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.. GULF POWER COMPANY 

LONG-TERM COAL PROCUREMENT STRATEGY 2 

AND TACTICAL PLAN 3 

4 

5 

6 Introduction 

7 

8 Gulf operates three coal-fired plants (Crist, Smith, and Scholz) with a 

9 combined normal full load gross rating of 1,455 Mw's. Gulf co-owns two 

10 coal fired plants; Gulf owns 50% of Plant Daniel which is operated by 

11 Mississippi Power with a projected annual coal consumption of 1.5 million 

12 tons and 25% of Plant Scherer's Unit 3 which is operated by Georgia 

13 Power and has a projected annual consumption of 1.0 million tons. The 

14 combined normal full load capacity of Gulf's ownership of Daniel and 

15 Scherer is 756 MW In total, Gulf operates coal fired plants with an annual 

16 coal consumption over 4.4 million tons. The procurement of this coal is 

17 critical to the success of Gulf Power Company. 

18 

19 Competition in the electricity industry, consolidation in the coal industry, 

20 and environmental laws and regulations are just a few of the challenges 

21 facing power generators today. As the electric utility industry evolves, a 

22 procurement strategy must address several issues in order to provide a 

23 reliable, cost-competitive, environmentally acceptable fuel supply. 

24 


25 


1 




.., 

". The following is provided in order to develop Gulf's coal procurement 

2 strategy: 1) a review of the current coal program including current 

3 commitments and uncommitted requirements, 2) a procurement strategy 

4 that identifies and addresses specific risks and risk mitigation strategies 

5 and discusses a strategic plan, and 3) a tactical plan detailing specific 

6 actions required to achieve the strategy. 

7 

8 Fuel Program Overview ECLASS D 
9 

10 Plants Crist and Smith are barge served plants and have three long-term 

11 coal contracts. The first is with Glencore L TO's Calenturitas and La Jagua 

12 mines for 500.000 tons a year for 2007 and 2008; the second is with 

J3 Interocean Coal Sales , LOC's Mina Pribbenow Mine for 1.5 million tons a 

14 year for 2007 and 2008 ; and the th ird is with The American Coal 

15 Company's Galatia Mine for 1.2 million tons a year for 2007 through 2010 . 

16 Interocean will also ship 800,000 tons of 2006 make-up coa l in 2007 . In 

17 addition , Gu lf has 300,000 tons of spot coal committed from Glencore in 

18 2007. This leaves a remaining need of approximately 148,000 tons in 

19 2007. Due to the fact that Crist and Smith share a common transportation 

20 mode as well as common coal contracts, these plants will be grouped 

21 together in formulating a procurement strategy. 

22 

23 In the following charts, the projected requirements for year 2007 are from 

24 In the October 2006 DEPS update and from the official System budget 

25 October 2006 for future years. The chart below illustrates the projected 

2 



burn and commitments of coal for Crist and Smith through 2012: 

2 
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5 


6 Plant Scholz is rail served and has no coal commitment in place for 2007. 


7 The 174,000 tons of need in 2007 will be supplied with short-term (spot) 


8 coal. There are no committed tons at Scholz for 2008 and beyond. 


9 

10 The following chart illustrates the projected burn and commitments of coal 

11 for Scholz through 2011: 

3 
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3 

4 Gulf Power owns 50% of Units 1 and 2 at Plant Daniel. Daniel is rail served 

5 and currently has five long-term coal contracts . Two are with Peabody's 

6 Twenty-Mile mine in Colorado The first contract totals 300,000 tons for 

7 2007. The second Twentymile agreement is for 916,000 tons in 2007 

8 (including 166,000 tons of 2006 make-up coal) and 300,000 tons in 2008. 

9 The third contract is with Oxbow's Elk Creek Mine in Colorado and is for 

10 600,000 tons in 2007 and 300 ,000 in 2008. The fourth contract is with 

11 Interocean Coal Sales, LOC's La Loma Mine in Colombia for 500 ,000 tons 

12 in 2007 and 800,000 tons in 2008 . The fifth contract is with Glencore 's La 

13 Jagua and Calenturitas Mines and is for 1.1 million tons a year for 2007 

14 and 2008 and 500,000 tons in 2009. 

4 
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Based on current burn projections, Gulf's ownership of Daniel is fully2 

3 committed for 2007. There are no committed tons at Daniel for 2010 and 

beyond.4 

5 

6 The following chart illustrates Gulf's 50% ownership in projected burn and 

7 commitments of coal for Daniel through 2012: 

8 

9 

10 

11 

Plant Daniel 
Tons X 1,000 Fuel Program Status 

2,000 (50% Ownership) 
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13 

14 Gulf Power owns 25% of Unit 3 at Plant Scherer. Plant Scherer is classified as 

15 an NSPS plant requiring the use of 1.2 Ibs S02 or less. All 4 units at Scherer 

5 
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began utilizing Powder River Basin (PRB) sub-bituminous coal from Wyoming 

2 in January 2004. The following chart shows the commitments for Gulf's 25% 

3 ownership in Scherer Unit 3. Plant Scherer is 100% committed in 2007 with 

4 ten (10) long-term contracts in place supplying approximately 15.2 million tons 

5 for the total plant. Of this volume approximately 845,000 contract tons are in 

6 place for 2008 leaving an uncommitted need of 141 ,000. Years 2009, 2010, 

7 201 1, and 2012 are committed for 800,000 tons. 320.000 tons, 320,000 tons 

8 and 250,000 tons respectively. 

9 

IO The following chart illustrates Gulfs 25% ownership in Scherer Unit 3's 

11 projected burn and commitments of coal through 2012: 

12 

13 
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Procurement Strategy 

2 

3 As previously stated, the long-term coal procurement goal for Gulf Power 

4 Company will be to provide a reliable, cost-competitive, environmentally 

5 acceptable coal supply. The details of the strategy required to accomplish 

6 this goal are explained further in the paragraphs that follow. The 

7 successful coal program must provide flexibility in volume and pricing, 

8 become more diverse by pursuing other supply regions, create competition 

9 for supply, focus on reliability of supply, and adhere to changing 

10 environmental laws and guidelines. 

11 

12 The following will address the risks associated with each of these areas 

13 and identify strategies to mitigate them. Also included in this section is a 

14 discussion of a strategic plan that incorporates several of these mitigation 

15 techniques. 

16 

17 Risks and Risk Mitigation Strategies 

18 

19 Volume Risk and Strategy 

20 The uncertainty in the amount of coal generation and therefore coal supply 

21 that will be needed in the future is still one of the most critical risks that 

22 must be addressed in developing a strategy for long-term coal 

23 procurement. However, with the increase in overall system load over the 

24 past few years, this risk is being reduced as some intermediate coal units 

25 are becoming base loaded generation. The fluctuation of weather, natural 

7 




gas pricing, and economic growth will continue to impact future coal burn 

2 requirements. The addition of gas-fired capacity to the Southern Company 

3 system over the past few years will mean that coal burn has the potential 

4 to be displaced by the gas-fired generation if natural gas pricing decreases 

5 relative to coal pricing. 

6 

7 A portion of projected coal requirements should be firmly committed under 

8 long-term agreements providing a reliable and consistent supply of fuel. 

9 Coal suppliers also require a certain portion of long-term commitments in 

10 order to make financial investments in mining operations. Uncommitted 

II requirements can be obtained through short-term (spot) purchases as 

12 needed. Also , volume options can be incorporated into the long-term 

13 contracts. The combination of these firm commitments, spot purchases 

14 and contract options should be optimized in order to provide sufficient 

15 flexibility to adjust to changing requirements and market conditions. 

16 

17 Generating plants that are considered "base-load" have less uncertainty 

18 and therefore should be firmly committed to a higher percentage of future 

19 coal requirements. Base-load plants should utilize contract volume options 

20 primarily for pricing advantages as will be discussed later. Plants that are 

21 considered "intermediate" or "swing" plants have more uncertainty relating 

22 to future requirements and should have firm commitments but at a lesser 

23 percentage than base-load plants. The intermediate plants should 

24 incorporate more short-term spot purchases and/or contract option 

25 flexibility. Plants that are considered "peaking" should have little or no firm 

8 




commitments. These plants should rely on short-term spot purchases as 

needed or long-term agreements with volume commitments tied to the 

requirements of the plant. 

JLIiJ-LrPricing Risk and Strategy ECLAS...,~ 

Competing for energy market share with other utilities and power 

marketers requires competitive energy pricing. With over 50% of the 

electricity cost for coal-fired generation being fuel , competitively priced coal 

supplies must be maintained. The objective is to have a portfolio of long­

term contracts and spot coal supplies that provide pricing at or below 

market at any given point in time. Mechanisms to achieve this objective 

include: (1) starting the contract at or below market prices, (2) keeping the 

price fixed , or allowing only small annual price increases, below the 

expected rate of price inflation, (3) including contract volume options, 

purchased at a premium, if necessary, that can be optimized based on 

current market cond itions, and (4) reopening the contract (market reviews) 

every three years or less in order to adjust the contract price to the market 

price of coa l. Also, because of the size of our system , the volume of 

purchases made at a particular time can impact the market. Typically 

pricing varies from the low cost producers to the higher cost operations. 

Ranking bid proposals in order of least cost and cumulative volume 

produces the price curve similar to the following. 

9 
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Fuel Price Curve 
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14 

15 

16 Purchasing large volumes of coal requires purchasing higher on the pricing 

17 curve. This risk can be mitigated by staggering the term of all long term 

18 ag reements such that no more than 20-30% of the total volume of 

19 commitments expires or is subject to market review in anyone year. 

20 Where market power permits , addit ional mechanisms which can keep coal 

2 1 prices competitive includes (1) the use of unilateral price reviews, which 

22 provide the ability to maintain contract pricing at or below market pricing , 

23 and (2) multi-year contracts which have fixed prices throughout their terms. 

24 Other desirable pricing terms include (1) buy-out clauses, to enable us to 

25 reduce futu re liabili ty for unneeded or uneconomical coal , (2) caps on 

26 
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suppliers' governmental imposition claims, and (3) the use of quality 


2 penalties to discou rage the shipment of lower quality coal. 


3 


4 Diversitv of Supplv Risk and Strategy 

5 Procuring coal from various regions and suppliers is increasingly 


6 important. There is a risk in relying on one or two large producers from a 


7 single supply region to meet supply needs. It is increasingly important to 


8 avoid having significant quantities committed with a single supplier. Also, 


9 having the ability to utilize coal from various regions will decrease the 


10 availability risk associated with lack of supply in a particular region. The 

11 economic impact associated with a diverse portfolio of long-term 

12 commitments from various regions and suppliers must be evaluated versus 

13 the advantages. Diversifying will also keep the competition strong not only 

14 among the suppliers, but among the regions as well. 

15 

16 Close involvement with plant personnel will be required to actively pursue 

17 alternate sources including testing and plant modifications if required . 

18 The objective will be to continue to create competi tion among the reg ions 

19 and avoid being captive to one or two markets. As mergers and 

20 acquisitions continue in the coal industry , there is va lue in keeping some of 

21 the smaller producers healthy to ensure adequate competition among coal 

22 suppliers for the fu ture. 

23 

24 DECLASSIFIED 
25 

26 
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Reliability Risk and Strategy 

2 Reliability of coal supply has not been a major issue until late 2000 and 

3 early 2001. Prior to that time, coal supply had not been an issue for almost 

4 twenty years. The events seen in recent years pertaining to reliability of 

5 supply were last seen surrounding the events of the oil embargo of the 

6 1970's. Since that time, the coal industry has lived in an oversupply 

7 situation. During the past 10 years, the financial health of the coal industry 

8 has deteriorated such that many companies have either entered 

9 bankruptcy proceedings or have been sold resulting in consolidation of the 

10 industry. In the current world of supply and demand imbalance in the coal 

11 industry, reliability of supply has once again surfaced and poses a risk that 

12 needs to be mitigated now and into the future. Securing business with 

13 producers that have performed well during times of unreliable supply can 

14 mitigate risk. Also, in addition to an economic evaluation, technical and 

15 financial evaluations of suppliers should be conducted and taken into 

16 consideration during the purchase process. 

17 

18 To mitigate the risk associated with supplier performance issues, stronger 

19 replacement cost language wi ll be incorporated into future coa l con tracts . 

20 The producer will be obligated under this language to supply the amount of 

21 coal required under the Agreement. or pay to the Purchaser, the difference in 

22 the Seller's delivered cost and the delivered cost of replacement tons, which 

23 includes the difference in the cost of freigh t and sulfur emission allowances . 

24 Also. Purchaser sha ll have the righ t to offset any and all sums owed to 

25 Purchaser as a result of tonnage shortfall against any sums owed to Seller by 

DECLASSIFlE 
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Purchaser. Real izing that bankruptcy may render replacement cost language 

2 ineffective, other mechanisms, such as performance bonds , will be evaluated 

3 for inclusion in future contract negotiations. 

4 

5 With an emphasis on ensuring rel iability of supply, the concept of including 

6 language in coal contracts that offer incentives or premiums to producers 

7 that continue to periorm and deliver on schedule will be explored. This will 

8 be determined based on market conditions at the time an RFP is issued. 

9 Reliability has va lue, and it will have a key role in fu ture coal procurement 

10 strategies. 

11 

12 Environmental Risk and Strategy 

13 When procuring coal for a term greater than 12 months, a major risk is the 

14 potential impact from future changes in environmental laws and regulations 

15 that may preclude the burning of coal or render its use non-economic to 

16 our system. With the implementation of the Clean Air Interstate Rule and 

17 Clean Air Mercury Rule and ongoing discussions of more environmental 

18 legislation, we should be most guarded in any future coal supply 

19 commitments which do not allow the company to clearly terminate or 

20 otherwise escape from these agreements. We cannot assume future 

21 environmental risk in coal agreements. When signing new long-term coal 

22 supply agreements we will include the most current environmental 

23 language that allows the company the maximum flexibility and discretion to 

24 modify and or terminate such agreements based on our sole judgment. 

25 

DECLA 
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Also, when considering long-term commitments, emission control 

2 equipment must be considered. Close interaction between Environmental 

3 Strategy, Research and Development, Emissions Management, Plant and 

4 Fuel personnel must be maintained. Schedules for installing scrubbers, 

5 SCRs, and other emission control technology will have a significant impact 

6 on the desired coal supply. Operational issues, such as the effect chlorine 

7 has on boilers and emission control equipment, acidic aerosol emissions 

8 related to high sulfur coals in conjunction with SCRs, sulfur rates and 

9 limestone supply for limestone to scrubbed units, and coal stockpile 

10 transitions will also be considered. 

11 

12 Strategic Plan 

13 

14 When procuring coal for Gulf Power Company, Plants Crist and Smith will 

15 be grouped together because of their cornmon supply source and 

16 transportation mode. Diversity of supply and flexibility will be important 

17 aspects of their fuel supply strategy. On the other hand, Plant Scholz can 

18 burn similar quality coals but their transportation mode differs as they are 

19 rail served. The co-owned plants, Daniel and Scherer, will be treated 

20 individually. We will consider the similarities and differences in these plants 

2 1 as we establish a long-term coal procurement strategy. Also, as discussed 

22 earlier, the strategic plan should be determined based on the type of plant 

23 being considered, i.e. base-load, intermediate, or peaking . The plants for 

24 Gulf Power Company are as follows: 

2 5 

14 




Plant Crist - Plant Crist is barge served by Ingram Barge Company. 

2 Historically and on average, Crist has burned approximately 3.0 million 

3 tons of coal a year and must comply with a state S02 emission limit of 2.4 

4 Ibs/mmBtu . However, Gulf Power Company seeks to maintain an S02 

5 emission limit of 1.7 Ibs/mmBtu to meet the local ambient air quality. For 

6 the last several years, Crist has been burning low sulfur Illinois Basin coal 

7 from the Galatia mine that is supplied under the Peabody long-term 

8 contract. Crist can also burn some Colombian irnport coals, as well as 

9 coals from Colorado and the Central Appalachian regions. Plant Crist is 

10 considered a base load coal plant with a projected capacity factor greater 

11 than 80%. 

12 

13 Plant Smith - Plant Smith is also barge served by Ingram Barge Company. 

14 Historically and on average, Smith has burned approximately 1.1 million 

15 tons of coal a year. Smith must comply with the state S02 ernission lirnit of 

16 2.1 Ibs/mmBtu. Smith can burn a variety of coals including Illinois Basin 

17 and import coals such as Colornbian, Australian and Venezuelan . 

18 Domestic sources such as Colorado and Central Appalachian coals have 

19 also been burned in the past. Plant Smith is also considered a base load 

20 coal plant with a projected capacity greater than 80%. 

