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TERMS OF USE

Disclaimers and Use Restrictions

PA Consulting Group, Inc. (“PA”) has prepared this Firm Gas Transport Agreement Analysis
(the “Report’) for the use of the City of Vero Beach (“Vero Beach” or the “City”) and its legal
advisor Edwards Wildman Palmer LLP ("EWP”).

All use and reliance on this Report by any authorized third party is subject to the following
terms and conditions.

1.

You may not change, alter, or adapt the Report or further distribute the Report, except to
the City of Vero Beach.

The Report represents PA’s professional opinion as of the date of the Report. Further, PA
confirms, to the best of its knowledge, that the Report, as of its date, is not inaccurate or
misleading in any material respect and does not omit to state any material fact necessary
to make any such information fair and accurate given the conditions and assumptions set
forth in the Report, the circumstances under which such statements were made, and
subsequent discussion of the matters covered by the Report.

You acknowledge that the Report is not an audit and was not undertaken to express a
financial opinion or to provide investment advice, and that PA does not express an
opinion on the financial information (or any other information) contained in the Report.
You further acknowledge that had PA performed additional due diligence, other matters
might have come to its attention that would have been reported.

You acknowledge that (i) some information in the Report is necessarily based on
predictions and estimates of future events and behavior; (ii) such predictions or estimates
may differ from that which other experts specializing in the electricity industry might
present; (iii) PA’s analysis and findings are current as of as February 2012 and, where
applicable, incorporate underlying market data as of December 30, 2011; (iv) the
provision of a Report by PA does not obviate the need for potential investors to make
further appropriate inquiries as to the accuracy of the information included therein, or to
undertake an analysis on their own; and (v) the Report is not intended to be a complete
and exhaustive analysis of the subject issues and therefore will not consider some factors
that are important to a potential investor's decision making. Nothing in the Report should
be taken as a promise or guarantee as to the occurrence of any future events.

By reviewing, using or relying on the Report, you release PA from any claims arising from
your review, use of or reliance on the Report, including by way of example only, any claim
for the negligent provision of information. In no event and under no circumstances shall
PA be liable to you for any principal, interest, loss of anticipated revenues, earnings,
profits, increased expense of operations, loss by reason of shutdown or non-operation
due to late completion, or for any consequential, indirect or special damages.
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1. FIRM GAS TRANSPORT AGREEMENTS

The City of Vero Beach (“Vero Beach” or the “City”) is party to two (2) firm natural gas
transportation agreements (together, the “Transport Agreements”) with Florida Gas
Transmission Company, LLC (“FGT"), which supply Vero Beach with firm natural gas pipeline
capacity for the delivery of natural gas into the City." FGT’s pipeline originates in eastern
Texas, travels through Louisiana, Mississippi and Alabama, along the Florida panhandle and
terminates in south Florida.? The basic terms of the Transport Agreements include the
following:

e Vero Beach’s FTS-1 agreement allows for a maximum daily quantity (‘MDQ") of 5,156 to

12,160 MMBtu, depending on the delivery month, and its primary term expires December
31, 2030; and

e Vero Beach’s FTS-2 agreement allows for an MDQ of 8,000 MMBtu, and its primary term
expires December 31, 2016.°

Edwards Wildman Palmer LLP (“EWP”), on behalf of Vero Beach, requested that PA
Consulting Group, Inc. (“PA”) opine on the fair market value (“FMV”) of the Transport
Agreements, in conjunction with the potential acquisition of Vero Beach'’s electric generation,
transmission and distribution system by Florida Power and Light (“FPL”).

Overall, PA estimates the value of the transport agreements is between $10.8 and $5.5
million, based on range of discount rates ranging from 4% to 14%. The range of discount
rates reflects the weighted average cost of capital (WACC) for the universe of potential
buyers. This includes municipal electric and cooperative utilities on the low end of the WACC
range to financial institutions and Independent Power Producers on the high end of the
WACC range. Specifically, PA has also calculated the expected value to Orlando Utilities
Commission (“OUC”) and Florida Power and Light (“FPL"), as they are two interested parties
in the potential sale of the contracts. The low end of the WACC range underpins the value of
the Transport Agreements to OUC (approx. $10.8m), while the value to FPL would be $10.0
million based on a 5% WACC.

The following memorandum outlines PA’s methodology, assumptions and findings, which are
all consistent with our standard approach to contract valuation.

Titis important to understand that these agreements are for firm pipeline capacity only; natural gas commodity to
be transported over the pipeline is purchased separately.

