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P.O. Box 14042
St. Petersburg, FL 33733-4042

Re: Docket No. 080001-EI - Fuel and purchased power cost recovery clause with generating
performance incentive factor.

Dear Mr. Glenn:

On January 31, 2008, Florida Power & Light Company (FPL) filed a petition with the
Commission seeking approval of an alternative to hedging. FPL requested that the Commission
reach a decision on the petition prior to May 1, 2008. Accordingly, Commission staff is
gathering information to assist it in preparing a recommendation for an upcoming Commission

agenda. By this letter, the Commission staff requests that Progress Energy Florida (PEF) provide
responses to the following data requests.

1. Currently, companies typically file hedging plans for the projected year in September of the current

year. Companies also typically file the results of their hedging programs for the true-up year in April
of the current year.

A. What comments does PEF have regarding the timing of reports on hedging activities?

B. Should the Commisston determine the prudence of utility hedging plans for the projected

year? s
&
—d
2. With this next set of questions, staff is seeking to understand the relationship of fuel procurement .
and hedging activities. b
3
A. Does an electric utility’s participation in financial hedging activities for residual oil and :’
natural gas make it a more effective purchaser of residual oil and natural gas? Please explain. &
b
B. Does an electric utility’s participation in financial hedging provide it with information that &
allows it more accurate and timely price discovery and enhanced ability to evaluate specific <

deals and proposals from suppliers?
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NOTE: Please refer to the attached tables and graphs for the remaining questions. Table 1 shows
NYMEX Last-Trading-Day Settlement Prices for the month-ahead and the following 17 months, for
June 1996 through January 2008. Staff views the month-ahead price as the “current market price.”
Table 2 shows the differences between the month-ahead settlement price and comparable month’s
futures prices for from one to 17 months. Graphs 1.1 through 1.4 show the month-ahead prices and
the same month’s futures prices for contracts purchased six, nine, twelve, and fifteen months earlier.
Graphs 2.1 through 2.4 show the differences between the prices graphed in Graphs 1.1 through 1.4, or
the difference from Table 2, for the six-month, nine-month, twelve month, and fifteen-month
columns.

3. Do the prices in Table 1 agree with the historical market prices used by PEF? If your response is
no, please explain what the historical market prices are that are used by PEF.

4. Does PEF agree that the differences in Table 2 and Graphs 2.1 through‘ 2.4 resemble the hedging
gains and losses that would have been realized over the 140-month period, had the Last-Trading-Day
Settlement Prices been realized (ignoring transactions costs)? If your response is no, please explain.

5. Does PEF agree that, on the average, the differences in Table 2 and Graphs 2.1 through 2.4
resemble the hedging gains and losses that would have been realized over the 140-month period, had
the Last-Trading-Day Settlement Prices NOT been (exactly) realized? Explain your response.

6. Does PEF agree that during the natural gas “price spikes” in 2000-2001 (all graphs), 2002-2003 (6-
and 9-month graphs), and 2005-2006 (all graphs), large gains would have been realized by anyone
purchasing futures contracts several months in advance and selling those contracts during the high-
price periods? Explain your response.

7. Does PEF agree that following the high-price periods, beginning in 2001 and again in 2003, losses
would have been realized by anyone purchasing futures contracts several months in advance and
selling those contracts during the lower-than-high-price periods (the periods immediately following
the high-price periods)? Explain your rcsponse.

8. Does PEF agree that immediately following the 2000-2001 and 2002-2003 price spikes, losses
would have been realized for only about twelve months? Explain your response.

9. Does PEF agree that between the cach of the 2000-2001 and 2002-2003 price spikes and the
twelve-month periods immediately following each of those periods, gains and losses would have
roughly cancelled each other, and price stability would have resulted for anyone purchasing futures
contracts several months in advance and selling those contracts during the lower-than-high-price
periods, and using the gains and losses to offset “‘market price volatility”? Explain your response.

10. Does PEF agree that losses are still occurring roughly 24 months after the 2005-2006 price spike?
Explain your response.

11. Can PEF tell us why, roughly 24 months after the 2005-20006 price spike, futures prices are still
one to two dollars above their comparable current market prices?
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12. Should another price spike occur in the near future, with regard to natural gas market prices and
futures prices, does PEF think that the period following the spike would resemble the period following
the 2000-2001 and 2002-2003 spikes, or the period following 2005-2006 price spike? Why?

13. In carrying out hedging activities to achieve reduced price volatility, does PEF regard “‘volatility”
as 1) unknown prices in future periods, or 2) period-to-period price variability?

14. Generally, the longer the refund/recovery period for refunding over recoveries or recovering under
recoveries, the smoother will be the period-to-period recovery factors. Agree? Explain your response.

15. Is this truer for under recoveries than it is for over recoveries?

16. If an under recovery is extraordinarily small (negative sign, large number of dollars) or an over
recovery is extraordinarily large (positive sign, large number of dollars), what benefit is there to
ratepayers deferring part of the amount beyond the next immediate recovery period?

17. As future months draw nearer, if you realize that your natural gas (heavy oil) needs are going to be
lower than anticipated when swaps were initiated, do you reverse your short positions to maintain
your percentage of hedged MMBtu's (barrels)?