21 

22 Plant Scholz - Plant Scholz is rail served by the CSX Railroad . Historically 

23 and on average, Scholz has burned approximately 193,000 tons of coal a 

24 year and must comply with a state S02 emission limit of 6.17 Ibs/mmBtu. 

25 Scholz has burned Central Appalachian coals in the past. Scholz currently 

15 



has no commitments for 2007 and beyond . Plant Scholz is considered a 

2 peaking coal plant with a projected capacity factor of less than 65%. 

3 

4 Plant Daniel - Plant Daniel is served by the Mississippi Export Railroad 

5 (MSE). Historically and on average, Daniel has burned approximately 3.3 

6 million tons of coal a year. The MSE is a short line railroad that is 

7 approximately 40 miles in length and runs between Moss Point and 

8 Evanston, Mississippi. The MSE is served by two large Class 1 railroads: 

9 the Canadian National Railroad connecting at Evanston and the CSX 

10 Railroad connecting at Moss Point. Classified as a New Source 

11 Performance Standard (NSPS) plant, Daniel must utilize "compliance" coal 

12 with a maximum of 1.2 Ibs S02/MIVlBtu (0.6 Ibs Sulfur/MMBtu). Daniel can 

13 utilize import coals as well as coals from Colorado and the Central 

14 Appalachian regions. PRB coal has been burned in Daniel's units during 

15 off-peak periods and has also been blended with bituminous coal at a 60% 

16 bituminous 140% PRB ratio. Plant Daniel is considered a base load coal 

17 plant with a projected capacity factor greater than 80%. 

18 

19 Plant Scherer - Plant Scherer utilizes sub-bituminous Powder River Basin 

20 (PRB) coal from Wyoming. Plant Scherer is considered a base load plant 

21 and burns approximately 15-16 million tons of PRB coal per year. 

22 Classified as an NSPS plant, Scherer must utilize "compliance" coal with a 

23 maximum of 1.2 Ibs S02/MMBtu (0.6 Ibs Sulfur/MMBtu). As with the other 

24 base-load plants, the goal is to maintain firm commitments of 85-95% of 

25 the projected requirements for the following year and up to 10% contract 

16 



c 
options. Scherer Unit 3 is considered a base load coal unit with a projected 

2 capacity factor greater than 80%. 

3 

4 The risk mitigation strategies discussed earlier will be incorporated into the 

5 procurement strategies for these plants . Uncertainty in burn for the coal­

6 fired plants is a major cha llenge. Due to the base-load nature of Crist and 

7 Smith , the goal is to maintain firm commitments of 85-95% of the projected 

8 requirements for the following year (Year 1), a minimum of 50-60% of the 

9 projected requirements for Year 2. 30-40% of the projected requirements 

10 for Year 3, and 10-20% for Year 4. If higher percentages of firm 

11 commitments are made for the future years . market price review provisions 

12 will be incorporated. Maximizing the amount of contract options will be a 

13 primary goal , even if it requires a small premium. 

14 

15 Plants Crist and Smith have historically been supplied by Galatia coa l from 

16 the Illinois Basin region under a long-term contract with Peabody Coal 

17 Company. In January 2006, Peabody notified Gulf of a permanent force 

18 majeure at this mine due to adverse geological conditions. Gulf has 

19 elected to pursue legal recourse with Peabody under this agreement For 

20 current coal supply at these plants , the Glencore contract volume 

21 commitment is 500,000 tons a year for 2007 and 2008. The Interocean 

22 contract volume commitment is 1.5 million tons a year for 2007 and 2008. 

23 The American Coal Company's contract volume commitment is 1.2 mill ion 

24 tons a year for 2007 through 2010 

25 
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Gulf Power has continued its testing programs at Crist and Smith in order 

2 to diversify their supply of coals . These test coals consist mainly of import 

3 coals and have two purposes ~ (1) to develop and approve new sources of 

4 coal which will allow for diversity of supply , (2) to diversify the supply of 

5 import coal purchases as the avai lability of domestic sources continue to 

6 be negatively impacted by adverse production costs and financial issues. 

7 The strategic objective will be to find alternative coal sources that will 

8 enhance Gulfs supply portfolio and will meet Gulfs environmental 

9 restrictions. 

10 

11 Traditionally, these plants have util ized domestic sources such as Illinois 

12 Basin medium-sulfur coals . Since 2000-2001 , market conditions , including 

13 production problems and lack of avai lability of supply in some domestic 

14 regions , and environmental restrictions have emphasized the need to 

15 diversify with other sources , including Colombian and Russian coals . 

16 Another strategic objective will be to include these import sources as a 

17 large portion of future coal commitments, both long-term and short-term. 

18 As part of this objective, Gulf will explore expanding its plant quality 

19 parameters through the continuation of an active test burn program. 

20 

21 Due to its peaking nature. the fuel supply at Plant Scholz will be based on 

22 limited term firm commitments and/or spot purchases depending on burn 

23 projections . Contract commitment terms will be two years or less. If 

24 commitments are made for over 50% of the projected burn requirements , 

25 the contract will contain flexibility to limit the maximum annual tonnage 

18 
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purchased to the plant burn requirements. In order to increase the 

2 diversi ty of supply, the goal will be to have no more than 30% of a plant 's. 

3 or group of plant's tota l supply committed with one supplier. 

4 

5 One of the strategic objectives in the Daniel program is to continue to 

6 diversify its supply , mainly because of recent performance issues with the 

7 Union Pacific Railroad (UP). In addition , Daniel's current sourcing from 

8 Colorado is limited by availability of supply due to the fact that there are 

9 only four mines in this production region . This diversity of supply can be 

10 accomplished by purchasing a portion of Daniel 's needs from import 

11 sources through the Alabama State Docks in Mobile. Alabama or the 

12 Ill inois Central Rail Marine Terminal near Convent, Louisiana. thus 

13 mitigating the supply risk from Colorado sources moving on the UP. 

14 Daniel is 100% committed in Year 1, 74% committed in Year 2. 14% 

15 committed in Year 3 and has no commitments for Year 4. 

16 

17 Plant Scherer utilizes sub-bituminous Powder River Basin (PRB) coal from 

18 Wyoming . Since there are a limited number of producers in the PRB and 

19 such large volumes will be utilized , commitments will be diversified with 

20 several , if not all producers . Historically, higher quali ty coal sources (8800 

21 btu/lb) have been utilized at Plant Scherer due to operational and 

22 economic advantages. However, because of recent ra il constraints in an 

23 area near the 8800 btu/lb mines , commonly referred to as the "joint line", 

24 the use of lower quality coals (8400 btu/lb ) are now being utilized. The 

25 8400 btu/lb mines are located in an area away from the joint line and will 

19 
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provide more diversity in supply as well as provide more flexibility in 

2 transportation alternatives . With successful test burns of imported 

3 Indonesian coals in 2006, Plant Scherer now has in its supply portfolio a 

4 proven substitute for PR B quality coals. 

5 

6 Environmental issues of concern to Gulf Power in the near term (2007­

7 2012) are broadly categorized into the following: Regulatory and 

8 Allowance, Environmental Construction Program, and Combustion Product 

9 Utilization. 

10 

11 Environmental regulatory issues currently facing Gulf Power Company 

12 include compliance in accordance with the Acid Rain S02 provisions 

13 imposed by the Clean Air Act - Title IV. In the past, Title IV compliance 

14 was achieved by implementing an allowance strategy to bank, Lise and 

15 then buy allowances. Gulf Power's S02 allowance bank is currently being 

16 depleted and purchasing strategies for future needs have been developed. 

17 

18 In March of 2005, the Clean Air Interstate Rule (CAIR) was signed. Phase 

19 I of this ruling will subject Gulf Power to an annual NOx cap as well as a 

20 state-wide seasonal NOx cap starting in 2009. CAIR also causes more 

21 stringent S02 compliance beginning in 2010. In 2015, Phase" introduces 

22 even more stringent S02 and NOx compliance. In addition to CAIR, Gulf 

23 Power Company will also be subject to the Clean Air Mercury Rule 

24 (CAMR) beginning in 2010. This rule implements a cap on the Mercury 

25 emissions, with an even more stringent cap in 2018. 

20 




2 Finally, the EPA released an update to Regional Transport Rules (PM2.5) 

3 in September of 2006. The ruling has been passed down to the states to 

4 develop an implementation plan. The effects to Gulf Power are not known 

5 at this time. Regional Transport Rules, for both Ozone and Particulates, 

6 will continue to be updated every 5 years, as required by National Ambient 

7 Air Quality Standards (NMQS). 

8 

9 Southern Company and its subsidiaries are required to purchase emission 

10 allowances in order to comply with the Clean Air Act of 1990, Clean Air 

11 Interstate Rule, and Clean Air Mercury Rule. 

12 Southern Company's Operating Companies choose to develop allowance 

13 procurement strategies at the operating company level. The strategies are 

14 developed using forward projections of coal burn, sulfur content of coal, 

15 and other factors. Southern Company's allowance procurement strategy 

16 requires that all operating companies have allowances needed for 

17 compliance at least one year prior to the need. The allowances are 

18 procured using a diverse combination of products, with a mixture of several 

19 creditworthy counterparties, and using a disciplined approach . This 

20 approach applies to Gulf Power. 

21 

22 The near-term scrubber construction activities for Gulf Power are primarily 

23 focused on Crist. Crist's scrubber will come on-line in 2009 (Units 4-7). 

24 The scrubber is a Chiyoda design for an 11,800 BTU/lb fuel at 1.6%S and 

25 98% removal efficiency. It will be a single scrubber vessel servicing all 

21 



four units. In the long-term, other Gulf scrubbers are in various stages of 

discussion and are subject to change. These include Smith 1-2. At this 2 

time, however, these longer term units are not definite. 3 

4 

5 Daniel's scrubber will come on-line in 2011 (Unit 1-2). The scrubber is just 

6 now entering conceptual design and is subject to change. As of now, the 

7 scrubber is most likely an Advatech design. The exact fuel design basis is 

8 still in discussion. The decision of whether this will be a single vessel for 

9 both units are also in discussion . Exact delivery methods for the limestone 

10 have not been determined. The limestone grind size will be 90% passing a 

11 325 mesh (Advatech) should the Advatech design be the ultimate choice. 

12 

13 The scrubber design for Scherer Unit 3 is not yet definitive. The tentative 
( 

14 timeline for scrubbing all Scherer Units 1 - 4 is 2011 through 2014 with 

15 Unit 3 the first to be retrofitted. The Scherer units will most likely employ 

16 the Advatech design for PRB fuel with the ability to upgrade to a 12,000 

17 btullb 1.5% fuel and still maintain 95% + removal efficiency. 

18 E 
19 Coal combustion products (CCP) include ash and gypsum. The current 

20 CCP strategic goal for Southern Company is: maximize utilization of CCP 

21 to provide greatest downward pressure on rates for our customers while 

22 effectively managing short term and long term risks. Specific actions used 

to achieve these strategic goals are : 1) directly interface with marketers, 23 

end-users and others to fully understand the market. Work with consultants 24 

to validate market intelligence and study what others are doing . Provide 25 
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financial and technical support to EPRI , ESDA etc. to research new CCP 

2 uses. 2) Minimize environmental liability through understanding federal 

3 and state reg ulations, and actively participate in shaping regulatory and 

4 legislative actions. 3) Manage Southern Company system as a portfolio. 

5 Understand plant economics over the life of the facili ty accounting for 

6 disposal O&M , CCP revenues, and deferred capital. Develop short, 

7 intermediate, and long-term CCP business plans. 4) Maintain maximum 

8 flexibility. Seek flexible contractual terms and conditions and maintain a 

9 mix of markete rs and end-users . 

10 Specific plans for the Gulf Power plants are developed under the above 


11 guidelines. - -- . --.....--, 


12 

13 Gulf Power currently produces about 200K tons of fly ash annually, and 

14 30K tons of bottom ash. Depending on the coal the plants will burn, the 

15 future production level could vary. Currently there is no market for the ash. 

16 Initiatives are undergoing to pursue utilization markets such as structural 

17 fill and raw feed areas. 

18 

19 In the near term, Crist's scrubber is projected to produce about 1 OOK tons 

20 of gypsum annually. Currently three markets are being assessed and 

21 developed for the future gypsum production for all of Gulf Power's plants: 

22 wallboard, cement manufacturing and agricultural uses. 

23 

24 The limestone procurement strategy for Gulf is in its infancy stages. The 

25 key matters in procuring limestone are volume uncertainty, reliability of 

23 




supply, availability of supply, and quality assurance. The procurement of 

limestone will correlate directly to the type and quality of coal being 

procured. Thus the volume of limestone to be procured will vary according 

to the type of coal procured. Volume flexibility will be incorporated in the 

limestone contracts as a hedge against volume uncertainty. The strategy 

will be to procure limestone quantities based on the quality of the coal 

contracts that are currently in place at the plant. The entire anticipated 

limestone need will be procured over a five to ten year term to ensure 

reliability of supply. DJECL 

It is anticipated that the limestone market will mature once more utilities 

begin to scrub , therefore Gulf will take the risk averse standpoint and 

contract for a term that ensures reliability of supply but also a term that will 

give Gulf some flexibility in regards to pricing Market reviews will be 

incorporated when possible to protect Gulf from a pricing standpoint. 

Another key facet in ensuring a reliable supply is the strategy of keeping 

healthy limestone inventory levels at the quarry , grinding facility where 

applicable, and at the plant. This inventory buffer would allow the scrubber 

to continue operation even if there was a supply disruption . Availability of 

limestone supply has been deemed as "abundant" and it is anticipated that 

many limestone producers will begin dedicating more of their production 

each year to the scrubber market. Quality specifications may vary due to 

the gypsum marketing position the plant takes wh ich may in turn reduce 

the number of regions and therefore number of suppliers that have the 

quality needed. 
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2 The limestone procurement strateg ies at this time are focused on Plants 

3 Crist and Daniel. As mentioned above, Plant Crist will begin scrubbing in 

4 201 0 and based on the cu rrent quali ty of the coa l contracts in place , it is 

5 anticipated that Plant Crist will need between 50,000-100,000 tons of 

6 limestone per year. Limestone deliveries wi ll begin in May 2009 at Plant 

7 Crist to establish inventory as well as initial commissioning of the scrubber. 

8 The limestone procurement strategy for Plant Crist will consist of 

9 contracting a barge delivered limestone meeting 90-95% CaC03. The 

10 source of Plant Crist's limestone is anticipated to come from the regions of 

11 Alabama, Tennessee, Kentucky, or offshore regions such as Mexico or the 

12 Bahamas. 

13 DECLASS 
14 Tactical Plan 

15 

16 There are several issues facing the long-term Gulf coal procurement 

17 program. They are: 

18 

19 (1) Gulf has no committed coal for 2011 and beyond. 

20 

21 (2) Scrubber installation at Crist's Units 4, 5, 6 & 7 in 2009. 

22 


23 (3) Scrubber installation at Daniel's Units 1 & 2 in 2011. 


24 


25 (4) Scrubber installation at Scherer's Unit 3 in 2011. 


25 




2 (5) Limestone procurement. 

3 

4 (6) Throughput congestion at the Alabama State Docks. 

5 

6 (7) State S02 limitations are: Crist =2.4 Ibs/mmBtu; Smith =2.1 

7 Ibs/mmBtu and Scholz = 6.17 Ibs/mrnBtu. 

8 

9 (8) Transportation concerns, particularly with the CSX Railroad at 

10 Scholz. 

11 

12 Crist and Smith 

13 The chart below shows a breakdown of the current Crist and Smith 

14 suppliers and volume commitments, including options, through 2012: 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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Plants Crist & Smith 

Fuel Program Status - Supplier Breakdown 
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2 

3 Plants Crist and Smith are projected to burn collectively between 4.0 and 

4 4.5 million tons of coal annually between 2007 and 2012. The committed 

5 volume for these plants equate to 97% of Plants Crist and Smith collective 

6 needs in 2007; 76% in 2008; 28% in 2009 : and 27% in 2010. Due to ever 

7 increasing environmental constraints , the Galatia coal is viewed as a less 

8 favorable long-term supply source than other coa ls for future years and 

9 therefore must be blended with other sources , This plan will secure the 

10 remainder of the uncommitted need for 2007 as well as commit a 

11 percentage of Gulf's needs for 2008 and beyond. 

