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DIRECT TESTIMONY OF MICHAEL E .  BUCKLEY 

Q.  

A.  My name i s  Michael E. Buckley and my business address i s  2540 Shumard 

Oak Blvd. ,  Tallahassee, F lo r ida ,  32399. 

Q.  

A .  

Accountant Spec ia l i s t  i n  the Div is ion o f  Audi t ing and Safety. 

Q.  How long have you been employed by the  Commission? 

A.  I have been employed by the F lo r i da  Publ ic Service Commission since 

Ju ly ,  1989. 

Q .  B r i  e f l y  rev i  ew your educational and professional background. 

A.  I have a Bachelor o f  Business Administrat ion w i th  a major i n  accounting 

from Oklahoma Univers i ty .  I was h i red  as a Regulatory Analyst I by the 

F lor ida Publ ic Service Commission on Ju ly  10,  1989 and was promoted t o  a 

Professi m a l  Accountant Speci a1 i s t  on June 1, 2000. 

Q .  

A .  Current ly,  I am a Professional Accountant Specia l is t  w i th  the 

responsi b i  1 i t i e s  o f  planning and di r e c t i  ng the most complex inves t iga t ive  

audits , i ncl udi ng audi t s  o f  cross-subsi d i  z a t i  on i ssues , an t i  -competi ti ve 

behavior, and predatory p r i c ing .  I also am responsible f o r  creat ing audi t  

work programs t o  meet a spec i f i c  aud i t  purpose and in tegra t ing  EDP 

appl icat ions i n t o  these programs. I n  addi t ion,  I serve as the act ing 

supervisor i n  the absence o f  the d i s t r i c t  o f f i c e  supervisor. 

Please s ta te  your name and business address. 

By whom are you present ly employed and i n  what capacity? 

E am employed by the F lor ida Public Service Commission as a Professional 

Please describe your current  responsi b i  1 i t i e s .  

Q. 
regul atory agency? 

Have you presented expert testimony before t h i s  Commission o r  any other 
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A. Yes. I have t e s t i f i e d  i n  the United Water F lo r ida  Inc. r a t e  case, 

Docket No. 960451-WS. 

Q. What i s  the  purpose o f  your testimony today? 

A.  The purpose o f  my testimony i s  t o  sponsor two s t a f f  audi t  reports:  

e Gulf  Power Company: Base Year costs f o r  hedging: Docket Number 030001- 

€1; Audit Control Number 02-340-1-1. A copy o f  the audi t  repor t  i s  f i l e d  w i th  

my testimony and i s  i d e n t i f i e d  as MEB- I .  

a Gulf Power Company: Fuel Adjustment Audi t :  Docket No. 030001-EI; Audit  

Control Number 03-034-1-1. A copy o f  the audi t  repor t  i s  filed w i t h  my 

testimony and i s  i d e n t i f i e d  as MEB-2. 

Q .  

Did you prepare t h i s  audi t  report? 

A. 

Q. 

A. Yes. I obtained organization charts o f  Southern Company Services, Inc.  

t o  show what departments are involved i n  the  physical and f inanc ia l  hedging 

process f o r  the time per iod 1999 t o  2003. I also obtained an employee count 

and charges and percentage a1 locat ions f o r  these departments from 1999 t o  2003 

and compared actual costs f o r  FERC Account #501 (Fuel Handling Expense) and 

FERC Account #547 (Other Fuel Handling Expense) t o  the estimated costs f o r  the 

year 2002. I fu r ther  compared the actual costs f o r  FERC Account #SO1 (Fuel 

Handling Expense) and FERC Account #547 (Other Fuel Handling Expense) t o  the 

estimated costs f o r  the first three months o f  2003. 

Let’s begirt by discussing the f i r s t  audi t  repor t ,  the Base Year aud i t .  

Yes, I was the audi t  manager i n  charge o f  the audi t .  

Could you summarize the work you performed i n  t h i s  audi t? 

Q.  

A.  

Could you summarize your f indings i n  t h i s  audit? 