Table 3 shows the estimated End-of-Period Total Net True-ups [Column (c)], estimated Total Fuel
Revenue [Column(d)], and estimated Fuel Revenue Applicable to Period [Column (f)] for the last five
years' reprojected estimates. The table also shows over-recovery percentages based on total revenue
[Column (e)] and over-recovery percentages based on applicable revenue [Column (g)]. The percents
are also based on reprojected estimates.

18. Do you agree that the amounts in Table 3 are correct for PEF? If not, please provide corrected
dollar amounts.

19. Do you agree that the percents in Column (g) are calculated according to the mid-course percent
method adopted in 2007 (Order No. PSC-07-0333-PAA-EI)? If not, please provide corrected

percents.

20.  Although none of the four large IOU's have petitioned for mid-course corrections since early
2003, do you agree that during the previous five years, your mid-course percents have been greater
than 10 percent, at least at the times that some of the estimated revenues and expenses were
"reprojected.” If you disagree, please explain.

21. Please indicate the years from 2003 through 2007 in which hedging gains or losses prevented the
percents in columns (€) and (g) from being less than -10% or greater than +10% at the time that the
estimates were reprojected.

22. Please indicate the years from 2003 through 2007 in which hedging gains or losses caused the
percents in columns (e) and (g) to be greater than -10% or greater than +10% at the time that the
estimates were reprojected.
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Please file the original and five copies of the requested information by Friday, March 14,
2008, with Ms. Ann Cole, Commission Clerk, Office of Commission Clerk, 2540 Shumard Oak
Boulevard, Tallahassee, Florida, 32399-0850. Please feel free to call me at (850) 413-6230 1f

you have any questions.

Sincerely,

&w\& @W

Lisa C. Bennett
Senior Attorney

LCB:th

cc: Office of Commission
Division of Economic Regulation (McNulty, Lester)
Docket 080001-EI - Parties
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Table 2 - Proceeds Per MMBtu for Contracts Held for One to Seventeen Months

Example: For October 28, 1968, the contract purchased 3 months sarlier. $2.652 - 2.260 = $0.402
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S/IMMBtu

Graph 1.1 - Current Futures Prices and
Prices of MMBtus Purchased 6 Months Earlier
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Graph 1.3 - Current Futures Prices and
Prices of MMBtus Purchased ¢ Months Earlier
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Graph 1.2 - Current Futures Prices and
Prices of MMBtus Purchased 9 Months Earlier
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Graph 1.4 - Current Futures Prices and
Prices of MMBtus Purchased 15 Months Earlier
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Table 1 - Natural Gas Futures Prices

Last-Trading-Day Settiement Prices in $/MMBiu's - Naturat Gas
Sources: Gas Markets Weekly - June 1896 to January 200¢; Gas Daily - February 2000 to Fresent
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Table 2
Cver Recovenes and Cver-Recovery Percentages
Fiondas Four Generating IOU's
2003 2007

Reprojected Repmijected
True-up Raproyected True-up
Reprojected Relative to Revenue Redative to
Reprojecled Total Total Apphcable A pplicabie
Net True-up Revenue Revenue Ta Penad R e e
Uitility Year Schedule EY (Schedule E£1-8B) {teidn {Schedule E*-B) [ieadfi
=N )] © {dy {8 {i] Q)
Franda Power & Light Company (8344 729859 S3,218151 44y -10.72% 33128897 839 PRIV
Gttt Power Sompsany { 248081 975 -9.22% 219.380.009 E
Prograss Energy Flonga * 1005553 801 -17.37 1,0v1937 898
Tampa Eledne Company 596,295 110 -1501% 577 959,759
Fionda Power & Light Company 2054 (140387823 3.593,879,393 ~3.80% 3,341.817,000
Gult Powsr Company 2004 (25,572,954 286,141,843 9.98% 242 843 450
Progress Enorgy Florida 2004 {153,747 .022) 1.333.023.57¢6 ~41.63% 1,119,816 084
Tampa Electric Company 2004 30,984,325 7259127086 427% 637,401,282
Fioada Power & Light Company 2005 (872,734.536) 4.048633,137 -24.03% 3,801,734,220
Gult Powesr Company 005 (11,4808617) 309,486,725 -3.70% 282 288 544
Progress Energy Florida 2005 (238.534.785) 1.527.943 480 -1548% 1,449,001 761
Tampa Elertnc Company 2005 (147 856,222 10091 772 -207%% 897 894 381
Fionda Power & Light Company 2008 138587448 2 & 413,848 493 2.18% 5.85%.500,403
Gult Power Company 2005 {46 579.484) 347 588 194 -$3.43% 336585 907
Progress Energy Flonda 2008 46 489,257 2.301,069.527 22% 1,784,845 317
tampa Eledne Sompany 20068 (157,775,979 + 041,400 579 -1R 5% 99,056 575
Fionda Povwer & Light Company 2007 (79.322.258) §.995.783.203 6,896,304 267
Gult Power Company 2007 {43,328.799) 448,004 559 402,187 383
Progress Energy Fionda 2007 139.376.547 1,998,648, 185 2,048,875 471
Tampsa Electne Company 2007 15382.712 1,146,.440,827 4,004,245 651
Footrnes

suded 37 777 845

* Ramovad -315 108 500 from Apphoabe Revenue
3 Removed <316 341 852 trom Apploahie Reverue
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