12 
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Historically the Drummond Colombian coal has been a very reliable supply 

2 of coal for Gulf. This source will still constitu te a significant portion of 

3 Gulfs future purchases. This will , of course , depend on pricing differentials 

4 and a risk assessment of each source 's reliability and transportation 

5 modes. Another major concern for Gulf is throughput congestion at the 

6 Alabama State Docks (ASD) which is projected to handle a record 13 

7 million tons of coa l in 2006. Throughput congestion remains a concern for 

8 2007 and projections indicate that throughput capacity could exceed 13 

9 million tons in 2007. However, these throughput constrai nts should ease 

10 in 2007 with the completion of Southern Company 's priority berthing 

11 project at the ASD scheduled for early 2007 which wi ll increase throughput 

12 capacity to 16 million tons. 

13 

14 Because of supply concerns with Drummond's Colombian coa l, the plan is 

15 to diversify the coal supply at Crist and Smith so that. in the future, they will 

16 not be dependent on one or even two sources . Smith has historica lly been 

17 able to burn diffe rent coals from many coal supply regions. As mentioned 

18 above , Crist has only a few coals that have been approved and needs to 

19 continue to diversify its supply. Th is will be accomplished by continuing 

20 Gulfs policy of testing different coals and will include imported coa ls such 

21 as Russian , South African. La Jagua Colombian. Calenturitas Colombian 

22 and domestic coals such as the lower sulfur Illinois Basin coals. SCS Fuel 

23 Services will schedule meetings with Gulf Power's Senior Production 

24 Officer and plant management personnel at Crist and Smith to educate 

25 them on the various coal sourcing options that are available to them. 
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2 The 2007 plan is to fulfill the uncommitted need of 148,000 tons with spot 

3 coal purchases. These purchases will be secured through a spot coal RFP 

4 issued in the fourth quarter of 2006. For 2008 through 20 12, the plan is to 

5 issue a long-term RFP in early 2007 for purchases that fulfill Gulfs long­

6 term procurement strategy. This, of course , will be dependant on the future 

7 state of the market. If pricing is still high, Gulf could delay any long-term 

8 purchases until the market has softened. If unfavorable offers are received 

9 under this long-term RF P, then Gulf would have the option of (1) rejecting 

10 all of the offers and buying spot coal to shore up inventories, (2) rejecting a 

11 portion of the offers and buy only that coal which is most desirable for the 

12 plant. or (3) re-issuing a second long-term RFP at a later date when the 

13 market price for coal has softened. 

14 

15 As mentioned above, the installation of a scrubber at Crist Units 4 through 

16 7 is planned for 2009. Crist has burned coal from multiple regions 

17 including various imports, Central Appalachian and Illinois Basin coals . 

18 Since some of these coals have not been utilized at Crist in a while. a test 

19 burn program will be in itiated in 2009 to determine the impact of these 

20 coals on the scrubbed units at Cris t. If the results of these tests are 

21 favorable and the delivered costs of the higher sulfur Illinois Basin or 

22 Central Appalachian coals continue to be competitive . then a procurement 

23 strategy will be put in place to secure larger volumes beginning in 201 0 . 

24 Both Illinois Basin and Central Appalachian coals can be barged directly to 

25 Crist so no infrastructure improvements will be necessary. However, 
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barge availabili ty remains a concern for the procurement of these coals. At 

2 this time, it is unknown whether the plant will need some time to acquire 

3 additional plant equipment necessary for burn ing large volumes of the 

4 Illinois Basin coals. The procurement group will need to be cognizant of the 

5 environmental controls placed on the units and ensure that the coals 

6 purchased will meet the environmental requirements. 

7 DECLASS m 
8 Plant Scholz 

9 The chart below shows a breakdown of the current Scholz supplier and 

10 volume commitment, including options, through 2011: 
I 1 
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12 

13 As mentioned above, Plant Scholz is rail served by the CSX Railroad. 

14 Scholz's burn fluctuates between a low of 174,000 tons in 2007 to a high of 

15 260,000 tons in 2008. This plant is scheduled for retirement in 2011 . 
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Hist.orically, Scholz has entered into one to two year requirements 

2 contracts for its supply. They have also purchased spot coal on a year-to­

3 year bas is. 
4 

5 Scholz typica lly relies on purchases from the Central Appalachian coal 

6 region. Coal availability in this region has dimin ished over the past few 

7 years as (1) reserves have become depleted and (2) performance by the 

8 CSX Railroad has deteriorated . Even though problems exist in the Central 

9 Appalachian region , sufficient quantities of coal are available to supply 

10 Scholz because of its relatively small annual burn . Due to Scholz's 

11 peaking nature and the relatively small burn associated with this plant. the 

12 strategy remains to have little or no firm commitments at this plant. In 

13 order to diversify the coal supply at Scholz, a test burn of Colombian coal 

14 will be scheduled in the first quarter of 2007 In addition . a solicitation will 

15 be issued in the firs t quarter of 2007 to secure the remaining 2007 needs. 

16 This may include coal commitments for 2008 and beyond if the offers 

17 received are economica l. Gulf may request both one and two year offers 

18 under this RFP. If unfavorable offers are received under this RFP , Gulf 

19 would have the right to reject all , or accept a portion of the offers received 

20 and buy spot coal on as needed basis. 

21 

DEC22 

23 Daniel 

24 The chart below shows a breakdown of the current Daniel suppliers and 

25 volume commitments, including options, through 2012: 

26 
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Plant Daniel 

Fuel Program Status-Supplier Breakdown 
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3 


4 As mentioned earlier, the strategy for the base load plants is to have a 

5 certain percentage of fi rm commitments established for the next several 

6 years . For the next year's requirements, the goal is to be 85-95% 

7 committed . The goal is to be at least 50-60% committed for the second 

8 year's requi rements, at least 30-40% committed for the third year and 10­

9 20% committed for the fourth year. The chart above indicates that Daniel'S 

10 program conforms to this strategy as it is 100% committed in Year 1, 74% 

II committed in Year 2, 14% committed in Year 3 and no commitments in 

12 Year 4. A long-term solicitation wi" be issued in the second quarter 2007 

13 for a four year term (2008-2011 ) in order to achieve the commitment goals 

14 listed above. These contracts will be negotiated using the contracting 

15 strategies mentioned above. 
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2 For 2007 and forward , the tactical plan consists of diversifying Daniel 's 

3 coal supply into at least two regions with one supplier having no more than 

4 30% of the plants commitment. We will accomplish th is by testing various 

5 import coals as approved sources for Daniel. An example would be 2/3 

6 import coal and 1/3 Colorado coal. The import portion could be sub-divided 

7 into different regions such as Colombia , Russia or Venezuela . In the case 

8 of Colorado, two different suppliers could be selected. Th is would ensure 

9 that. should supply problems occur, the other suppl iers could continue 

10 seamless deliveries into the plant. 

11 

12 In the past year, the Alabama State Docks (AS D) has been a concern due 

13 to throughput congestion. In order to mitigate this risk , beginning in early 

14 2007 . Southern Company has a priority berth right at this facility which will 

15 provide equal unloading rights with Drummond Coal Company. Another 

16 risk mitigating factor is the ability to take imported ra il coal through the 

17 Illinois Central Ra il Marine Terminal in Convent (ICRMT), Louisiana. This 

18 is a proven facility wh ich Daniel has used in the past. As it is an inland 

19 river unloading faci lity capable of unloading Panamax-sized vessels. it 

20 provides additional security during hurricane season. 

21 

22 The installation of a scrubber at Daniel Units 1 and 2 is planned for 201 1. 

23 Daniel is an NSPS plant and has historica lly burned compliance coal (1 .2 

24 Ibs S02/MMBtu maximum). Daniel has burned coal from multiple regions 

25 including va rious imports, Central Appalachian and Colorado coals. Since 
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some of these coals have not been uti lized at Daniel in a while , a test burn 

2 program wil l be initiated in late 20 11 to determine the impact that these 

3 coals will have on the scrubbed units at Daniel. These tests cou ld also 

4 include higher sulfur Illinois Basin coals . If the results of these tests are 

5 favorable and the delivered costs of the higher sulfur Illinois Basin or 

6 Central Appalachian coals continue to be competitive , then a procurement 

7 strategy will be put in place to secure larger volumes beginning 2011 and 

8 2012 . Both "Iinois Basin and Central Appalachian coals can be railed 

9 directly to Daniel. The railroads have stated that some infrastructure 

10 improvements will be necessary. At this time , it is unknown whether the 

11 plant will need some time to acquire additional plant equipment necessary 

12 for burning large volumes of the Ill inois Basin coals. The procurement 

13 group will need to be cognizant of the environmental controls placed on the 

14 units and ensure that the coals purchased will meet the environmental 

15 requirements. 

16 

17 Scherer 

18 The chart below shows a breakdown of Gulf's 25% ownership of Scherer's 

19 Unit 3 suppliers and volume commitments, including options, through 

20 2012: 

21 

22 

23 

24 

25 
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Gulf Power Company- Scherer 3 Ownership 
Fuel Program Status-Supplier Breakdown 
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2 

3 As the chart above shows, Plant Scherer is 100% committed for 2007 at 

4 Unit 3. For 2008, 86% of the projected requirements for Unit 3 are 

5 committed , leaving an uncommitted need of approximately 141 ,000 tons. 

6 For 2009, approximately 82% of the burn requ irements for Unit 3 are met 

7 and 33% of the bu rn requirements for Unit 3 are met in 2010. 

8 

9 As the charts would indicate, a large portion of the PRB contract tons are 

10 due to expire at the end of 2009. Efforts will continue to be made in the 

11 future to stagger supply contracts to avoid being in the market for larger 

12 volumes of coal in anyone year 

13 
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If the burn requirements change in 2007 , the procurement plan will be to 


2 procure spot coal to meet the burn and inventory requirements. The plan 


3 for 2007 wi ll also be to issue a long term RFP to secure tons beginning 


4 2008. The goal will be to (1) lock up contracts for 5-10 years if possible , (2) 


5 purchase PRB coal at a starting price of around $12/ton or less, beginning 


6 2009, (3) purchase up to 70% of the bu rn requirements in 2010, and up to 


7 50% of the burn requirements 2011 and 2012. For the remaining burn 


8 requirements , the strategy will be to maintain a minimum commitment of 


9 90% for the following year (Year 1), 80% for Year 2, 70% for Year 3, 60% 


10 for Year 4 and 50% for Year 5. If pricing under the long term RFP for coal 

11 beginning 2009 is well above the $12/ton target then purchases may be 

12 delayed . 

13 

14 The installation of scrubbers is planned for Plant Scherer beginning in 

15 2011 . Unit 3 will be the fi rst unit to have the upgrade followed by Unit 4 in 

16 2012, Unit 2 in 2013 and Unit 1 in 201 4. Procurement strategies in the 

17 future will need to be cognizant of the environmental controls placed on the 

18 units and ensure that the coals purchased will meet the environmental 

19 requirements . 

20 

21 It is clear that PRB coal , at present, represents the lowest delivered cost and is a 

22 vast coal supply resource for Scherer. However, it is also recognized that coal 

23 market economics are dynamic and may change from time to time, sometimes 

24 dramatically It is also recog nized that from time to time and for various reasons, 

25 availabil ity of particular coal sources becomes constra ined and in those 

ECLASSIFIE 
36 



instances, alte rnate coal source options must be considered if a reliable fuel 

2 supply is expected to be maintained at Scherer. In order to maintain the 

3 competitiveness of Scherer generating costs as well as the reliability of those 

4 generating assets , and as market conditions and supply availability change 

5 throughout the future , it is strongly recommended that as decisions regarding 

6 future operations at Plant Scherer are made, that fuel supply flexibility is 

7 maintained as much as is economically feasible. 

8 

9 In summary, the following procuremen t plan will be put into place: 

10 

11 (1) Fulfill the remainder of 2007 uncommitted needs at Crist and Smith 

12 by issuing an RFP for spot coal in the fourth quarter of 2006. This 

13 plan would also include testing other coals . 

14 

15 (2) In early 2007, issue a long-term RFP for the period 2008 through 

16 201 1 for Crist and Smith . Purchases made from this RFP will 

17 conform to Gulfs long-term coal procurement strategy. If pricing is 

18 unfavorable, inventories will be enhanced with spot coal 

19 purchases . Gulf may then re-issue a long-term RFP when the 

20 market softens. This methodology will continue into 2008 with long­

21 term RFP 's issued every subsequent year in order to shore up 

22 additional tons. 

23 

24 (3) When purchasing coal for Crist and Smith 's uncommitted need in 

25 the fourth quarter of 2006, the goal is to purchase additional 
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quantities to supply Scholz for test purposes. If pricing under this 

RFP is unfavorable , inventories will be stabil ized with smaller 

volumes of spot coal purchases from other coal supply regions. 

Gulf will then re-issue an RFP at a later date when the market has 

softened . If import coal is unavailable or uneconomical , the goal is 

to fulfill all or part of Scholz's uncommitted needs by purchasing 

Central Appalach ian or imported coa l to be del ivered rail direct. 

In support of the scrubber program at Crist, the plan is to initiate a 

test burn program after the installation of the scrubber in late 2009 

to determine the impact that various coals will have on these 

scrubbed units. These tests may include higher sulfur Illinois Basin 

coals, Central Appalachian coals, Colorado coals , as well as import 

coals. Depending on the outcome of the tests and the economics, 

a procurement strategy will be put into place, utilizing the 

contracting strategies mentioned above, in order to secure larger 

volumes of these coals beginning 2010. The procurement group 

will need to be cognizant of the environmental controls placed on 

the units and ensure that the coals purchased will meet the 

environmental requirements. 

(4) For 2007, the strategy is to solicit spot coal bids in the fourth 

quarter of 2006 to secure Daniel 's remaining uncommitted need. A 

long-term solicitation will be issued in the second quarter 2007 for 

a four year term (2008-2011) in order to achieve the commitment 
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goals listed above. This RFP will be used to measure the cost 

2 impact that is attributable to buying coal for a scrubbed unit. These 

3 contracts will be negotiated using the contracting strategies 

4 mentioned above. 

5 

6 In support of the scrubber program at Daniel, the plan is to initiate 

7 a test burn program after the installation of the scrubber in late 

8 2011 to determine the impact that various coals will have on these 

9 scrubbed units. These tests may include higher sulfur Illinois Basin 

10 coals, Central Appalachian coals, Colorado coals , as well as import 

11 coals . Depending on the outcome of the tests and the economics, 

12 a procurement strategy will be put into place, utilizing the 

13 contracting strategies mentioned above, in order to secure larger 

14 volumes of these coals beginning in 2011 and 2012. The 

15 procurement group will need to be cognizant of the environmental 

16 controls placed on the units and ensure that the coals purchased 

17 will meet the environmental requirements. 

18 

19 (5) If the burn requirements change in 2007, the procurement plan for 

20 Plant Scherer will be to procure spot coal to meet burn and 

21 inventory requirements. The plan for 2007 will also be to issue a 

22 long term RFP to secure tons beginning in 2008 . The goal will be 

23 to (1) lock up contracts for 5-10 years if possible, (2) purchase 

24 PRB coal at a starting price of around $12/ton or less, beginning 

25 2009, (3) purchase up to 70% of the burn requirements in 2010, 
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10 

15 
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and up to 50% of the burn requirements 2011 and 2012. For the 

2 remaining burn requirements, the strategy will be to maintain a 

3 minimum commitment of 90% for the following year (year 1), 80% 

4 for year 2, 70% for year 3, 60% for year 4 and 50% for year 5. If 

pricing under the long term RFP for coal beginning in 2009 is well 

6 above the $12/ton target then purchases may be delayed. 

7 

8 In support of the scrubber program at Scherer, the procurement 

9 strategy in the future will need to be cognizant of the environmental 

controls placed on the units and ensure that the coals purchased 

II will meet the environmental requirements. 

12 

13 

14 

16 

17 

18 
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23 

24 
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Coal Procurement 


2 Performance from Prior Year 


3 

4 

5 For coal purchased under long term or spot contracts during the 

6 immediately preceding year (2006), Gulf will provide a numerical 

7 comparison of the price paid for each subcategory of coal to the best 

8 market indicator(s) for that coal at the time the utility entered the contract 

9 for the coal. Such market indicator(s) may include market indexes, 

10 averages, and/or bid prices. Gulf will describe the methodology behind 

II each comparison. Gulf will explain the reason(s) for any significant 

12 difference between the price it paid and the market price for such coal. For 

13 year 2006, the comparison is listed below: 

14 

15 

16 The market indicators used in this analysis are either (1) the marginal 

17 market pricing for the time period in which these purchases were made or 

18 (2) as compared with offers made under bid solicitations. The values below 

19 refer to the cost differential, in both $/mmBtu's and $/ton , between what 

20 Gulf actually paid for these purchases versus these market indicators . 

21 

22 

23 

24 

25 
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2 Purchase Order ~/mmBtu ~/Ton 

3 FP06004 $0.00 $0.00 

4 FP06005 $0.00 $0.00 

5 FP06014 $0.00 $0.00 

6 MP2006-06 $0.00 $0.00 

7 MP2006-10 ($0.04 ) ($0.94) 

8 MP2006-10M $0.00 $0.00 

9 MP2006-19 $1.12 $25.31 

10 MP2006-20 $0.00 $0.00 

11 MP2006-21 $0.00 $0.00 

12 MP2006-22 $0.00 $0.00 

13 

14 FP06004 - this is a Russian import coal purchased from offers made 

15 under a bid solicitation to cover Crist & Smith's 2006 uncommitted coal 

16 need and was purchased at market. 