2 The two Transport Agreements are for FTS-1 and FTS-2 service, respectively, where FTS is defined as Firm
Transportation Service. The primary difference between FTS-1 and FTS-2 service is a trade-off between fixed
reservation charges (FTS-1 fixed reservation costs are lower than FTS-2 fixed reservation costs) and variable
usage costs (FTS-1 variable usage costs are higher than FTS-2 variable usage costs).

8 Shippers (e.g., Vero Beach) have the right of first refusal to retain existing capacity at the expiration of the
primary term of the contract.
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1. Firm gas transport agreements

1.1 METHODOLOGY AND ASSUMPTIONS

The FMV of firm natural gas transportation contracts can be derived by analyzing the
potential natural gas commodity price arbitrage opportunity between the contracted receipt
and delivery points on the pipeline minus the fixed and variable charges associated with the
firm gas transportation agreement. In short, the value of a given firm natural gas
transportation contract is determined by the ability to “buy natural gas” at the agreement’s
receipt point and “sell natural gas” at the agreement’s delivery point, relative to the cost of

obtaining the ability to do so.

To determine the value of the arbitrage opportunity between the contracted receipt and
delivery points, PA analyzed historical actual natural gas prices and employed its proprietary
stochastic (e.g., volatility) model to analyze underlying natural gas price volatility and
correlations between these two points. Using this model, PA analyzed the points in time in
which price arbitrage opportunities have existed between the receipt and delivery points, and
assumed that the contracted counterparty would liquidate natural gas into the Florida market
to capture the available price margin during these times.*

4 As discussed in Section 1.2, limited liquidity in the Florida gas market may prevent realization of arbitrage value
in all hours.
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1. Firm gas transport agreements

1.1.1 Natural gas prices

Under the Transport Agreements, the City has the firm right to transport gas from receipt
points in the Western Division of FGT’s system to the delivery point, Vero Beach, in FGT’s
Market Area. PA assumed Henry Hub prices as a proxy for receipt point prices and used
Florida Citygate as a proxy for pricing at the delivery point. PA determined that Henry Hub’s
close location to the Western Division of FGT’s system and the Hub’s deep liquidity made it
an appropriate pricing hub for the receipt point. And, of the natural gas price hubs in Florida,
PA determined that Florida Citygate is the closest hub to the delivery point and it has
sufficient reported daily prices and adequate liquidity to use for this purpose.

Figure 1-1: Florida Gas Transmission Pipeline
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Vero

Henry Hub ) Beach

Western Division Market Area

Sources: PA Consulting Group and copyrighted material excerpted from Ventyx's Velocity Suite Energy
Map.

PA’s analysis used natural gas price projections based on PA’s Henry Hub price forecast, and
PA’'s market-by-market view of demand seasonality and natural gas spot price basis
differentials to the Henry Hub. PA’s Henry Hub price projections incorporate NYMEX futures
contract prices, as of December 30, 2011, for 2012 and 2013. For 2014 and 2015 natural gas
price projections are trended to a long-term consensus forecast commencing in 2016.° For
this analysis, the Florida Citygate prices reflect historical seasonal variability and basis
differentials to Henry Hub.

® Since the end of 2011, near- and long-term forwards and projections for natural gas commodity prices have
declined; for example, as of May 30, 2012, 2013 Calendar Year Henry Hub gas price forwards have declined
approximately $0.30/MMBtu, or approximately 8%) relative to December 30, 2011 . At the same time, the
projected price at Florida Citygate has fallen almost as much. As a result, though overall natural gas prices have
fallen since the end of 2011, these changes have a minimal impact on the value of the Transport Agreements due
to the fact that PA’s analysis analyzes the arbitrage opportunity between the FTS contracted receipt and delivery
points (see this Section 1.1 for a discussion on methodology); on average, the projected delta between the two
arbitrage points has narrowed by approximately $0.01/MMBtu since the end of 2011.
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1. Firm gas transport agreements m

Table 1-1: Projected Annual Henry Hub & Florida Citygate
Prices as of 12/30/2011 (nominal $/MMBtu)
2012 3.24 3.54
2013 3.94 4.32
2014 4.56 5.00
2015 5.29 5.80
2016 6.13 6.72
2017 6.32 6.93
2018 6.45 7.07
2019 6.63 7.26
2020 6.87 7.53
2021 7.16 7.85
2022 7.48 8.20
2023 7.78 8.53
2024 8.12 8.90
2025 8.47 9.28
2026 8.76 9.60
2027 9.08 9.95
2028 9.39 10.29
2029 973 10.67
2030 10.01 10.98
2031 10.31 11.30
2032 10.49 11.50
2033 10.68 11.71
2034 10.87 11.92
2035 11.07 12.13
2036 11.27 12.35
Sources: PA Consulting Group analysis, Ventyx's Energy Velocity Suite and
Platts, The McGraw-Hill Companies Inc.
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1. Firm gas transport agreements