Yes, t h i s  repor t  has one audi t  d isclosure tha t  summarizes our work and 
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f i  ndi ngs regardi ng the hedgi ng costs a t  Gul f Power Company. Southern Company 

Services, I nc .  ( S C S ) ,  a subsidiary o f  Southern Company, charges i t s  Fuel 

Services and R i  sk Management groups f o r  f i  nanci a1 hedgi ng and other gas 

re la ted  a c t i v i t i e s .  The Gas Procurement sect ion i n  the SCS Fuel Services 

Organization procures physical gas, gas t ranspor tat ion,  and gas storage, 

develops gas f inanc i  a1 hedging strategy and executes f inanc i  a1 hedging deals 

w i th  counter par t ies .  The Fuel Accounting group i n  the SCS Fuel Services 

Organi z a t i  on provi des accounti ng services for gas procurement and gas 

f i  nanci a1 hedging deals . The SCS R i  sk Management group conf i  rms f i  nanci a1 

hedging deals w i th  the counter par t ies ,  performs c r e d i t  analysis on counter 

par t ies ,  performs overa l l  r i  s k analysis on f i  nanci a1 hedgi ng deal s , and 

produces d a i l y  gas f inanc ia l  hedging reports.  These charges are then 

a l located t o  a f f i l i a t e s .  In 1999, 2000, 2001, and 2002, the methodology f o r  

a1 locat ions were determined by each a f f i  1 i ates ’ percent ownership o f  t o t a l  

i n s t a l l e d  f o s s i l  fue l  f i r e d  capacity. For 2003, the  methodology f o r  

a1 l o c a t i  ons were determi ned by each a f f i  1 i ates ’ percent ownership o f  gas f i  red 

capacity f o r  charges re la ted  t o  gas supply a c t i v i t i e s  and each a f f i l i a t e s ’  

percent ownership o f  coal f i r e d  capacity f o r  charges re la ted  t o  coal supply 

a c t i v i t i e s .  The estimated monthly administrat ive f inanc ia l  hedging charge f o r  

2003 i s  $6,600. Gulf Power Company d i d  not include any administrat ive 

f inanc ia l  hedging costs f o r  the projected t e s t  year ended May 31, 2003, as 

f i l e d  i n  Docket No. 010949-EI. 

Q .  Now, i n  regard t o  the second audi t  repor t  regarding the Gulf fuel  

adjustment audi t ,  d id  you prepare t h i s  audi t  report? 

A .  Yes, I was involved i n  the preparation o f  ths audi t  repor t .  
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Q .  

A .  Yes, the aud i t  s t a f f  and I compiled the fue l  c o s t  o f  system ne t  

generati on, and scanned and recomputed energy payments and fuel cost purchased 

power. As par t  o f  the aud i t ,  we v e r i f i e d  p r i o r  year accounts t o  determine the  

accounting methodologies and procedures used by the company t o  account f o r  

i ncremental hedging costs and determined t h a t  the hedgi ng program i s 

consistent w i th  the Company’s r i s k  management plan f o r  2002. 

Q.  Could you summarize your f indings i n  t h i s  audi t? 

A. Audit Disclosure No. 1 discusses gains  and losses on hedging 

settlements. Gulf Power Company recorded sett lement costs o f  $38,750 t o  FERC 

Account 547-4 f o r  November 2002. No admin is t ra t ive costs were charged for 

hedging i n  November o r  December 2002. 

Q .  

A.  Yes. i t  does. 

Could you discuss the work performed i n  t h i s  audi t? 

Does t h i s  conclude your testimony? 
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Docket  No. 030001-E1 
Exhibit MEB-1 (Page 1 of 5) 
Audit of Base Year Costs  

F L O R I D A  P U B L I C  S E R V I C E  C O M M I S S I O N  

BASE YEMI HEDGING COSTS AUDIT 

PROJECTED TEST YEAR ENDED MAY 31,2003 

DOCKET NUMBER 030001-E1 

AUDIT CONTROL NO. 02-340-1-1 

L . .  M .  Deamer, Audit Supervisor 
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D o c k e t  No. 030001-E1 
Exhibit MEB-1 (Page 3 of 5 )  
Audit of Base Year Costs 

DMSION OF AUDITING AND S m T Y  
AUDITOR'S REPORT 

June 10,2003 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES 

We have applied the procedures described later in this rqort to audit base year hedging costs to 
be considered in the Fuel and Capacity Cost Recovery cIause proceedings before this Commission. 