17 

18 FP06005 - this is a Colombian import coal purchased from offers made 

19 under a bid solicitation to cover Crist & Smith's 2006 uncommitted coal 

20 need and was purchased at market. 

21 

22 FP06014 - this is an Illinois coal purchased from offers made under a bid 

23 solicitation to cover a Crist & Smith 2006 spot coal need and was 

24 purchased at market. 

25 

26 
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MP2006-06- this purchase was from offers made under a bid solicitation to 

2 cover Daniel's 2006 uncommitted coal need and was purchased at market. 

3 

4 MP2006-1 0- this Colombian import spot coal was purchased and delivered 

5 to the ICRMT in Convent, LA to help cover Plant Daniel's 2006 

6 uncommitted needs. This coal was purchased through ICRMT at a 

7 premium in order to diversify Daniel's throughput capacity with the 

8 Alabama State Docks. 

9 

10 MP2006-1 OM- this Colombian import spot coal was purchased in 

11 conjunction with MP2006-10 through the Alabama State Docks in order to 

12 help cover Plant Daniel 2006 uncommitted needs. This coal was 

13 purchased at market. 

14 

15 MP2006-19- was purchase was made to cover 2006 spot coal needs and 

16 was issued concurrent with an existing contract purchase order. It was 

17 below market. 

18 

19 MP2006-20- this is western bituminous coal purchased from offers made 

20 under a bid solicitation to cover 2006 spot coal needs and was purchased 

21 at market. 

22 

23 MP2006-21- this is western bituminous coal purchased from offers made 

24 under a bid solicitation to cover 2006-2008 coal needs and was purchased 

25 at market. 
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MP2006-22- this is Colombian import coal purchased from offers made 

2 under a bid solicitation to cover 2006 spot coal needs and was purchased 

3 at market. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

44 




GULF POWER COMPANY 

2 TRANSPORTATION STRATEGY 

3 

4 

5 Introduction 

6 

7 Gulf Power Company (Gulf) operates three coal-fueled plants with a combined 

8 normal full load gross rating of 1,455 megawatts and with annual coal 

9 consumption projected at over 4.4 million tons per year. Gulf utilizes railcars and 

10 barges to transport the 4.4 million tons of coal to its plants. 

11 

12 Because coal is such an important factor in Gulf's ability to provide reliable power 

13 to its customers, the highest priority for a coal transportation strategy is to 
( 

14 maintain a reliable, cost-competitive transportation system. A reliable, cost­

15 competitive transportation system helps assure Gulfs electricity customers that 

16 fuel will be available to generate electricity. Increasing competition in the 

17 electricity industry, demand/supply imbalance in the coal transportation industry, 

18 the changing location of coal supply sources, and the performance capabilities of 

19 transportation providers are just a few of the challenges that must be addressed 

20 when developing a transportation strategy. 

21 

22 The following is provided in order to develop Gulfs coal transportation strategy: 

23 1) a review of the current coal transportation program including current 

24 agreements, available mode of transportation, and budget, 2) a transportation 

25 strategy that identifies and addresses specific risks and risk mitigation strategies, 
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1 3) a tactical plan detailing specific actions required in order to achieve the 

2 strategy, and 4) an overview of the transportation strategy for the movement of 

3 limestone and gypsum. 

4 

6 Transporlation Program Overview 

7 


8 Plants Crist and Smith 


9 


Plants Crist and Smith have the ability to receive both imported and domestic 

11 coal by barge. Western coals can be transported by the BNSF or the UP 

12 railroads to loadouts on the Mississippi River and then barged to the plant. 

13 Illinois or Central Appalachian river loadouts can be used to move coal by barge 

14 to these plants as well. Coal can also be moved, via interchange with the 

Alabama State Docks Railroad, by the CN, CSX and NS Railroads or by ocean 

16 vessel to the Port of Mobile for barge movement to the plants. Currently, Plants 

17 Crist and Smith use Colombian coal and Illinois Basin coal. 

18 

19 Gulfs transportation system is 95% barge served , currently by a single carrier. 

Ingram Barge Contract No. GU72001-B provides barge transportation from 

21 various Central Appalachian and Illinois Basin River load outs on the Mississippi 

22 and Ohio Rivers and from Gulf Coast terminals to Plants Crist and Smith The 

23 term of the agreement is through December 31 , 2009. The Agreement is for 

24 100% of Gulf's waterborne coal transportation requirements with a total minimum 

volume commitment from upper river origins of 2 million tons for the time frame 

26 between July 1, 2004 and December 31 , 2007 . There is not a minimum volume 
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commitment in years 2008 and 2009 During the life of this contract , 100% of 

2 waterborne tonnage moved to Smith and Crist must be offered to Ingram. 

3 

4 Plant Scholz 

5 

6 Plant Scholz is rail served by the CSX railroad. Plant Scholz has the ability to 

7 receive both domestic and import coal. Import coal could be brought into the 

8 Alabama State Docks and then transloaded into railcars for movement to the 

9 Plant. Currently, Plant Scholz has no coal commitment in place for 2007. There 

10 is a plan to test Colombian coal at Plant Scholz in the first quarter of 2007. The 

11 results of that test will dictate the source of coal for the remainder of 2007. 

12 

13 Plant Scholz has a rail agreement with the CSX Ra ilroad (CSX-C-64881) wh ich 

14 provides for transportation of Central Appalachian coal through December 31 , 

15 2006 The Agreement requires Gulf to ship 100% of the plant requirement 

16 through CSX rail. The Agreement conta ins a $1 .00/t on rate reduction for actual 

17 volumes which exceed 75 ,000 tons a year. The Agreement contains no 

18 minimum volume commitment. A new agreement is cu rrently being negotiated 

19 with the CSX railroad with a proposed term of January 1, 2007 through 

20 December 31 , 2011 , which is the expected retirement date of Plant Scholz. The 

21 new agreement will state that 95% of all deliveries per year must be moved on 

22 the CSX railroad and includes both the movement of Central Appalachia coal and 

23 import coal through the Alabama State Docks , In the event that Plant Scholz is 

24 retired earlier than expected , there will not be any penalties due to the min imum 

25 volume language. 

26 

SIFm 
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1 Budget 

2 

3 Over the next ten years, Gulf is budgeted to transport 3.6 to 4.7 million tons of 

4 coal per year. The cost to transport Gulfs coal is estimated to increase from $25 

5 to $68 million between 2007 and 2017. This increase in cost is due to the 

6 combination of normal escalation and the projected rate increase which will be 

7 realized when the existing contract with Ingram expires in 2009. The chart below 

8 shows the forecasted coal volume and transportation costs for Gulf's coal-fueled 

9 plants. 

10 

Gulf Power Company 
Coal Volume and Freight Cost Forecast 

(M tons) (M$) 
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11 

12 

13 
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Coal Transportation Procurement Strategy 

2 


3 
 As previously stated, the long-term transportation goal for Gulf Power Company 

4 will be to provide a reliable, cost-competitive transportation system for the 

movement of the coal necessary to provide reliable power to Gulf's customers. 

6 In meeting this goal, a transportation strategy must address reliability, 

7 competitive prices, flexibility in volume commitments, and the ability to adjust 

8 coal movements to changing coal sources. 

9 

The following will address the risks associated with each of these areas and 

11 identify strategies to mitigate them. 

12 

13 	 RISKS AND RISK M/nGA nON STRA TEGIES 

14 

Reliability Risk and Strategy ECLASS D 
16 

17 Reliable delivery of coal is vital to the success of any coal program. This helps 

18 ensure that fuel will be available to generate electricity. Term agreements will be 

19 negotiated and signed with the transportation carriers that ensure the barge and 

rail companies will have available infrastructure in place to service the required 

21 coal supply. The terms of the transportation agreements will coincide with the 

22 terms of single source coal supply agreements as closely as possible. 

23 

24 	 The goal will be to avoid disconnects between agreements . When single source 

origins are specified , it is not desirable to have transportation agreements in 
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place that extend beyond the coal agreement in most cases . With the 

2 competitive electricity markets and changing environmental laws and regulations, 

3 such disconnects could expose the operating company to liquidated damages 

4 should coal sources change dramatically or plant retirements occur earlier than 

5 projected . An exception to this rule occurs if it is projected that sign ificant 

6 volumes will be taken from a coal region , and the carrier will quote rates from the 

7 entire region versus being specific to only one origin. This enhances reliabi lity 

8 and allows longer term rate incentives. 

9 

10 Reliability of service can be greatly enhanced through communication between 

11 all parties in the coal supply chain. Communication between Gulf's coal 

12 operating personnel and each plant, SCS Fuel Services Department, and the 

13 various carriers is vital in maintaining reliable and efficient operations. Effective 

14 and timely communication of transportation plans, orders, problems, and 

15 maintenance are critical to ensure reliable service. 

16 

17 DECLASS IE 
18 Pricing Risk and Strategy 

19 

20 The creation of competition is vital to any transportation strategy with the result 

21 being to lower Gulf's transportation costs. Competition is created with diversity of 

22 coal supply sources and alternative transportation modes at each of the plants. 

23 Competition is achieved by periodically bidding transportation alternatives and 

24 educating carriers on the effects of marginal dispatch changes on unit load 

25 requirements. 
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2 The goal will be to create competition as stated above to obtain the most 

3 competitive pricing possible when entering the market. In addition, when 

4 entering term agreements, the goal will be to seek to limit the escalation of prices 

to a percentage increase that is below the expected rate of inflation . Other cost 

6 optimization practices will be sought, such as mitigation of demurrage charges 

7 which occur when there are delays in the loading and/or unloading process, 

8 minimizing liquidated damages, and seeking guaranteed cycle time provisions. 

9 

Volume Risk and Strategy 
,EeL 

11 

12 The uncertainty in the amount of coal generation and therefore the need for coal 

13 transportation that will be needed in the future is still one of the most critical risks 

14 that must be addressed in developing a strategy for long-term transportation 

procurement. However, with the increase in overall system load over the past 

16 few years, this risk is being reduced as some intermediate coal units are 

17 becoming base loaded generation. The fluctuation of weather, natural gas 

18 pricing , and economic growth will continue to impact future coal burn 

19 requirements. The addition of gas-fired capacity to the Southern Company 

system over the past few years will mean that coal burn has the potential to be 

21 displaced by the gas-fired generation if natural gas pricing decreases relative to 

22 coal pricing . 

23 

24 To mitigate this risk of burn uncertainty, the goal will be to seek to minimize 

volume commitments as new agreements are put in place. This is counter to the 
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desire of the rail and barge carriers. In order to ensure that the carriers have the 

2 infrastructure in place to move the coa l requirements, they need some assurance 

3 of volume commitment. The goal will be to seek to min imize volume 

4 commitments while ensuring ca rriers have the needed volume for cap ital 

investments necessary to maintain infrastructure. An alternative method to 

6 mitigating th is risk of volume commitment would be to sign requirement contracts 

7 that assure the carrier that they will move all volumes of coal at a particular plant 

8 or group of plants . Even in these Instances, most carriers will requ ire some 

9 minimum amount of volume. 

11 W here it is possible and prudent to negotiate longer term transportation 

12 agreements. this shall be the goal. For example, PRB coal sourcing represents a 

13 large and stable coal supply with a la rge reserve base and relatively low cost. It 

14 would therefore be prudent to establish long term agreements for transportation 

from this source if the intended plant projects that that coal will be the future coal 

16 of choice. Central Appalachian coal transportation contracts are also logical 

17 choices . since the carriers tend to quote rates from regions , rather than particular 

18 mines. Where coal sourcing is quoted from a particular source, then the term of 

19 the transportation agreement should closely mirror the coal supply agreement. 

21 Supply Risk and Strategy DECLASS 
22 

23 Diversity of supply coal sources is important to any coal program. This is equally 

24 true for the transportation program. It is desirable to have multiple transportation 

modes and carriers to mitigate the risk of a supply disruption due to a rail and/or 
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1 barge accident that might disrupt the supply chain. Diversity of transportation 

2 modes and carriers is also vital as the location of historical coal supply sources 

3 changes over time. EC 
4 

5 A successful transportation program must ensure that the infrastructure is in 

6 place to handle deliveries of coal from changing coal sources. Historical coal 

7 sources are shifting as changes in the environmental laws and regulations evolve 

8 and as reserve depletions continue in historical coal regions. It is vital to the 

9 success of a coal and transportation program to make sure infrastructure is in 

10 place to move the coal from changing locations as this occurs. This may include 

11 enhancements to existing facilities or the developrnent of new facilities. 

12 

13 Currently, import coal is an economically desirable fuel source for the Gulf Coast 

14 plants in the Southern system. The most economical place to receive this coal 

15 has been and continues to be the Alabama State Docks faci lity in Mobile The 

16 capabilities of this system are close to being maximized. Due to this fact and due 

17 to projections which indicate import coal will remain a fue l source of choice in the 

18 future, the Alabama State Docks is in the process of expanding to handle 

19 additional coal in the coming years. Currently, the Alabama State Docks can 

20 import approximately 12 million tons per year. By 2007, they are projected to be 

21 able to import approximately 16 million tons per year. This expansion is 

22 expected to be completed in the first quarter of 2007. 

23 

24 A study has also commenced to explore alternative import facilities to the 

25 Alabama State Docks. The purpose of this study is to evaluate the risk that 
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exists if the Alabama State Docks were to shut down and no coal could be 

2 delivered through th is facility The results of this study will be presented to the 

3 Fuels VP in January 2007 

4 

5 

6 Tactical Plan 

7 ECLASS 
8 Plants Crist and Smith 

9 

10 The coal transportation tactic for Plants Crist and Smith will be to maintain 

11 competitive agreements with barge companies to ensure the reliable and 

12 competitive delivery of both import and domestic coals. The current contract 

13 through Ingram was extended in 2005 through December 31,2009. Therefore, 

14 there is no necessary action for this contract at this time. 

15 

16 As discussed earlier, expansion at the Alabama State Docks is under way which 

17 should allow for greater quantities of coal to be imported in the future through this 

18 facility. The existing trans loading agreement with the Alabama State Docks 

19 expires on December 31, 2036 

20 

21 A major concern fo r Gulf is current throughput congestion at the Alabama State 

22 Docks (ASD) which handled a record 11 .2 million tons of coal in 2005. 

23 Projections indicate that throughput capacity could exceed 13 million tons in 

24 2006. As a result of the throughput congestion concerns at ASD, Gulf has 

25 secured additional capacity through the Mobile River Terminal for 2006 . The 
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concern rega rding throug hput congestion at the ASD should improve with the 

2 completion of the expansion project which will increase capacity throughput 

3 capabil ities to 16- 17 million tons. 

4 

5 

6 Plant Scholz DECLA'SS D 
7 

8 The current CSX Agreement at Scholz is in place through December 31, 2006. 

9 

10 A couple of options are being explored for the renewal of a transportation 

11 agreement for Scholz. The first option will be to continue to receive coal via the 

12 CSX from CAPPo The second option will be to bring in import coal via a Gulf 

13 Coast import facility, for example the Alabama State Docks in Mobile, AL, and 

l 14 then rail the coal via CSX to Plant Scholz. 

15 

16 Regardless of which option is chosen, the strategy will be to make the 

17 transportation agreement closely align with the coal contract in terms of both 

18 tonnage and term. As previously mentioned , a new agreement is currently being 

19 negotiated with the CSX railroad. The term on this contract will be January 1, 

20 2007 - December 31,2011 . 

21 

22 

23 

24 

25 

26 
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Mineral (Limestone & Gypsum) 

2 

3 Scrubber installations within the system will necessitate procurement of 

4 transportation services for the mineral constituents, with limestone used as the 

5 reactive agent and also disposal of the gypsum by-product of the reaction. 

6 Scrubber installation is staggered within the system, and the construction 

7 timetables have been shifted from time to time as to when the scrubber units 

8 shall become operational. 