1.1.2 Transport Agreement charges

As is the case with all interstate pipelines in the United States, FGT publishes tariff rates for
various service types (e.g., firm and interruptible) over its pipeline. In particular, the current
tariffs for FTS-1 and FTS-2 service are found in the FERC Gas Tariff of Florida Gas
Transmission Company, LLC, Fifth Revised Volume No. 1. Key tariff components for these
two agreements are shown in Table 1-2.

Table 1-2: FGT Tariff Components (nominal $)

Charge FTS-1 FTS-2
Reservation Charge ($/MMBtu reserved capacity) 0.4694 | 0.7185
Usage Charge ($/MMBtu shipped) 0.0256 | 0.0076
ACA Charge ($/MMBtu shipped) 0.0018 | 0.0018
Fuel Reimbursement Charge 3.01% | 3.01%
ﬁouqce: FERC Gas Tariff of Florida Gas Transmission Company, LLC, Fifth Revised Volume
0.

In general, the cost components of the FTS-1 and FTS-2 tariffs can be placed into two
“buckets”:

e Fixed Charges: The reservation charge, which must be paid by the counterparty to FGT
based on the applicable contracted MDQ, regardless of whether or not the pipeline
capacity is actually used; and

e Variable Charges: Includes the usage charge, ACA’ surcharge and fuel reimbursement
charge, and only apply if the contracted pipeline capacity is used to transport natural gas.

Based on PA’s analysis and other market knowledge available to PA, the current tariff rates,®
with the exception of the fuel reimbursement charge, are assumed to remain constant going-
forward on a nominal dollar basis. The fuel reimbursement charge will fluctuate depending on
the underlying price of natural gas.

® As of the date of this analysis (February 2012), the current tariffs are Version 5.0.0, and can be found at
http://infopost.panhandleenergy.com/InfoPost/jsp/FGT_frameSet.jsp?pipe=fat.

" Annual Charge Adjustment ("ACA”") is a surcharge permitted by Section 154.38 (d) (6) of the FERC’s Regulations
permitting interstate pipeline companies to recover all Total Annual Charges assessed to them by FERC.

& With the exception of the fuel reimbursement charge percentage, which is updated semi-annually, there is no
fixed schedule for the adjustment of transport rates. Since 2005 Florida Gas Transmission Company has had one
rate case, filed in October 2010, addressing transport rates.
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1. Firm gas transport agreements

1.2 RESULTS

Based on the methodology and assumptions outlined in the previous section, PA calculated
the expected arbitrage value associated with buying gas at the Transport Agreements’ receipt
point and selling gas at the delivery point, as well as the fixed and variable costs associated
with the firm rights to move gas from the receipt point to the delivery point as desired. The
result of these calculations (shown in Appendix A) is a forecast of expected cash flows
associated with the Transport Agreements.

In performing these calculations PA has limited the realized arbitrage opportunities to periods
of high natural gas usage in the power sector only, given the historically limited market
liquidity in the Florida natural gas market. PA believes this assumption to be reasonable yet
conservative, and it produces a reasonable range of expected cash flows for the Transport
Agreement.’

PA calculated the FMV of the Transport Agreements to be $10.8 to $5.5 million based on the
present value of these expected future cash flows using a range of discount rates from 4% to
14%. The range of discount rates reflects the WACC range for the universe of potential
buyers. This includes municipal electric and cooperative utilities on the low end of the WACC
range to financial institutions and Independent Power Producers on the high end of the
WACC range. Specifically, PA has also calculated the expected value to QUC and FPL as
they are two interested parties in the potential sale of the contracts. The low end of the
WACC range underpins the value to OUC (approx. $10.8m), while the value to FPL would be
$10.0 million based on a 5% WACC.

Table 1-3: Contract Values by WACC (millions $)

4% 14%
8 4.0

FTS-1 ¥
FTS-2 1.9 1.5
Total 10.8 55

Source: PA Consulting Group analysis.