This is an internal accounting report prepared after performing a limited scope audit. 
Accordingly, this report should not be relied upon for any purpose except to assist the Commission 
staff in the performance of their duties. Substantial additional work would have to be performed to 
satis@ generally accepted auditing standards and produce audited financial statements for public use. 

-1- 



Docket No. 030001-E1 
Exhibit MEB-1 (Page 4 of 5)  
Audit of Base h a r  Costs 

The audit found that Gulf Power Company did not include any administrative financial hedging 
costs for the projected test year ended 5/31/03 as filed in Docket No. 010949-EL The audit also did 
not find any actual administrative charges for financial hedging made before November 2002. 

SUMMARY OF SIGNIFICANT PROCEDURES 

OUT audit was performed by examining certain transactions and account balances which we 
believe are suflicient to base our opinion. Our examination did not entail a complete review of all 
financial transactions of the utility. Our more important audit procedures are summarized below. The 
following definitions apply when used in this report: 

Scanned - The documents or accounts were read quickly looking for obvious emrs. 

Verify - The item was tested for accuracy, and substantiating documentation was examined. 

Obtained organization charts of Southern Company Services, Inc. to show what departments are 
involved in the physical and financial hedging process for the time period 1999 to 2003. 

Obtained employee count for these departments from 1999 to 2003. 

Obtained charges and percentage allocations for these departments b m  1999 to 2003. 

Verified actual FERC Account #501 (Fuel Handling Expense) and FERC Account #547 (Other Fuel 
Handling Expense) to estimated for the year 2002. 

Verified actual account FERC Account #SO1 (Fuel Handling Expense) and FERC Account #547 
(Other Fuel Handling Expense) to estimated for the first three months 2003. 

-2- 



Docket  No. 030001-E1 
Exhibit MEB-1 (Page 5 of 5 )  
Audit of Base Year Costs 

11. DIscLosuRx 

Disclosure No. 1 

Subject: Hedging 

Statement of Fact: Southem Company Services, hc,(SCS), a subsidiary of Southem Company, 
charges its Fuel Services and Risk Management groups for financial hedging and other gas related 
activities. The Gas Procurement section in the SCS Fuel Services Organization procures physical gas, 
gas transportation, and gas storage, develops gas financial hedging strategy and executes fmancial 
hedging deals with counter parties. The Fuel Accounting group in the SCS Fuel Services Organization 
provides accounting services for gaa procurement and gas financial hedging deals. The SCS Risk 
Management group confims financial hedging deals with the counter parties, perfom credit analysis 
on counter parties, performs overall risk analysis on financial hedging deals, and produces daily gas 
financial hedging reports. 

_ .  

These charges are then allocated to affiliates. In 1999,2000,2001 and 2002, the methodology 
for allocations were determined by each affiliates’ percent ownership of total installed fossil fbel fired 
capacity for fossil he1 related charges. For 2003, the methodology for allocations were determined by 
each affiliates’ percent ownership of gas f=ed capacity for charges related to gas supply activities and 
each af5liate.s’ percent ownership of coal fired capacity for charges related to coal supply activities. 
Gulf Power Company experienced increasing charges each year up to 2002. For 2003, in spite of 
increased gas usage and additional administrative hancial hedging costs, Gulf Power Company’s 
expected allocation is lower. This is because of the new allmation method and several affiliates 
having new gas fued plants. 

The estimated monthly administrative financial hedging charge for 2003 is $6,600. Gulf 
Power Company did not include any administrative fbmcial hedging costs for the projected test year 
ended 5/31/03 as filed in Docket No. 010949-EI. 