9 

10 As sulfur content in coal varies, so too will the required volume of limestone . 

11 Silicon content, and other mineral content, will impact gypsum salability, which 

12 dictates that transportation services for each plant be flexible, and cannot be 

13 pursued until firm decisions on construction timetable, limestone volume, and 

14 gypsum delivery/disposal are made. 

15 

16 The long-term transportation goal will be to provide a reliable, cost-competitive 

17 transportation system for the movement of the minerals, with the flexibility 

18 necessary to satisfy power plant constraints. In meeting this goal, a 

19 transportation strategy must address reliability, competitive prices, flexibility in 

20 volume commitments, and the ability to adjust mineral movements to changing 

21 coal sources. 

22 

23 The spectrum of risk mitigation techniques embodied in the coal transportation 

24 strategies in the preceding pages with regard to reliability, pricing, volume, and 

25 supply are also appropriate for mineral transportation . Application of these 
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strategies shall be tempered by other's decisions as to: timing of mineral 

2 purchases; sourcing of limestone; sales or otherwise disposal of gypsum; and 

3 applicable transportation mode(s). 

4 

Preliminary estimates of transportation modes and costs for various scenarios 

6 are provided upon request to combustion by-products specialists. This 

7 information is provided as early as 5 years before actual commencement of 

8 scrubber operations, for planning and design purposes. Procurement of 

9 transportation does not occur prior to procurement of minerals contract, since 

sourcing and mode are required for bidding. The term of the transportation 

11 agreement shall be no longer than the term of the minerals contract. 

12 

13 The limestone procurement strategy at this time is focused on Plant Crist. Plant 

14 Crist's limestone will come from the regions of Alabama, Tennessee, Kentucky or 

offshore regions such as Mexico or the Bahamas. Barge delivery will be the 

16 preferred method for Plant Crist. 

17 

18 Currently, three markets are being assessed and developed for Gulf's future 

19 gypsum production. As sales of gypsum production occur, transportation 

contracts will be negotiated accordingly. 

21 

22 

23 

24 
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CONFIDENTIAL 

Gulf Power's Natural Gas Procurement Strategy 

2 

3 Gas Program Overview 

4 

Natural Gas is used for boiler lighter fuel at Crist units 4-7 and as the primary fuel at 

6 the Smith 3 combined-cycle unit. In the past, natural gas represented a relatively 

7 small portion of Gulf's overall fuel budget. With the addition of the Smith 3 

8 combined-cycle unit in 2002, natural gas became a more significant portion of Gulf's 

9 overall fuel budget. 

11 Gulf Power's natural gas procurement strategy is to produce a cost effective yet 

12 highly reliable fuel supply. Securing competitive fuel prices for its customers is the 

13 governing consideration in all of Gulf's fuel decisions. 

14 

Procurement Strategy 

16 

17 Gulf's strategy for gas procurement is to purchase the commodity at market prices. 

18 Fuel purchased at-market over a long period is a low cost option for customers. For 

19 non-peaking plants, Gulf arranges long-term firm transportation with adequate firm 

storage capacity. For peaking plants , Gulf purchases natural gas on the spot­

21 market, and transports the gas using interruptible transportation, released seasonal 

22 firm transportation capacity, or delivered natural gas (priced to the plant). For Gulf, 

23 spot-rnarket contracts have a term of less than one year and long-term contracts 

24 have a term of 1 year or longer. All natural gas, regardless of whether it is bought 

under long-term contracts or spot-market contracts, is purchased at market based 
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CONFIDENTIAL 

1 prices. While fuel purchased at market over long periods is a low cost option for 

2 customers, it does expose the customers to short-term price fluctuations. Since 

3 these price fluctuations can be severe, Gulf Power, at the direction of the Florida 

4 PSC, will attempt to protect its customers against short-term price fluctuations by 

utilizing hedging tools. It is understood that the cost of hedging will sometimes lead 

6 to fuel costs that are higher than market prices. 

7 

8 Historical Natural Gas Prices - NYMEX 

9 NYMEX Daily Settlement, $/MMBtu 

00 01 02 03 04 05 06 0719 

21 

22 Pricing Strategy 

23 

24 	 Gulf Power will continue to purchase gas, both under long-term and spot contracts 

at market based prices. However, pursuant to Commission order, Gulf Power will 
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CONFIDENTIAL 

financially hedge gas prices for some portion of Gulf Power's budgeted annual gas 

2 burn in order to protect against short-term price swings and to provide some level of 

3 price certainty. Gulf Power will attempt to take advantage of opportunities in the 

4 futures and derivatives markets that benefit the customer. Gulf Power will employ 

5 both technical and fundamental analysis to determine appropriate times to hedge. 

6 While various analyses will be used, Gulf Power is not proposing any set schedule, 

7 formula or triggering scheme to dictate when it takes financial positions. Instead, 

8 the hedging strategy will evolve over time. 

9 

10 While the hedging program will protect the customer from short-term price spikes, 

11 hedges can also lead to higher costs when natural gas prices fall subsequent to 

12 entering hedges. Gulf Power will limit the amount of fixed-price hedges to 100% of 

13 the projected fuel burn for the upcoming year. In addition, Gulf Power will limit 

14 option priced hedges to 110% of its projected burn. Finally, in order to protect its 

15 customers from market exposure in subsequent years, Gulf Power will take forward 

16 hedge positions for up to 42 months into the future. 

17 

18 

19 

20 

21 

22 

23 

24 
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1 Gulf Power's Oil Procurement Strategy 

2 


3 Oil Program Overview 


4 


Oil is used at Gulf predominantly for boiler lighting. Oil is used as a boiler lighter fuel at 

6 Crist units 4-7, Daniel 1&2, Scherer 3, Scholz 1&2 and Smith 1&2. Oil is also the 

7 primary fuel at the Smith A CT unit. Overall, oil use at Gulf is a small portion of Gulf's 

8 overall fuel budget. 

9 

Procurement Strategy 

11 

12 Gulf's strategy for oil procurement is to purchase the commodity at market prices. Fuel 

13 purchased at-market over a long period is a low cost option for customers. 

14 

Gulf purchases fuel oil on an annual basis through a formal bidding process. Gulf 

16 purchases fuel oil at index based prices. Gulf negotiates predetermined contracts for 

17 each plant and purchases fuel oil quantities throughout the year (as needed). 

18 

19 Pricing Strategy 

21 Since fuel oil is such a small portion of the overall fuel budget, Gulf does not currently 

22 plan to hedge oil prices unless Gulfs oil use significantly increases or some other need 

23 warrants doing so. 

24 
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Risk Management Plan for Gas & Oil Procurement 


2 Performance from Prior Year 


3 

4 OBJECTIVE: Provide a numerical comparison of the price paid for each fuel type 

5 (natural gas and oil) in 2006 as reflected in the December 2006, Schedule A-3 to the 

6 market price for natural gas during this period. 

7 

8 As described in Gulf's Risk Management Plan for Fuel Procurement filed in Docket No. 

9 060001-EI on April 3, 2006, SCS Fuel Services as agent for Gulf will purchase natural 

10 gas and oil at prices that are indexed to the published market price for each commodity 

11 at the time of shipment. In 2006 firm quantities of natural gas were purchased either on 

12 long term or spot gas supply contracts or on the daily spot market as needed to meet 

13 burn requirements. Oil is purchased under spot contracts for each generating plant that 

14 are full quantity requirement agreements. 

15 

16 In 2006, SCS purchased 14.8 million MMBtu of natural gas that was delivered directly to 

17 Plants Smith and Crist. ' The weighted average price of these purchases was 

18 $6.95/MMBtu . The Gas Dally Florida Gas Zone 3 Midpoint market pnce index, 

19 weighted by the same daily purchase volumes, was $6.93/MMBtu. The slight difference 

20 between actual costs and the market index is likely due to the premium required to 

21 secure gas supplies under long term contracts. which is not reflected in the Gas Daily 

22 index. 

23 

24 

ECLASS 
25 

D 

1 This quantity includes gas retained by pipelines as fuel reimbursement, and excludes storage injections 
and withdrawals. 
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In 2006 SCS purchased 717.465 gallons of dist illate oil for Gulf's account, including 

2 volumes allocated to Gulfs joint ownership interest in Plants Scherer and Daniel. The 

3 weighted average price of these purchases was $1 .97/gallon . The Platt's Oilgram No. 2 

4 Gulf Coast Pipe line market price index for 2006 averaged $1.81/gallon , within a range 

5 of $1 .55/gallon to $2.12/gallon. The published market price does not include 

6 transportation to the plant, supplier mark-up . or for deliveries to Plants Smith. Scholz 

7 and Crist. a Florida pollution tax of $O.0207/gallon . Additionally, since oil purchases are 

8 not made continuously but only as needed , the average actual cost could be higher or 

9 lower than the average publ ished cost due to the va riability of daily prices. 

10 

11 Gulf Power Company 

12 Comparison of2006 Actual Gas Purchases to Market Cost 

13 (Volumes in MMBtu) 
Purchases ­

Purchases - Smith I Crist 1 Total Purchases Purchase Amt- Smith PI 
d Jan-06 543.852 1 500 545..351 " ·1.862.426 92 
b Feb-06 837.493 -1 .922 842.41 6.591.383 86 
C Mar-06 760.036 8.000 768.03 S 5.3 83.527 00 
J Apr-06 931.191 5.000 936. 191 S 6.836.28247 
e. May-06 1.248.996 J 1.000 1.279.996 S 8.0 10. 188 .36 

Jun-06 1330.077 1.000 L3~ 1.07 Q.05 5.274 87 
j Jul-06 1.569,479 5.000 1.574.479 10.474 .771.88 

Aug-Ob 2.021.675 6,000 2.027.675 16.62 1.099 .22 
ep-06 J .550.085 11.000 1.561.085 8.0 I0.527 21 

j Oc(-06 1.580.803 5.000 1.585.803 S 8.9 16.624 .63 
~ Nov-06 1.201.66 1 12.000 1.2 \3.661 $ 8.970.58061 
L Oec-06 1.074.374 19.000 1.093.37 8. 17 1.4 9<) 81 

M Total 14 .649.722 109.422 14.759.144 10 1.904. 186 .84 

Market 2 14,759,144 

I Quantities represent volumes purchased and delivered to Plant Smith or Plant Crist, including gas to be retained by pipelines as fuel 

2 Market cost assumes the same daily purchases had been priced at the Gas Daily FGT Zone 3 Midpoint index price. 

14 

15 Gulf Power Company 
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Comparison of2006 Actual Fuel Oil Purchases to Market Cost 

2 (Volumes in Gallons) 

3 


Platt's Oilgram US Gulf Coast 

Pipeline No.2 Fuel Oil ($/gal) 


Gallons Cost per 

Purchased Total Cost Gallon i Low High Average 


.8. Jan-06 33 . 11 6 557..145 SI 73 5164 SI .82 SI 74 

b 
 Feb-06 63.725 S115.903 51 82 S I .55 SI 76 SI .65 

c 
 Mar-06 76.048 5137 .209 S I 80 S167 S 1.87 SI 77 

J Apr·06 74.545 SI51.643 $203 S1.8~ S2 .07 S I 97 

e Ma) -06 60. 120 S 129 560 $2 .16 S I 89 52. 10 51.9 

-t 
 Jun-06 79.897 SI72.093 S2 15 S 1 82 5 1 9 

:3 Jul-06 I 18.250 S2-1·t2 I" 5207 '5 1 88 S2.02 

h 
 Aug-Oo 5.1.236 S113.610 $2.09 S I 94 52. 12 


Sep-06 34 .859 $69. 126 SI 98 SI.60 S I 92 S I 73 


OC1-06 -to.005 583 .748 SI .82 $ 1.59 $1 T2 5165 

~ No\'-06 -18 .756 586.8-12 51 78 S1.57 5 1 78 SI 6<1 

L 
 Dec-06 ~7 .908 553.554 51 .92 $1.58 $1 89 SI 67 


M rotal 717 .-165 SIA 14.948 SI .97 S 1.55 52 12 S I 81 

iFor comparison to market price, oil was assumed to have been delivered in 


the month that the invoice was paid. 
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CONFIDENTIAL 

Gulf Power Company Risk Management Policy 

I. Introduction 

2 

3 Natural gas has become a large part of the Gulf Power Company 

4 (Company) fuel program. This increased need, combined with the market 

5 price volatility associated with natural gas and purchased energy, has 

6 created a need to begin hedging the risks related to the Company's overall 

7 fuel program. 

8 

9 II. Objectives 

10 

11 The primary objective of this Risk Management Policy (RMP) is to 

12 establish guidelines for use of hedging transactions associated with the 

13 Company's fuel program. Hedging transactions will allow the Company to: 

14 

15 • Reduce price volatility 

16 • Provide more predictable stability to customers, and 

17 • Provide additional flexibility and options in the 

18 procurement of fuel. 

19 

20 III. Guidelines 

21 

22 The risk management guidelines of The Southern Company require any 

23 business unit engaging in risk management activities to establish a Risk 

24 Oversight Committee (ROC). The officer listed below in Section IV will 

25 serve as the Company's ROC for this program. 
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Gulf Power Company Risk Management Policy 

1 The Southern Company Derivatives Policy states: 

2 "It is the policy of The Southern Company that derivatives 

3 are to be used only in a controlled manner, which includes 

4 identification, measurement, management, control and 

5 monitoring of risks. This includes, but is not limited to, well­

6 defined segregation of duties, limits on capital at risk, and 

7 established credit policies . When the use of derivatives is 

8 contemplated, this policy requires that a formal risk 

9 management plan be developed that adheres to The 

10 Southern Company Risk Oversight Committee Business Unit 

11 Guidelines. This policy also requires that, prior to initiation of 

12 a risk management program that makes use of derivatives, 

13 the risk management program must be approved by both the 

14 Chief Financial Officer of the respective Southern Company 

15 subsidiary and the Chief Financial Officer of The Southern 

16 Company." 

17 

18 

19 

20 

21 The Southern Company Generation Risk Management Policy (SCGen 

22 RMP), attached in Section 6 of this document, will be the governing policy 

23 in the administration of the Company's fuel procurement program. The 

24 SCGen RMP provides all criteria specified in the above extract from the 

25 Southern Company Derivatives Policy. 
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Gulf Power Company Risk Management Policy 

2 The Gulf Power Company Board of Directors has authorized the use of 

3 hedging transactions relating to contracts and other agreements for fuel 

4 supplies. The board resolution is shown below: 

5 

6 "RESOLVED, That The Southern Company System Policy 

7 on Use of Derivatives (the "Policy") as presented to the 

8 meeting is hereby approved; and 

9 

10 RESOLVED FURTHER, That the Officers are hereby 

11 authorized to effect derivative transactions that comply with 

12 the policy, including swaps, caps, collars, floors, swap 

13 options, futures, forward and options, relating to energy and 

14 associated commodities, weather, interest rates, currencies, 

15 and contracts and other arrangements for fuel supplies; and 

16 

17 RESOLVED FURTHER, That in connection with the 

18 foregoing, the officers are hereby authorized to take any and 

19 all actions and to execute, deliver and perform on behalf of 

20 the Company any and all agreements and other instruments 

21 as they consider necessary, appropriate or advisable, each 

22 such agreement or other instrument to be in such form as 

23 the officers executing the same shall approve, the execution 

24 thereof to constitute conclusive evidence of such approval." 

25 
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Gulf Power Company Risk Management Policy 

IV. Process 

2 

3 Certain officers of the Company were given authority to enter into hedging 

4 transactions that they consider necessary in order to reduce risk 

5 associated with procuring fuel and energy. The authorized officers are 

6 Vice President, Chief Financial Officer and Comptroller for Gulf Power 

7 Company or his designee. 

8 

9 Once authorization has been received , Southern Company Services Fuel 

10 Services, agent for Gulf Power Company, will conduct all hedging 

11 transactions in accordance with the Southern Company Generation Risk 

12 Management Policy. 
\ 

13 

14 It is the responsibility of SCGen Risk Control (the mid-office) to inform the 

15 Fuel Manager for Gulf Power Company or the Regulatory Accounting 

16 Manager for Gulf Power Company about the use of hedging transactions 

17 associated with Gulf generation resources and to provide open position 

18 values (mark to market) to the above noted individuals and the Gulf Chief 

19 Financial Officer and Comptroller. 

20 

21 

22 

23 

24 

25 
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I. Introduction 

2 

3 In August 1997 the Southern Company Risk Oversight Committee (subsequently replaced by 

4 the Energy Risk Management Board ("ERMB")) approved a set of risk management guidelines. 

