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penalty if we ) not make a prudency determination satisfactory to FPL. We have jurisdiction
over the subject matter by the provisions of Chapter 366, Florida Statutes.

A. Additional Firm Natural Gas Transportation

Description ¢ | L’s Existing Pipeline Capacity

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

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

Description of Proposed Pipeline Projects

In its petition, FPL states that 400 MMct/day of additional firm natural gas transportation
capacity is required beginning in 2017. The primary factors driving this increased need are the
three modernization projects currently in progress at FPL’s Cape Canaveral, Riviera Beach, and
Port Evergla s natural gas plants to upgrade older, 1960’s-era steam co1 »>ustion turbine
generating units to modern, and more efficient combined cycle technology. FPL proposes to
meet this need by implementing two new contracts for firm pipeline capacity within the northern
and southern portions of the state.
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To quantify this risk of under forecasting, FPL analyzed the long term forecasts contained in its
TYSPs from 1988 through 2012 and compared these forecasts to actual load growth. In
particular, for each year of the ten-year forecast horizon contained in the TYSPs, FPL calculated
the differences between the forecasted values of NEL and summer peak demand and their
corresponding actual values. From these differences, FPL was able to calculate a confidence
interval of forecast accuracy for each of the ten years in the forecast horizon. These ten
confidence intervals allow FPL to calculate how much their base case forecasts must be
increased so that there is a 75 percent probability that actual NEL and summer peak demand will
be less than or equal to their risk-adjusted forecasts. For the forecasts beyond the ten-year
forecast horizon covered by the Ten-Year Site Plans (years 2023 through 2032), FPL utilized a
constant adjustment factor associated with the ten-year forecast horizon for its NEL and summer
peak demand forecasts. We reviewed the data from which FPL derived its risk adjustment
factors and confirmed that the data was correctly taken from prior TYSPs and that the resultant
forecast errors, variances, and confidence intervals were aj ropriately calculated.

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

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

FPL’s choice of selecting a 75 percent confidence interval for its risk adjustment factor is
somewhat subjective. For example, FPL could have selected a different confidence interval such
as 67 percent confidence interval (with an attendant 33 percent chance of under forecasting),
which would lower their risk adjusted forecasts. However, the intuitive appeal of FPL’s

* See Document Number 05759-13, in Docket No. 130198-EI, FPL’s response to Staff’s Second Data Request,
number 7, page | of 1, issued September 26, 2013.
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Based on Order Nos. 12645 and 14546’, prudent and reasonable transportation charges
incurred in the delivery of fuel are allowable expenses in the fuel and purchased power cost
recovery clause. Therefore, pipeline charges associated with the delivery of natural gas to FPL’s
generating stations are eligible for recovery through the fuel clause. While we find that this
project is cost effective relative to alternatives, we retain authority to determine the prudent cost
and reasonableness of expenses charged to the fuel clause and will review these expenses
annually as part of the fuel clause roceedings.

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

Decision

Upon review, FPL’s deci n to enter into long-term natural gas transportation contracts
with Sabal Trail and FSC was based on a fair and open RFP process. The contracts are projected
to save up to $450 million over the term of the contracts when compared to the next most cost-
effective proposal. We find that FPL is eligible to seek recovery of costs associated with the
firm natural gas transportation contracts wi  Sabal Trail and FSC in the fuel clause, where they
will be reviewed annually. The prudence of the actual transportation costs will be examined in
the annual Fuel Doc et] >ceedings.

Based on the foregoing, it

ORDERED by the Florida Public Service Commission that Florida Power & Light
Company has demonstrated a need for 400 MMcf/day of additional firm natural gas transmission
capacity by 2017. It is further

ORDERED that Florida Power & Light is eligible to seek recovery of costs associated
with firm nat al gas transportation contracts in the fuel clause, where they will be reviewed
annually. It is further

ORDERED that the pro' :ons of this Order, issued as proposed agency action, shall
become final and effective upon the issuance of a Consummating Order unless an appropriate
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by
the Commission Clerk, Division of the Commission Clerk, 2540 Shumard Oak Boulevard,

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

Expenses.
8 FPL’s response to Staff’s second data request, no. 5, filed on September 26, 2013,
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Tallahassee, Florida 32399-0850, by the close of business on the date set forth in the “Notice of
Further Proceedings™ attached hereto. It is further

ORDERED that in the event this Order becomes final, this docket shall be close

By OF )ER of the Florida Public Service Commission this 28th day of October, 2013.

ey

ANN COLE

Commission Clerk

Florida Public Service C¢ imission
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399

(850) 413-6770
www.floridapsc.com

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

TLT

NOTICE OF FURTHER PROCEEDINGS € _JUDICIAL REVIEW

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

Mediation may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.

The action proposed herein is preliminary in nature. Any person whose substantial
interests are affected by the action proposed by is order may file a petition for a formal
proceeding, in the form provided by Rule 28-106.201, Florida Administrative Code. This
petition must be received by the Office of Commission Clerk, 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850, by the close of business on November 18, 2013.
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In the absence of such a petition, this order shall become final and effective upon the
issuance of a Consummating Order.

Any objection or protest filed in this/these docket(s) before the issuance date of this order
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the
specified protest period.





