance drilling opportunities.

So they've received the carry and they will
essentially get | of the working interests
in the property in exchange for essentially
_ of the costs.

So for them this is an opportunity for them
to drill acreage that they already have that they may
not have otherwise focused on as a result of the
premium that's being paid. So for them it's just a
further expansion of their business, allows them to
allocate their capital in other places that may have
interest to them as well.

So from their perspective this is right in
line with their business model. They are a gas
operator.

Q. Would it be fair to say it may help them
finance the operations?

A. It may help them finance these operatiomns,
as well as others, by being able to deploy their
capital elsewhere.

Q. Does it potentially help insulate them from

some market risk as well?
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We have had conversations previously with counter
parties that are not interested in doing it, if we're
talking about physical supply.

0 Right.

A. So if I wanted to buy a long term physical
supply position from you at a fixed price, say five
years or ten years or whatever that number is, there
are very few counter parties out there --

O Bl vc talked about yesterday.

A B i somebody that --

0 Maybe can do it. But alsoc --

A They can do it, but they have no interest in
doing it.

Q. Same qguestion, you were asked about hedges.
You said, hey -- as I understood your answer you said
people don't do long term hedges at fixed price
because of the credit consequences of it, right?

A Yeah. So to break it into the two
components of it, you have a physical fixed price
hedge and the financial fixed price hedge.

On the physical side of the marketplace the
counter parties that might be willing to do it are
counter parties that I would not be comfortable with
from a credit profile perspective. You're talking

about in some cases a non-investment grade entity.
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place to start and then kind of explain why I think
it's different.

So if we do a fixed price physical
transaction with some counter party, whoever that
might be -- again, with the caveat that we haven't
found any in the marketplace available and I'm not
sure I would do one anyway with a counter party that
might be willing to do one, just because of the
credit risk. We have added a tremendous amount of
risk to the portfolio.

If I did a transaction with you at $4.00 a
BTU for a 1l0-year period and gas prices go to $7.00,
you're going to be posting a tremendous amount of
collateral to me as a result of that to protect my
position, because I'm way into the money and I've got
no assurance that you'll be able to deliver that. I
mean, you're probably talking about an entity that is
a B rated entity. There's a tremendous amount of
exposure on that.

Again, I don't think that anybody is
willing to offer that, but that's the corollary. The
risk is counter party risk in this particular case.

What we are offering our customers is
saying let's go to 2016, because in 2015 we've hedged

about _ of our overall order flow. So our
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customers are fairly protected with the vast majority
of the market risk that exists. There's still that
other | of the market that can obviously go
up and down and will go up and down. 2016 and beyond
they're completely exposed to the marketplace.

So for 50 years -- I mean, as far as you
can see we're going to be buying natural gas in some
form. Over the near term it tends to ramp up. So
we're probably projecting about probably 600 billion
cubic feet by the end of the decade. They are
exposed to every single market move that happens
during that period for all of that gas.

Q. "They" being ratepayers?

A. "They" being our customers. They are
completely exposed to whatever happens and that's from
now until forever, until we stop buying natural gas
sometime in the future.

0. I'm sorry?

A. I was going to say, this is an opportunity
for just a small fraction of that.

Again, remember, at the very peak of this
production profile it's about 2.7 percent of our
daily needs. It ramps up pretty quickly again
because of the depletion of the wells. But at the

absolute max it's about 2.7 percent of our daily
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EXHIBIT D
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

Fuel and purchased power cost recovery clause Docket No: 140001-EI
with generating performance incentive factor

STATE OF FLORIDA )
) AFFIDAVIT OF SAM FORREST

COUNTY OF PALM BEACH )

BEFORE ME, the undersigned authority, personally appeared Sam Forrest who, being first duly
sworn, deposes and says:

1. My name is Sam Forrest. I am currently employed by Florida Power & Light Company
(“FPL”) as Vice President of the Energy Marketing and Trading (“EMT”) Business Unit. My business
address is 700 Universe Blvd., Juno Beach, Florida, 33408. I have personal knowledge of the matters stated
in this affidavit.

2. I have reviewed Exhibit C and the documents that are included in Florida Power & Light
Company’s (“FPL”) Request for Confidential Classification concerning information provided in my
depositions regarding gas reserves for which I am identified on Exhibit C as the affiant. The documents and
materials that I have reviewed (Confidential Deposition of Sam Forrest Volumes 1 and 2) contain
proprietary confidential business information, including information concerning bids or other contractual
data, the disclosure of which would impair the efforts of FPL or its affiliates to confract for goods or
services on favorable terms. Disclosure of this information would violate nondisclosure provisions of FPL’s
contracts with certain vendors and impair the efforts of FPL or its affiliate to contract for goods or service
on favorable terms. In addition this information relates to competitive interests, the disclosure of which
would impair the competitive business of FPL, its affiliates or its vendors. Specifically, the documents
contain information regarding gas reserves estimates, projected economics and other terms, The disclosure
of this proprietary confidential business information would provide other participants in the fuel and
financial markets insight into FPL’s hedging practices that would allow them to anticipate FPL’s trading
decisions and impair FPL’s ability to negotiate for these commodities, to the detriment of FPL and its
customers. Disclosure of this information would also place FPL at a competitive disadvantage when
coupled with other information that is publicly available. To the best of my knowledge, FPL has maintained
the confidentiality of these documents and materials.

3. Consistent with the provisions of the Florida Administrative Code, such materials should
remain confidential for a period of not less than eighteen (18) months. In addition, they should be returned
to FPL as soon as the information is no longer necessary for the Commission to conduct its business so that

FPL can continue to maintain the confidentiality of thes
S 4 Affiant says nothing further. ("

Sam ForreSt

SWORN TO AND SUBSCRIBED before me this ﬂSway of November 2014, by Sam Forrest
who is personally known to me or who has produced (type of identification) as
identification and who did take an oath.

My Commission Expires: (—/h"d““% M Aj

Note{‘{'y Public, State of Florida

MARITZA MRANDAWIGE
MY COMMISSION ¥ FF 002868

EXPIRES: May 30, 2017
Bonded Thre Nolary Publlo Undlrwrltcrl