5 Also, at various cimes during 2000 through 2002, the boards of directors for Southern Company, 

6 the Operating Companies, Southern Power Company and Southern Company Gas adopted the 

7 Southern Company Policy on the Use of Derivatives ("Derivatives Policy"). These guidelines 

8 outline the Southern Company philosophy toward risk and the responsibilities of the ERMB and 

9 business units that engage in risk management activities. 

10 

liThe risk management guidelines and Derivatives Policy require any business unit engaging in 

12 risk management activities to develop a risk management policy to ensure that risk management 

13 activities are conducted in accordance with Southern Company risk management guidelines. 

14 

15 

16 ". Purpose 


17 


18 flm ru~k ~!anagement Polley ("]~\[P" ) appues ro the shorrer-term powe r amI gas trading 


19 acm' jtlt:s performed on the Fleer 0reraool1S and Tradillg Floor of ~CGen ("1 rading Floor" 


20 and rhe as<;oclared nsk manngemcnr aconties as defIned wlrhill tlu. JP. The purpo<;e of rhl. 


21 R..\rr I ~ to: 


22 


23 • rrO\'ide preser limits and gUldeli.nes far each emplaree aurhonzed to legally bllid 


24 theCampa !l ~' ro tra n saclJ()n~ em ereJ by rillS R.J\IP; 


25 • Establis h <;ounJ gUHlehnec; in folio\\' III managu1g and conrrollmg n~ks: and 
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• Define the resp o mlbwues fo r m anagmg and mOllll o nng rlsks . 

2 

3 

4 III. Business Objectives 

5 

6 nlC i\ pprO\'eu BuslIl ess ()b J ecO\' e~ fnr rlle tr"dmg actlntles performed un the T r;)cling Floor o f 

7 SCGE]\ f are shown m :lppendlx \ . 

8 

9 

10 IV. Business Strategies 

11 

12 J"h e bu sme ~s ObICCD\'e~ a.re aC hl Cyed bl' enrenng mtn o'an~actlom im'olnng lhe approved 

13 commodltles 5ho\\'n ill appendix B, 

14 

15 Si.nce [15k IS a part of fu lfilling tl1e bu<;mess objectlves, Trading Floor personnel ha\'e rlle 

16 respo nsIbility ro e\,aJuate the opp orrumoes a\'allable and ro ensure that [he rerurns ac hle\'ed are 

17 cl)mmemurare wJlh rhe a sks u ndertaken. 1 ak1f1 g risks unrelared to [he busmesc; obJcctJ\'es 1 

18 inappropriare and should nor be unoerra i, e n . 

19 

20 \ ' ::1r1011S conrracr r"pes or rm:'II1 ClaJ In s rrumenrs ,,·ill be useu ro ac hlC\'e the \pprm cd B1I5mc.,. 

21 UbJeccins. rhe :\pprm'ed Risk \lanagemem Imtrumenr:" are l1sred i.n appendix C 

22 

23 

24 V. Authorizations 

25 
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Appendix D contains the individuals, boards, and committees authorized to carry out various 

2 activities, reviews, and approvals. 

3 

4 

5 VI. Segregation of Duties 

6 

7 111e followmg funcoQn~ f1rC ~cpar;!red to ensure that rhe nsk m;!nagemcnr acti,"ities are properly 

8 c;!med our: 

9 

10 • ( Ingmilnon 

11 • Srrucrunng 

12 • {_onfu,naolJl1 

13 • \Io[llwnng and reporong 

14 • Senlcmcnt 

15 • Cash management 

16 

17 Thls scpanlDoJ1 Ulcreases tbe likelihood th:H rhe ;!ctincie~ will be cllmed our Ul accordance \\,rb 

18 management'S expecraoons and I.har den:lOons from d,e objecrin~s \\'lil be properly brought to 

19 management's anenoon. 

20 

21 -\ppenmx r::. repre:-eoL<; the funcnonal separauon mgam7:lDonalir a" ~reClfied 10 r11.15 Jt.\fP. 11,e 

22 following 15 a ~UIl1I11a1~" of the re~ronSlbwtl.es of the chffercn r funcooos: 

23 

24 O ngAnatlOo: [he funcuoll of nug1l1f.1 UOO Includes rhe follO\\'lng responslbilitJes· 

25 
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1. Emenng mrn rraos::lcoons \\'Ith apprO\'ed counterpartJe~ 


2 ") Entenng rr:lOsacoon" IntO applicable deal caprtne s\·stem. 


3 3. Coordm2ong rhe physlCal deii \'cry I)f energy. 

4 4 . DetermUlJng the approp11are le\'cluf risk, \\1d1.In rhe approyed Imutc;, (0 be accepteu nn 

5 behal f of [he pnrrfoho. 

6 5. Dc\(:Joplng and IrnpJementJ ng nsk managemenr <;rr:1tegle .. 


7 G. Lnsunng rhar the porrfollo complic!:> with Unllts of risk exposure 


8 IE ASSIFIE 
9 Stluc turing: The function of structuring is responsible for the following: 


10 


I I I . .-\SSlstU1g the fronr o ffice 111 uC\'e1opmg- nsk management ,rraregJes and identifnng 


12 ::; trtl teglcs ro nptimize rhe porcfolIo. 


13 2. \\"orkme WIth the rmddle office to ensure appljcabJe r15ks are lde.nufied and \alued 


14 appropnarely. 


15 


16 ConflIlnaoon, ~\lorutorUlg. and Reportll1g: The fwlCuom of trade con ftrmaoon. rISk mnnltonng, 


17 and risk reponing lJ1clude tl,e foUmnng re~pon''lbilioe!' ' 


18 

19 1. ((1n fummg rransacuons with coun rerpartll:' '" 


20 :'Iol1lfnnng nnd derenrunlng that tran5aCIJOnS are 111 co mpliance \\'ith esrabllsheJ 


21 procedures and wmts. with apprm-ed counterparoes, and \\-Ithm counrerpatt\· credit 


22 luruts . 


23 3. Reporong unauthonzed rra.nsacnon.s. 

24 -J.. Repornng m'er-l.i.rrur occurrence". 

25 5. \ . alumg rnrtf()ll ~. 
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6. Ca lculatIng value-at-n::;k and / o r nrher appropriate risk memcv. 

2 7. (jener:wng dlUJy credIt reporrs and nntlfnng from offic e of credi t concern 


3 R. Re\o!nng crewt Issues wah counrerpartJc <; 


4 iJ. ralcu larul )?; colla rcral retjulrcments :1T1d management of posted coll::tleral. 


5 In. :'-.famralning guarantees, lerrer s. (If cred It. an J ()Iher <;ccu nty pm'-lded b~ 


6 cou nt erparoes 


7 II . "'.oofnng SC~ Treasun' of margIn reqw.rements related to exchange- traded 


8 transacnoo f. . 


9 


10 Sctclcmcnr: 1l1e funcnnn o f o;enlemenr rncludes tbe foliowlOg responslbllitJes: 

12 1. Gen cra rulg 1m-Olees fa cou nre rpartie5. 

13 
.., -".nrif:·U1g :-'ourhern Compa m' Sen -Ices. In c.. 'SCS) TreasuD of accotlnt 

14 payable I recewable \yah coumclvarncs, 

15 PrnduClng 1110nlhh fl11ancial accounting repon s. 

16 4.. Reconc.iling counrerpan:' llWOICCS wlm SOllthern CompaI1\ ' l11\·o ices. 

17 :l . Recording transacnons \l.:irh counrerparoes in the recel\a,ble / pa\'able sub ledger 

18 

19 Cash \lanllgemenr: SC~ Treasu ry t$ responsIble fo r rccelnng and disbursl11g all fl.lnds from or 

20 10 counrerparnes and for rbe deltn.T\' of margm reqlmemenrs. ~CS Treal:mn will also be 

21 respumable felr IIl\' e:.rlJlt'11t of cnJhreraJ prondeJ by cn uI1fCllJal·ue .>. 

22 

23 .1.cco untlng: SCS \cc(Junong IS rc~ponsible f(Jr posling tran~a.cuons ro rhe general led?cr and 

24 l'econolin.g rhe subledgers to the general ledger. 

25 
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VII. Market Risk Identification 

2 

3 R.J<;ks for rhe ~ppr()\'ed commoditJes and apprm'ed instruments will be ldenufied and c::tprured In 

4 the approprla re nsk bnnk(s). Ir j.; rhe re<;ponslbwr,' of the [Judd1c office ro ensure all rISk 

5 compnnenrs :l~~uclared \yirh the risk management actlnne" c(wered b)' thiS R..\IP :ue IJcnnfied 

6 and captured 111 the apr ropnate risk bnok(s) 111 a omeh' manner. 

7 

8 DEC 
9 VIII. Market Risk Measurement and Valuation 

10 

11 1 . Transacuol1 det:uls and yaluarions will be nuunr;uncd for mdl\,dual deals such that 

12 posmam can be aggregated by cOlmllOruty. de/i,-en ' point, counrerparty and l nr peund. 

13 

14 2. \L1.rk-ro-market far rhe porrfolio WID be calculated dally , and will be subJect ro druh 

15 1l1come nouficatlon le,'e!s as sel form In appendi"{ (~ 

16 

17 .). \ 'a lue a t mk wLlJ be calcuJnred dail\ uohzll1g the mctbodolo,glc5 conramed In 'rrentiL" 

18 

19 

20 4. ~trc~<; resnng ~hould be performed nn the porrfolio penodIGuh-. 

21 

22 

23 

24 

25 
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IX. Market Risk Limits 

2 

Exposure LIJ11.I(<; The maxunum exposure IimJts are :;ho""n In .\ppendix H. Th 

JnaxlIl1wn exposure lmur for each bU<;lne:o;s ob,ectlYc ..hnultl nor exceed 

he jjnllt~ spectfied in appendix H. 

D:uJy Income Certaul noohcauonc; fa \ Ianagemenr for changes ill matk-to-market for 

1'ob ficatlOn . econdar.y aeo\·itle:, are requIred as defined In \ppendn: I...~ . 

Lirrur Exee." . rrrespeclJ\'c of 1)1I1<:r rr()'1"10n~ cOlllruned In ililS R \lP, lmllt ()\'er)lgc~ 

RcporoIlg ma~ occur. Each I)ccurrence shall be prompth' repl)rted b\ r.he InlJd le 

nfficc ro mdiYldll::l l ~ IdcnofieJ In ilprendix G. 

3 

SSIFIEDEC4 X. Credit Risk 

5 


6 SCS Tre::lSU1;; l'!yaJuates and moruro[s the credirworthlOess of tJ:acUng counterp:uues and cu::.tomer~ . 


7 asslgn~ racings and e.:;tablishes maxlInwn credit limtt::. in accordance wirh me SCGen CrecUr PollC\' 


8 The mH..Idle office wlll mannor rhe starus of CQumerparne:; and customers ' accounr~ agam~r t!leu: 


9 apprm'ed cremt l.mur~. as \\'eU as IllOnlWr the pl)nfoho \'ersus other requu'cmems (1 ( U1e Crewl 


10 Pouey. D1e rmcldle office m:lY esrabhsh credit limns below I1lIlXl.InUrn illnllS- a~ sel forth U1 dlC 

11 Credir PolJC\". 

12 

13 

14 

15 
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XI. New Products 

2 Srrucflued Ir~n~aCo()n" and ne\\' products ma~' be developed from rune to ume and ma,' 

3 conr:un new ri~ks or requue new ll1frac:.[tUcrure <:upporr. The re"poJ1<;lbILfle~ :b~oclared WIth 

4 rhe :'lppn)q,l of each su-ucruJ eJ mm~acn()n and new product mcluJL the fOU0\\"Ing: 

5 

6 • Origination is responsIble for de"elopmg a bu';rness case for 'itructured mll1SaCDQn or 

7 ne\\ product. 

8 • "t.rucmnng 1~ respomlble fm IJenun-ing the risk components nf each structured 

9 transacnon. 

10 • The appropnate management ream (see appendix 1) is. responslble for final appr0"al of 

11 each ~tnlctuIed tnmsacoon 

12 • n1e middle office is rcspon~ible for ensunng aU mkc:. have been Idennfied and ,-allled 

13 fnr repOrting pUJ-posc ... 

14 • Itlement IS respoo.~lble for ensurmg rhe Infrastructure suppon for the ~truc[Ured 

15 uansacuon is in place . 

16 • ngu1.aoon is re....r(ln~lble t-or execuOnI! the strucrurcd o:ansacoon 

17 

18 DECL 
19 XII. Funding Liquidity 

20 

21 The Compam- rna,' face funding hqwdj~- needs associated \v,tl1 Its energy nsk management 

22 <1CO\,l1e" as a resulr of exchnnge-imposed margin deposits, collateral for Q\-er-the-counter (OTC) 

23 U:llll':lcoon<;. al1u the 11llling of realved I()~~t:~ Yersu~ reahzed gallS. The rrndmg Floor will 

24 proYlde fundIng and li<.jUldiry updares a~ needed to ~CS 1 reasury ro en~un-' auel./uare fllnJUlg, 

25 parncularl~' 1!1 rhe e"eor of aJYer~e condition., . 
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2 

3 XIII. Operating Procedures and Systems 

4 

5 Processes. "ranual and/or auromared rroC(:<;5CS thar mOnitor ,-alue af rI~k . dlliJ;; income reports, 

6 \ . \ R repuns, posicion repons. credit reporrs, and management reports a" de<;cribed 111 this R.\) P. 

7 Will be m:unt:l1ned Iw rhe middle office or other groups as approprtate. 

8 

9 Recordwg TransacDans. \\1 mlOsacDans :-hall be promptly reflected ::lnd accurareh' recorded in 

10 the app1:0p11aCe risk b()ok (s). l1H: t)ngmaror ()f (':tch transaction shall enret llansactlons Into the 

11 appllcabJe deal carmre SI'SH:'111 and re\' IC\\- rhe confinnauon for accurnc\ . nu:, n1JddJe ()ffice \\,tli 

12 en ~ure fha r rhe transaction I:, praperJ\ recorded and con fumed. TIllS \\'111 en<;ure I he tnlllc;actlon 

13 IS ;,ccuratel~' reflecred, the appropDa Tc documcmaDon IS complered, and rhe tnlOsacoan I ~ 

14 con firmeJ . 

15 EC ASSIFIE 
16 ('ontraCl. \dmimsrraoon. fhe ITIlddJe office ,,-,11 be respons ible for the execuuon of new master 

17 agreements \\-jth cOllnterpRrDCS, lhe I11Jddle office \I-ill be n~ 5ponslble for prepal1ng, re\;e\\'ing 

18 tUsmburmg, and managmg conflJ'mations. .\ljJdle office personnel W1U work \nrh , Trea~urr 

19 ro abraul necessan' mform;won ro est~bbsb credit limits for the counrcrp::lrucs. rhe exccutlJ1g 

20 trader or originaror shaU be responsible far reYlewlng and approying all conUrmaDons for 

21 ;'tccurac~ pnor to flnalizing. Tr IS rhe respoTlSlb llJ r:' of the ITUddle office TO obmUl lcg::d apprm·::tl 

22 for liny nnn<:.randard rerms documented on a contJ.rmaoon prior to [he ::Ipprrwal of the 

23 conflrmanon. Setuement \\·ill be responslble for the ongoU1g contract adrnirllstration aco\'lues 

24 assoClared WIUl each a.greement. including tmplemenracion of each such agreemen •. 

25 

78 



( 

Southern Company Generation Risk Management Policy 
Confidentia/- For Company Use Only 

Operaang Procedures. Operaong procedures. mcluding accompanymg flowcharts, ,,,ill be 

2 malJ1talJ1ed under separa re con:r. ll1e procedures co\'er the flo\\' of a u'anc:ac[Jon from deaJ 

3 mcepnon Ihrough senlemenr. Thest' proceJures will be penowcall:' re"!"ed ro properly reflect 

4 changlOg proces~es 

5 

6 

7 XIV. Accounting and Tax 

8 

9 I ledge treatmenr \\-ill be used for accounungand income taX purposes for all dennltJ\'e tran<.acnon 

10 when apphcable. Hedge acc(JUnung contemplates the abilir:' to account for a den,::! m'e instrument 

11 as eldler a fatr-nlJue hedge or a cash-tlm\' hedge W1der r. \~ 13.3. " \ccounoog for Denyao\,c 

12 In<;tnllnents and Hcdgmg \co\'Juc:-." rl also contemplares deferral of thL U1COlne tax comequenceJ' 

13 of any gam or l o~s on the hedge U1sr.nJl11Cnr unriJ the period 111 which the gaIns or Imses on lhe 

14 hedged uansacDon are recognized. ,\ppendL'\l conrall1S the accouncing and fax apprnach rhu \yill 

15 be utilized for rhe Trading Floor mk management aCD\~lries, 

16 

17 DEC ASS 
18 XV. Legal 

19 

20 Legal counsel ",ill be retalI1ed co assist In managwg the legal and regulatot:) aspects of the energ~ 

21 risk management acti'-lUes co\'ered b~ rhis RMP. Legal counsel will be reca1l1ed for ad"ice on 

22 con[Iact~ and ",ill submlr regularory i1l1l1gs [0 ensure thar energ~' nsk managemenr acunues 

23 comph' \Yllh rhe. regulator:' reCJLWTI11CnrS of \-aI10U$ agenClec;; . In addlDoT1 .. legal crlunsel a5S I~tc;; ill 

24 [he deyelopmenr of inlo::Jl ma::.rer purchase and sales agreements mclud111g credit rerl11~ ;lntl 

25 confmnatlon formal'. Legal couno:cl :l Isa rC\le\\':< contracrs aod nonstanJard confinnaoon 
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documen t.,. 