The only other hedging activity Gulf Power uses is physical, which has been used for many 
years. This is done through long term coal contracts. Costs are not kept separate. All physical 
hedging costs are included in base year costs. 
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F u e l  A u d i t  Report 

F L O R I D A  P U B L I C  S E R V I C E  C O M M I S S I O N  

DIVISION OF AUDITING AND SAFETY 
BUREAU OF AUDITING 

Tallahassee District Office 

G W  POWER COMPANY 

J?UELADJlJSTMEWAuDrr 

T m V E  MONTH PERIOD ENDED DECEMl3m 31,2002 

DOCKET NO. 030001-EI 

AUDIT CONTROL NO. 03-034-1 -1 

Michael Buckfey, Audit 

% . + 4 f x , B ~  
L~ M. Deamer, Audit Supervisor 
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E x h i b i t  MEB-1 (Page 3 of 7 )  
F u e l  Audit Report  

DIVISION OF AUDITING AND SAFETY 
AUDITOR’S REPORT 

.- 

TO: IFXIOIRIDA PUBIIXC SERVICE CO’MMISSION AND OTICIERINTERESTED PARTIES 

We have applied the procedures described latex in this report to audit tbe accompanying fuel 
adjustment schedules for the twelve month period ended December 3 1,2002, for Gulf Power 
Company. These schedules were prepared by the utility as pat of its petition filed in Docket No. 
O3OO01 -EL 

This is an internal accounting report prepared after pedorming a limited scope audit. 
Accordingly, this report should not be relied upon fox any purpose except to assist the Commission 
staff in the pdormance of their duties. Substantial additional work would have to be perfixmed to 
satis@ generally accepted auditing standards and produce audited financial statements for public use. 
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Exhibit MEB-1 (Page 4 of 7 )  
Fuel Audit Report 

SUMMARY OF SIGNIFICANT PROCEDURES 

Our audit was performed by examinhg, on a test basis, certain transactions and account 
batances which we believe are sufficient to base our opinion. Ow examination did not entail a 
complete review of all financial transactions of the company, Our more important audit procedures 
are summarized below. The following definitions apply when used in this report: 

Scanned - The documcats or accounts were read quickly looking for obvious errors. 

Compiled - The exhibit amounts were reconciled with the general ledger, and accounts were scanned 
for error or inconsistency. 

Reviewed - The exhibit amounts were reconciled with the general ledger. The general ledger account 
balances were traced to subsidiary ledgers, and selective analytical review procedures were applied. 

Verify - The item was tested for accuracy, and substantiating documentation was examined. 

FUEL REVlENUE: Revenue was audited in Review of Billing, Audit Control Number 02-183-1-1. 
No exceptions were found. 

FUEL EXPENSE: Compiled the he1 cost of system net generation. Scanned and recomputed energy 
payments and fie1 cost purchased power. Verified Other Generation ( Gas). Recomputed net 
purchasedsales. Verified that Gains derived &om non-separated, non-energy broker network, 
wholesale energy sales were credited to the he1 clause and separated between retail and wholesale 
customers based on the appropriate separation factor. Judgmental~y sampled inventory Account 151 - 
Fuel Stock - Coal. Verified that the adjustment to coal inventory due to differences between the per 
book inventory quantities and the semi-annual coal inventory survey quantities were performed per 
Commission Order NO. PSC - 97-0359-FOF-EI. Recomputed and traced on a test basis coal and oil 
purchases filed in FPSC Form 423 to Company filings and the general ledger. 

OTHER: Recalculated true-up and interest provision. Verified Commercial Paper rates in calculation 
of interest provision. Verified both the hours shown on annual GPIF filing and heat rate filed in 
schedule A4. Verified prior year accounts to determine the accounting methodologies and procedures 
used by the Company to account for incremental hedging costs, costs that are not included in base 
rates. Determined that the hedging program is consistent with Company’s risk management plm for 
2002. 
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Exhibit MEB-1 (Page 5 of 7 )  
F u e l  Audit Report 

Disclosure No, 1 

Subject: (Gain)/Loss on Hedging Settlements 

Statement o€ Fact: Gulf Power Company recorded settlement costs of $38,750 to FERC! Account # 
547-4 (Hedging Settlement) for November 2002. Tn December 2002, Gulf recorded a settlement gain 
fur gas hedghg costs of ($277,500) to FERC Account # 547-4. November and December 2002 net to 
($238,750) which is shown on the Company filed Schedule A-2, page 1 of 3, ofthe Fuel filing for 
December 2002. No administrative cost were charged for hedging in November or December 2002. 
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