9 |t should be noted that PA has not analyzed market sensitivities as part of this analysis. However, it is possible
that certain scenarios could lead to increased price volatility and liquidity in the Florida natural gas market
(including the addition of significant gas-fired generating capacity by Florida electric utilities), which may lead to a
FMV between the “on-peak only” and “all-hours” valuation ranges.
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APPENDIX A: DETAILED RESULTS

This section provides detailed proformas of PA’s projections.

Table A-1 (a): FTS-1 Contract Cash Flow Projections (2012 — 2021) (nominal $)

Units 2012 2013 2014 2015 2016 2017 2018 2019 2020
Operations
Capacity MVBtu/day 8,057 8,057 8,057 8,057 8,057 8,057 8,057 8,057 8,057 8,057
Gas transport decision
Henry Hub price $/MMBtu 324 3.94 4.56 5.29 6.13 6.32 6.45 6.63 6.87 7.16
Fiorida Citygate price $/MVBtu 354 432 5.00 5.80 6.72 6.93 707 7.26 753 7.85
Commodity Rate (includes ACA) $/MMVBtu 0.027 0.027 0.027 0.027 0.027 0.027 0.027 0.027 0.027 0.027
Fuel Reimbursement Charge % of flow 301% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%

Variable Marketing Margin

Variable marketing margin $000 289 370 460 538 629 649 663 682 709 740
Fixed Expense
Reservation charge $MMBtu 0469 0.469 0.469 0.469 0469 0.469 0.469 0.469 0.469 0.469
Expense $000 21 2 21 21 21 21 21 21 21 21
Total Margin $°000 268 349 439 516 607 628 642 661 688 719

Source: PA Consulting Group analysis.

Table A-1 (b): FTS-1 Contract Cash Flow Projections (2021 — 2030) (nominal $)

Units 2022 2023 2024 2025 2026 2027 2028 2029 2030

Operations

Capacity MVBtu/day 8,057 8,057 8,057 8,057 8,057 8,057 8,057 8,057 8,057
Gas transport decision

Henry Hub price $/MVBtu 748 7.78 8.12 847 8.76 9.08 938 973 10.01

Florida Citygate price $/MVBtu 8.20 853 890 928 9.60 995 10.29 1067 10.98

Commodity Rate (includes ACA) $/MMVBtu 0.0274 0.0274 0.0274 0.0274 0.0274 0.0274 0.0274 0.0274 0.0274

Fuel Reimbursement Charge % of flow 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%
Variable Marketing Margin

Variable marketing margin $'000 774 806 843 881 912 946 980 1,016 1,047
Fixed Expense

Reservation charge $/MVBtu 0.469 0.469 0.469 0.469 0.469 0.469 0.469 0.469 0.469

Expense $000 21 21 21 21 21 21 21 21 21

Total Margin $'000 752 785 822 859 890 925 959 995 1,026

Source: PA Consulting Group analysis.
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At PA Consulting Group, we transform the performance of organizations

We put together teams from many disciplines and backgrounds to fackle the most complex problems facing our clients, working
with leaders and their staff to turn around organizations in the private and public sectors. Clients call on us when they want:

an innovative solution: counter-intuitive thinking and groundbreaking solutions
a highly responsive approach: we listen, and then we act decisively and quickly

delivery of hard results: we get the job done, often trouble-shooting where previous initiatives have failed.

We are an independent, employee-owned firm of talented individuals, operating from offices across the world, in Europe, North America,
Middle East, Asia and Oceania. We have won numerous awards for delivering complex and highly innovative assignments, run one

of the most successful venture programmes in our industry, have technology development capability that few firms can match, deep
expertise across key industries and government, and a unique breadth of skills from strategy to IT to HR to applied technology.

- defense ¢ energy ° financial services « government and public services ¢ life sciences and healthcare
« manufacturing « postal services - retail » telecommunications ¢ transportation

- strategic management « innovation and technology ¢ IT ¢ operational improvement « human resources « complex programme delivery

Delivering business transformation
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Corporate headquarters

123 Buckingham Palace Road
London SW1W B8R

United Kingdom

Tel: +44 20 7730 9000

United States headquarters
4601 N Fairfax Drive

Suite 600

Arlington, VA 22203

Tel: +1 571 227 9000

www.paconsulting.com

This document has been prepared by PA

on the basis of information supplied by the
client and that which is available in the public
domain. No representation or warranty is given
as to the achievement or reasonableness

of future projections or the assumptions
underlying them, management targets,
valuation, opinions, prospects or returns,

if any. Except where otherwise indicated,

the document speaks as at the date hereof.
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This document is confidential to the
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electronic, mechanical, photocopying or
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