2 

3 XVI. Monitoring and Reporting 

4 

5 ,\[iddle Office per~nnne l \\'ill calculare and report the foJJo\nng Hems on a Jail\- basIs: 

6 • Counrerparty credll expo<;w:cs and l.irrur~ 

7 • \'aille -nr-risk 

8 • Porrfolio ma.rk-r()-m~rker 

9 

10 ' Ille Portfnho :\fanagement group \nll prepare datly po<;ltIon reports. The fl C and -Poo l 

11 TransacDons Irmup \dJ report prelimi1131T P&L on a ualh' baSL, 

12 

13 

14 XVII. Personnel Trading 

15 

16 :\U Bu~iness De\'elopmcnr emrloyee~. ill Fuel Sernce<; employees and (lm employee p}l\'sicaUy 

17 lOC:Hed nn the Trading 11001' are prohibited from [fading any appro\'cd CO lTImnJlrY fc)T thclr 

18 o\\'n account or fi)r the benefit of any pany except as spcClfica Lh authorized as parr or thc 

19 tndjndual's dunes \\'J[h Sl~ lJen . DEC 
20 

21 

22 XVIII. Business Recovery 

23 

24 The busmess recovery plan thar \nll aUow Tradmg Floor acci"irics to conUnue \\,lth O1J1lima l 

25 ulSfllpnOI1 are cOI1[:uned 111 a <;ep~l.l·ate document. 
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2 

3 XIX. Compliance 

4 

5 Each Bll~Ule<:." De\'elnpmenr emplo~ ee, Fuel Sen' ice" employee. IInJ am- employee phn,calh' 

6 locared on the Trading Floor shaD be pl'onded II copy /")f r1l!s R...\lr tlnd wul be required to 

7 revle\\, it and darify an~ questions regarding H wit.h managemenr. Each ",ueh emplo~' ee shill! 

8 ncknowledge In wnang C-\ppcnolx K J receIpt of thL" f~\[P. confIrm 1m or her undersranclmg o f 

9 d1e requtremenrs cQntaU1ed herem. tlod agree to full,' complr wlth It prtor fa recel\-ing an:' 

10 :lLIrhoriztltions described herem. 

II 

12 Each emplo!'ce <:. haU haye an afW:Illilti,-e dur\' to alerr mantlgement, meluding rhe .\iar1tlgeL Ri~k 

13 Control. 1J11mcditltcl~ upon learl1lng of IIn~ ;lpparent R.,\IP \'1O!tloon <:. o r ·)ther mks not cllrrured 

14 'II' ::tdequarely rel1ecred by J\..\fP merhodolmnes and sYStem ... 

IS 

16 

ECLASS 
17 XX. Independent Review 

18 

19 5CS lnternaJ :\ udiul1g IS responsible for performing mdependent rene\\'s nf the R_\lP tlcDnoe.-. 

20 These re\,lews will derernune adequacy DC controls ro ensure r112.t the .-\sset Opnmizauon Floor 

21 aC[J\'IDCS ;lie be1J1g carned out. 111 accordance with r1us p o lIcy. These renews ll1clude periodIC 

22 resting ro ensure co mpliance \\'ith control procedure .. and rIsk expo sure lmurs. Results o f the.~e 

23 renews will be pro\'ldecJ en m~nagemenr . 

24 

25 
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XXI. Policy Amendments 

2 

3 _-\ mendmems [Q rJlj~ R..\lP \\'ul be reguired from tlme to tune. The Southel11 Compamo lUsk 

4 ~ Ianagement BnarJ musr apprrwe aU proposed amendments ro rhe body of [hL" R.\lP , to 

5 .-\ ppendix B ­ _\ ppro\ eu CommoJwes, anu \ rrenulX C Dalh Income .'-onficanon Levels , 

6 Hnd . \ppendix I r - \Iarket H15k Lunjrs_ . \11 apprr)\"cd change... ro rhl" R.\fP wIll fall untler Ihe 

7 complJa.nce !'ecnoo r)f rhl <; R.\fP (<;.ee secnon XIX). regurnng: 

8 

9 • ( ommUn1c~uon o f ch.'l n~es [0 affec red emp!m'ees. 

10 • Re\~lew f) f dlose changes b~ Lhe affected emplorees and rJle opportunity for them ro 

II clarifl- any gt1eSllons regardmg r:hose ch'1I1ges WlrJl management. 

12 • \ckno\dedgemenr In \\Dting b,- each affected employee rhat he or she ha~ : 

13 

14 Hecei'­ed commurucanon of rhe change,. 

]5 nfirrned hl S or her understand ing of the !'eqUlrcments as~()ciated \nth Ih e 

16 changes. 

17 .\greed 10 fulh cumpl~' wIth the updated R..".IP P[J(1f co conr.l11umg [0 recel\-e we 

18 aut ho r17atlons t1escnbed herein . 

19 

20 EC 
21 XXII. Terminology 

22 

23 Definitio ns of terl1linoJog~ llsed in tblS R..\fP are comamcd U1 appendLx L. 

24 

25 
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APPENDIXA 

APPROVED BUSINESS OBJECTIVES 2 

3 


4 


5 ENERGY MARKETING 


6 Fleet Operations and Trading 


7 


8 The pamary ob lecn\es of Fleel O peraoons and Tracimg are I 


9 


10 Prm'lde surporl reua bilirr of pc)\\'cr supph-. 


11 2, Deli" er rhe lowest po<;slble en{'r~ cost (0 rlle remtoL1a1 cu~tomers (through ecnnonuc 


12 purchases ::t nd econolluc deploymenr of the pCn\ cr ,>upply port Coho). 


( 	 13 1. \faXlmJZC rerurns on Southern Lompan\' generaang resources. 

14 JECLASS 
15 

16 To perform d1ese objeco\Cs, th e seconda1,' actiY1tleS and opporrunltics of Fleer Operat.1on~ and 

17 Trading are ro: 

18 

19 • Dlscn\'er pnce: 

20 • 1 ake :H.h·anrage of atblTrage 0pporrunltJes: 

21 • Take ad\'anrage of [ocauonal spreads: 

22 • T;Ike aJyanmge of cross-commodiry sp reads: 

23 • Take ad"anr;1ge of marker poslDons; and 

24 • Pro'-Jde risk management sen'ices. 

25 
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2 FUEL SERVICES 


3 DECLASS 

4 Natural Gas Fulfillment Function 

5 

6 The pnmary ObleCD\'e~ of the '.:amral Gas I-ulfillmen t Funcnon are to: 

7 

8 1. Deb,er tlsk-opLim.ized gas <;upph' ro generat.lJ1{! resources for tbe rermorial cust",mers. 

9 2. Ocliycr n:-k-opoJl1J7;eu gas suppI:, to SUppOrT wholesale aCO\7ltles of ~CGen . 

10 J. Optinuze natural gas :lsser<; assocIated \\ Ith gas ~uppl,. gas transporrntion. and "forage. 

11 .J. . "upr nn Flee! Operarions and TradJng crm<;-commodJry spread... 

12 =" Dc:!J"er risk 0 poITuzed gas surph' and rrm-ide nsk managemenr ~en-lCes fa :"ourhern 

13 Cumpan;' Cas 

14 

15 r o perform These oblecm-e<;, the <;econdary aCU\lOes and opporruruoes of the mrural ga$ 

16 fulfillme nt funcTIon are to: 

17 

18 • fake :lth-anragc of arbmage opporruniLies. 

19 • fake adyanrage of orne and locaoonal ~pread ... 

20 • rake ad\anlage of cross-commodl~' spread!'. 

21 • Pronde nsk management sen·ice_.. 

22 

23 

24 

25 
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Emission Allowance Management Function 


2 
 DECLASSIFIED 
3 


4 The pflm~ry obJectJye of the Emls:"lO n s Allowance \ fanagemenr Funcoon are [0: 


5 


6 1. _\ l:wage the srsrem 's holding o f en1J SSIOn allo\\-ances to Insure compliance with all 


7 appbc:1blc ennronmental regulations_ 


..,
8 :' lanage rhe ,,\,., rem '., h olwnlJ;~ of em l"SlClO:-' allo,,-ances ro Insure n~IXlJllUm \'alue rll rhe 

9 'n-,tem ;1 nd le:l ~l -cosr cnmplJ;1l1ce. 

10 3. 0pwn.Jze rh~ lon~-rerm \-alue of (he these ::I5C;et" . 


II +. P1Tl\' IJe r.egulalor~ c;uppnrr anu a<;c;urance regarJing the effecl1\-e managemenr of rhese 


12 assers. 


13 

14 To perform (bese obJecm-es the secondary acunnes and opporrurul1es of the Emwnom 

15 _\.llo\\·ance :"-lanagemem Funcooo are lO: 

16 

17 • rake ~Id"antag(' of :ubmage o pportunioe.,. 


18 • Take ac.kanrage of cross-comlTIuum- .;pre;!d 


19 • Take aunlmagc of marker posi tions. 


20 • Prcwlue ask managcmenr "ernees a:,~()o'l!ed WJ th these commodlDej:. 


21 


22 

23 Coal Fulfillment Function 

24 

25 The prunan- function of the Coal Fulflllmenr FllncDon are to: 
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Dc~\"cr risk-optimlzed coal su ppl~- TO genera tInn re<;nurccs fm the rernr<lJ"l;l1 cu<;tnmer.2 

., 
De~\"er mk-oPtlJll17eJ coal ,>upph· to support :;alts of SCGen. 

4 ). ()ptll11Jze cnal a""e r<; ac:,oClateJ WI U, coal c::upply, coal tran<;pormoon. and stora?;e. 

5 ~. ~UppOri Fleer Operalmm; :mJ l"raJin,g cross-commodll~y "preadc: 

6 

7 Tn perform rhese ObleC n\·c~, the "econdasy aCO'\Iocs aou oppornlflLOe<; n f rJle cnal 

8 rllifilLnenr functIon are m: 

9 

10 r Take ad'-anragc of arbitrage QPpnrrunltlcs. 


11 r Ta.ke adyanrage of tlme an clloc:lrJooru spread s 


12 ,. rake aJnl.nt:lge 1)( cro<:<,-commO<..lm "'preads. 


( 	 13 r Pronde n"k m:1nagemenr "CIYlce!' . 

14 

15 

3 

ECLASSIFIED 
16 


17 


18 


19 


20 


21 


22 


23 


24 


25 
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APPENDIX B 


2 APPROVED COMMODITIES 


3 


4 


5 The approved conunodities for this RMP ate: 


6 

7 • Electric power 

8 

9 • Natural gas 

10 

11 • Coal 

12 

13 • Emissions Allowances 

14 

15 • Fueloil 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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APPENDIX C 

2 APPROVED INSTRUMENTS 

3 

4 

5 The approved instruments are: 

6 

7 • Futures 


8 


9 • Forwards 


10 

11 • Options 

12 

13 • Swaps 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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APPENDIX D 


AUTHORIZATIONS 


I 

Name 

Southern Company 

Energy Risk 

Management Board 

SCGen Energy Cred it 

Committee (ECC) 

Sr. Vice President, 


Comptroller of SCS 


Manager, Risk Control 

Authority 
I 

1) Approve SCGen Risk Management Policy. 

2) Approve overall risk limits. 

I 3) Approve commodities. 

I 
I 

1) Approve SCGen Credit Policy 

2) Limit activities with counterparties due to credit 

concerns 

I 3) Approve exceptions to the Credit Pol icy 

I 
1) Specify the appropriate accounting treatment of 


Transactions. 


I 

1) Maintain the list of authOrized individuals . 

, d' . . h 12) Resolve cre It Issues Wit counterparties. 

3) Restrict credit limits in specific situations until 

reviewed by the ECC . 

ECLASSUFIE 
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APPENDIX D 


AUTHORIZATIONS (continued) 


Energy Marketing 


Name Authority 

Sr. Vice President, 

Operations & General 

Services, SCGen 

1) Approve fleet operations and trading business 

objectives. 

2) Allocate the overall risk limit among the SCGen 

business objectives . 

I 3) 

I 4) Approve exceptions to transaction limits for which 

authorizations are not specifically addressed in the 

RMP or Credit Policy. 

SCGen Management 

Team 

I 1) Approve structured transactions, new products, and 

unusual transactions . 

Vice President. 

Fleet Operations and 

Trading 

I 
1) Set risk exposure sublimits for SCGen secondary 

activities . 

2) Resolve over-limit conditions. 

3) Identify authorized individuals that can execute 

electricity transactions (including transmission and 

ancillary services). 

4) Set individual limits for fleet operations and trading 
I 

personne l. 

90 ss IEEC 



Southern Company Generation Risk Management Policy 
Confidential- For Company Use Only 

Manager, Energy 

Trading 

Term Traders 

5) Approve trad ing in illiqu id markets. 

6) Establish guidelines and identify individuals that can 

conduct off-premises transactions. 

7) Open broker accounts for exchange-traded 

commodities . 

Manage portfolio risk on a daily basis within risk exposure 

limits . 

1) Execute transactions for primary business objectives. 

2) Execute transactions for secondary activities. 

3) Manage portfolio risk on a daily basis within risk 

exposure limits. I 
, 

Energy Coordinators 

I 

I 

1) Execute transactions for primary business objectives 

up to a term limit of 1 week. 

I 2) Execute arbitrage transactions under secondary 

I activities and opportunities. 

• Transmission Project 

Coordinators 

• Energy Schedulers 

Procure tran smission and ancillary services for 

I transactions executed by the Term Traders and Energy 

ICoordinators 

I 
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APPENDIX D 


AUTHORIZATIONS (continued) 


SCS Fuel Services 


Name j Authority 

Vice President, 

Fuel Services 

1) Approve Fuel Services business objectives. 

2) Allocate the overall risk limit among the Fuel ServIces 

business objectives. 

3) Approve instruments for Fuel Services . 

4) Approve exceptions to transaction limits for which 

authorizations are specifically addressed in the RMP or 

Credit Policy 

Establish guidelines for off-premises transactions . 

Gas Services Director 
I 

1) Set risk exposure sub/imits for Fuel Services secondary 

activities. 

I Identify authorized individuals that can execute financial 

and physical gas transactions. 

Manager, Gas 1) Manage portfolio risk on a daily basIs within risk 

Procurement exposure limits 

2) Set individual limits for Fuel Services natural gas 

personnel. 

Resolve over-limit conditions. 

Team Leader, 1) Manage portfolio risk on a daily basis within risk 

Gas Procurement exposure limits_. 
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2) Identify authorized individuals that can create physical 

gas transactions with terms up to one year. 

Natural Gas Buyers 1) Execute transactions for Fuel Services primary 

business objectives . 

I Execute transactions for Fuel SeNices secondary 

activities. 

Natural Gas Procure transportation for transactions executed by 

Schedulers Natural Gas Buyers. 

Natural Gas Project 

Personnel 

Negotiate long-term natural gas contracts associated with 

Inatural gas supply, gas transportation , and natural gas 

storage. 

( 

EClLASS 
 D 
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APPENDIX E 

2 SEGREGA TION OF DUTIES 

3 To ensure that risk management activities are properly carried out, certain functions will be separated. The 

4 following chart identifies these functions (depicted as BOLD bullet items) and their reporting process . 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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Energy Risk Management Board 

SCGen 
Pres ident 

I 

I I I 

VP VP CFO 
Competitive Operations SCGen 
Generation & General 

I 
Services 

I 
VP Business I 
Development 

'LT Origination Fuel Accounting 
'Contract Admin. 

'Settlement 

I 
Fleet Fuel Services 

Operations & 'Origination 
Trading 'Structuring 

'Origination 'Risk Mgt. 
'Execution 'OpCo Hedging 

Program Mgt. 
'Execution 

Southern 
CFO 

I 
Financial 


Services & 

Contract Admin. 


, 
VP Enterprise SCS 

SCS Treasurer 
Risk Comptroller 

'Cash Mgt. Management 
'Credit Policy 

1 
I Risk Control 

'Confirmation 
'Valuation 

'Credit Admin. 
'Monitoring 
'Reporting 

SCS Accounting 
·Posting to 

General Ledger 
·Reconciliation of 

Sub & General 
Ledgers 

OpCo Accounting 
'Posting to Ledger 

'Reconciliation 
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APPENDIX F 


MARKET RISK MEASUREMENT 


Approved Commodities Value at Risk 

Method 

Electrical Power Parametric VaR 

Natural Gas Parametric VaR 

Coal To be 

Emissions Allowances Determined 

Fuel Oil 
- --~ - "------­ ~--- -­ ---­ - ­ - - --­

DEC'L 
Parametric VaR Methodology 

F la C t-­

Component Symbol Comments 

Value at Risk 
I 

VaR ISee Equation Below 

I I 
Position PSN Given in Agreed Measurement Units 

Daily Standard Deviation of Price ~P Given in $/Agreed Measurement Units 

Change 
--­ ~---
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I 

1, 

Holding Period - Business Days HP Taken From Parameters Table Shown 

Below 

Confidence Interval Multiplier CI I For Example: CI =1.65 for 95-% 

I Confidence Interval 

VaR = PSN * ~P*-JHP *CI 

Equation 


Parameters 


:3 


~ 


Commodity Holding Period Multiplier 

(HP) (CI) 

Electric Power 

Term <= 1 Year 5 Days 1.65 (95%) 

Term> 1 Year 5 Days 1.65(95%2 

Natural Gas 

Term <= 1 Year 5 Days 1.65 (95%) , 

i 

Term> 1 Year 5 Days 1.65 (95%) I 

APPENDIX G 

DAILY INCOME NOTIFICATION LEVELS 

UPDATED EFFECTIVE 10/09/00 

DECLASS 

Daily MTM 

Approved Commodities Change Notify 
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Secondary Objectives SR. Vice President, Aggregate 2­ · 
Operations & General 

Services 

Day Greater 

$2.000 ,000 

· Vice President, Fuel Services 

· Chairman of ERM Board 

· Executive VP Competitive 

Generation 

· President SCGen 

· CEO of Southern Company 

Secondary Objectives Rolling 3D-Day SR . Vice President, · 
Operations & General 

Services 

· Vice President, Fuel Services 

$7 .500 .000 

· Chairman of ERM Board 

· CEO of Southern Company 

· Executive VP , Competitive 

Generation 

· President, SCGen 

DECLASSIFJED 
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Stop Loss Limit I 
I 

Value -at- Risk Limit 

Secondary Activities 
$15,000 ,000 

(Gross Margin) 

I 
J 

I 

$7 ,500 ,000 

(Gross Margin) 

DailyNet Income 

Monthly Notification Limit 

(Month ­ to ­ Date) 

Monthly Stop Loss Limit 

i Month ­ to ­ Date) 

Report 

I 

$5,400,000. 

(Net Income) 

I 
$7 ,500 .000. 

(Net Income) 

, 

I 
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APPENDIX H 


MARKET RISK LIMITS 


Overall Risk Limit 


-. 

Approved Commodity Overall Risk Limit Approval Date 

All Commodities Combined $75 ,000,000 March 5, 1996 

Electricity 


Net Open Position Limits 


2, 


~ 

DECLASSIFIE 
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APPENDIX I 


INCUMBENT LISTING; AUTHORIZED INDIVIDUALS 


bent L" "" 

Title 


David Ratcliffe 


Name 

Chairman, President, and Chief Executive Officer 


Southern Company 


Tom Fanning 
 Chief Financial Officer, Southern Company 


Chairman, Energy Risk Management Board 


Paul Bowers 
 President, Southern Company Generation , Energy Risk 

Management Board 

Phil Saunders Sr. VP, Operations & General Services, SCGen 


Ronnie Bates 
 Executive VP, Competitive Generation, SCGen 


Dean Hudson 
 Senior Vice President, Comptroller, and Chief Financial 
I 

Officer of SCS, Energy Risk Management Board J 
I 

Vice President, Fuel Services Jeffrey Wallace I 

Vice President, Fleet Operations and Trading 


Todd Perkins 


I Charley Lona 

Manager, Risk Control 


Scott Teel 
 Manager, Energy Trading 


Roy Hiller 
 Gas Procurement Team Leader 

Southern Company Generation 

Energy Credit Committee 

[ Name TitleI 
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Earl Long (Chairman) 

Phil Saunders 

Assistant Treasurer, SCS 

Sr. Vice President, Operations &General Services, 

SCGen 

Jeffrey Wallace 

Charley Long 

Todd Perkins 

Vice President, Fuel Services 

Vice President, Fleet Operations & Trading, SCGen 

Manager, Risk Control 

Fleet Operations & Trading 


Management Team 
-
Name 

Phil Saunders 

Mike Bush 

Title 

Sr. VP, Operations & General Services, SCGen 

Director, Portfolio Mgmt. 

Greg Darnell 

Scott Teel 

Fleet Operations Manager 

Manager, Energy Trading 

SCS Fuel Services 


Management Team 
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Name 

Phil Saunders 

Jeffrey Wallace 

Robert Schaffeld 

Title 

Sr. VP, Operations & General Services, SCGen 

Vice President, Fuel Services 

Gas Services Director 

Xia , Liu Fuels Environmental & Compliance Manager 
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APPENDIX I 

INCUMBENT LISTING; AUTHORIZED INDIVIDUALS (continued) 

Authorized Individuals 

Approved Commodities 

Electricity Natural Gas Coal 

Title Name Energy ITransmission Gas JTrans~ort Storage 

Southern Company Generation 

Energy Trading Manager Scott Teel X X 

Term Trader David X X 

Hansen 

erm Trader Steve X X 

Lowe 

Term Trader Tim Sorrell X X 

Term Trader Scott X X 

Morales 

Core Commercial Mike Smith (2) (2) 

Operatings Mgr. 

Energy Coordinator Bill Brown X X 

Energy Coordinator Todd Curl X X 

Energy Coordinator Frank X X 

Harris 

- .,ergy Coordinator LDavid. X X 
- -

Allowances 
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Deerman 

Energy Coordinator John X X 

Spratley 

Jimmy X XEnergy Coordinator 

Walker 

MikeTransmission Project X 

GreeneCoordinator 

(3) 


Ron X XTransmission Coordinator 

Carlson 

Martha XTransmission Coordinator 

Russell 


,cheduler 
 (1) XJackie 

Abercromb 

ie 

Scheduler Shannon (1 ) X 

Gunnells 

Scheduler Kristie (1 ) X 

Taylor 

Trading Analyst John Ciza (2)(2) 

Susan (2) (2)Trading Analyst 

Olive 
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Title Name 

Electricity 

Energy lTransmission 

105 

Approved Commodities 

Natural Gas 

Gas ITransport IStorage 

Coal IAllowances 

SCS Fuel Services 

( 

Gas Services, Bob Schaffeld 

Director 

NG Team Roy Hiller X X X 

Leader 

NG Buyer Ken Damsgard X X X 

NG Buyer Vicki Gaston X X X 

JG Buyer Debora X X X 

Honeycutt 

NG Buyer- Brian George X 

Financial 

NG Scheduler Bryan Mitchell X X 

NG Scheduler Russell Hall X X 

NG Scheduler Tisha Dale X X 

NG Scheduler Tonya Gary X X 

NG Project Alan Kilpatrick 

~naqer 
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I 
Storage Carol 

Thomasson 

X X 

Coal & 

Transport 

Procure 

Manager 

Debra Rouse X 

Manager ­

Emissions 

Gary Hart 

X 

Notes: 

(1) Authority to engage in energy transactions is the same as the energy coordinator position. 

(2) Authority to make changes to transactions. 

(3) Authority to procure Transmission for Business Development Project, not trading 
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ACCOUNTING AND TAX 

4 " . \S I.B, .\cc()unnng for DennlO\'e In<;r.rumenrs anti Hedgmg .-\cmities, prm'ldes gwdance (or 

5 exchange-traJed conu'acts and I~ rhe authontaoyc pronouncement <lddrc<;"lng hedge accounting. Lndt:r 

6 r- \S 133 all contracts meenng d)e uefiflJlJon <if a clerlYative must be marked ro mn.rket at the end of 

7 each accounnng penod \\,lh a gam t)r Ims recorded U1 earnings, unJes~ a qualifying hedge eXIsts. I-A~ 

8 133 defines t\vo types of hedges that may be urihzed~ falI \'aluc hedges and cash flow hedQcs. In a fair 

9 ntfue hedgc, a dC[Jyaoye l11s tlument IS designated as hedgmg exposure ro changcs In the frur YflJue of an 

10 asset, Lt.."1bwtT, or firm com rlll lJ11cnr. Changes U1 the falr \';IJue of the dem'am'c and changes 10 the frur 

I I \' alue nf the hedged item :lttrlbUlable en the rlsk bCl11g hedged are recorded U1 earrungs. Tf the hedge IS 

12 1(lO-percent effecoye these change~ m fair \'aluc will c()l11rleteJ~' off~er ~nd there will be nn effect on 

I3 Caliungs. For cash Dow hedges. change!' U1 rhe fau: nJue of rJle denyaO\e ::Ire deferred as a component 

14 of eqwt\' on dlC halnnce sheer and (hen recogru7l'cl H1 earrllJ1gs In the same period as the effects nf d1e 

15 hedged Irem, 

16 DEC 
17 _\ m<1)or condition required to accoum for a deri\'ati,'e as a hedge lS that bodl at inception and on ;1 n 

18 ngOlng baSIS the hedgmg reJaoonsrup must be expected (0 be highly effeco\' e. It IS also necessary to 

19 maUlta1Jl documemanon as to the hedge transaCtion, Ulcluding purpose, expected effecO\'eness, hO\\' 

20 ffecriyeness \\·ill be derermined, and (he actual effectJyeness at the end of eacb reporong period. This 

21 documentaoon will be prepared b\' .-\sser Oprlllllzation Roar p nnel and forwarded to accounting a 

22 reqUlled. 

23 

24 \ database o f each hedge rransacuon. IJ1cludmg phYSical qU::Inaoe<;, serdement d:He. hedge Item, fair 

,5 \ :lIues, co sr". etc., \\'111 be m:llJ1talJ1eJ Ul order to rcpciIT (he results of the program for oper::loonaJ and 

107 



D 

Southern Company Generation Risk Management Policy 
Confidential- For Company Use Only 

acco untlIlg reqUlremenrs. )'lJddJe o ffice staff will work with the accounting orgaJ1lzatJo n ro ensure that 

2 necessary lOfonn~cion 111 the reqmred fo rmats IS pro\"'ided for accounUIlg and tax purpme". 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

.5 
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APPENDIX K 

2 EMPLOYEE ACKNOWLEDGMENT 

3 

4 I have been provided a copy of the SCGen Risk Management Policy (RMP) and have had an 

5 opportunity to read and familiarize myself with its contents and understand the requirements that 

6 apply to my position. 

7 

8 I understand that the officers and Board of Directors of SCS place a very high priority of each 

9 employee adhering to the requirements, policies, and procedures described in the RMP and on the 

10 accurate tracking and reporting of levels and types of risks as described in the RMP. 

I I 

12 I agree to comply with the policies, requirements, and procedures of the RlvfP as all or portions of 

·3 the RMP apply to my position. I do not have any questions regarding or need to clarify any matters 

14 contained in the RMP. 

15 

16 

17 Printed Name 

18 

19 

20 Signature 

21 

22 

23 Date: __,200_ 

24 

25 
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Approved 

Commodity 

Authorities 

Authorized 

Individuals 
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APPENDIX L 

DEFINITIONS 

The emissions of various criteria pollutants such as sulfur dioxide usually 

traded in the over-the-counter markets via brokers with one allowance 

being equal to one tone of the pollutant (expressed in US short tons.) For 

Sulfur Dioxide (S02) see the 1990 Clean Air Act Amendments, Title IV 

Section 402(3) "an authorization allocated to an affected unit by the 

Administator, to emit, during or after a specified calendar year one ton of 

sulfur dioxide. For NOx, the right to emit one ton of Nitrous Oxide 

during the 5 months ozone season May through September (beginning 

May 1 st, 2003) as per the Final EPA Regional SIP Call Rules 40 CFR Parts 

51, 72, 75 and 96. For trading in Green House Gases (predominately C02) 

one ton of carbon dioxide emitted on an annual basis. 

Those commodities listed in appendix B which have been approved . 

All applicable limitations imposed on SCGen RMP trading activities, and 

shall include, but not necessarily be limited to, authorized trading limits, 

daily loss exposure limits, maximum approved value at risk, income limits, 

and term limits. 

Employees whose position may involve: (1) the authority (or appearance 

of authority) to directly bind SCS (or any subsidiary) to agreements with 

third parties; and/or (2) the authority (or appearance of authority), acting 

through its various brokers and other representatives, to bind SCS (or any 
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subsidiary) to exchange-traded futures and option contracts. 

Authorized Trading 

Limit 

The levels set out in appendix F and H . Such levels are expressed in 

dollars that establish boundaries for maximwn value at risk due to changes 

in market prices. 

Daily Income Limit The change in value of the Asset Optimization Floor portfolio on a daily 

basis as detailed in appendix G. The change in value will be calculated on 

a MTM net-present-value basis. 

Daily Portfolio The net present value on a MTM basis of yet to be performed transactions 

Value from all approved portfolios. 

Delta 	 The sensitivity on an option's price to changes in the price of the 

underlying commodity. 

Financial Futures, forwards, options, swaps, and other derivative or financial risk 

Instruments management transactions entered into to hedge price risks. 

Forwards 	 An agreement to buy or sell a quantity of a product, at an agreed price, on a 

given date, with a specific counterparty. Forwards are typically trading in the 

over-the-counter (OTC) markets. 

FS 	 SCS Fuel Services 
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Futures An agreement to buy or sell a quantity of a product, at an agreed price, on a 

given date, traded on an exchange, and cleared by a clearinghouse. 

Illiquid Market A market characterized by 'Wide bid/offer spreads, lack of transparency, 

and large movements in price after any sizable deal. 

Income Limit The dollar income amounts set out in appendix G which require notification 

as described herein once triggered. 

Mark to Market 

(MTM) 

The value of a financial instrument, or risk book of such instruments, at 

current market rates, or prices of the underlying commodity. 

Market Positions Positions taken that are readily liquidated at a readily observable and 

transparent price. 

Net Open Position The sum of all open positions for the approved commodities on an 

equivalent basis. 

Open Position The difference between long positions and short positions in any given 

risk book. 

Option An instrument which provides the holder the right, but not the obligation, 

to sell to (or buy from) the option seller the underlying commodity at a 

specified price and time. 

Originator The lead individual responsible for negotiating the transaction 'With the 

counterparty. 

Premises SCGen business office located in Binningham, Alabama. 
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Risk Book 

RMP 

SCS 

Swaps 

Structured 

Transaction 

Transactions 
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Financial instruments and related transactions for approved commodities 

as dictated by usage. 


The official record in which all transaction risks related to changes in 


market prices is maintained for valuing, monitoring, managing, and 


reporting said risk. 


Risk Management Policy 


Southern Company Services, Inc. 


An agreement to exchange net future cash flows. 


Any negotiated transaction not readily traded in the market and the price 


of which is not easily validated. 


Futures, forwards, options, swaps, or other instruments conducted over­

the-counter or via organized exchanges including long- and short-term 


agreements involving approved commodities or financial instruments. 
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Value at Risk (VAR) 	 The expected loss that will be incurred on the portfolio with a given level 

of confidence over a specified holding period, based on the distribution of 

price changes over a given historical observation period. (This is not an 

estimate of worst possible loss.) 
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Risk Management for Fuel and Wholesale Energy 


President and CEO 

Southern Company 


I 

l 
I 

J 
President and CEO 


Gulf Power Co. 


I 
J 1 


Vice President and 

Vice President and Chief Financial Officer Senior +­Comptroller 
Production Officer 

I I 

[ President Executive VP & CFO 
Southern Company Generation Southern Company ]l 

I 
I I 

Executive VP and Senior Vice President 
Chief Production Officer Operations & Generation Services 

Manager General L[ JAccounting 

~ 

~ 

(J1 

Generation Services l VP Fleet Operations & 

Supervisor Trading
~ J }­

Vice President 
Fuel Manager FuelsL[ J l }­

I 
I 

SR. VP & Comptroller 

Southern Company Services 


Manager Risk Control l } ­


