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Q. For the time period January 2006 — June 2008, please identify the hedged components of the
natural gas cost (i.e. commodity cost, transportation cost, hedging gains/losses, etc.) reported
monthly on Schedule A3 on a fuel cost per unit basis ($/MMBTU). Please provide the response in
the table below. For costs placed in the other column, please identify the types of costs generally in

a footnote.

CONFIDENTIAL

A B C D E F G
FPL NATURAL GAS FUEL COST REPORTED
ON SCHEDULE A5, PER UNIT BASIS ($/MMBTU)
Month/Year Cost Components
Month Commodi Transportation | Hedging Results Sales | True-up . Total Purchase

] January-06 | 8.7563
2 February-06 || 8.8082
3 March-06 | 8.8926
4 April-06 1 8.9550
5 May-06- | 8.7104
6 June-06 8.5854
7 July-06 8.7052
3 August-06 9.0820
9 September-06 8.3098
10 October-06 8.6555
11 November-06 9.3630 .
12 December-06 8.9813
i3 January-07 9.9607
14 February-07 10.2622
15 March-07 9.8196
16 April-07 10.2149
17 May-07 9.9572
18 June-07 9.8581
19 July-07 9.4098
20 August-07 3.5766
21 September-07 9.2428
22 Qctober-07 9.2946
23 November-07 9.8527
24 December-07 9.7595
25 January-08 9.4001
26 February-08 9.6628
27 March-08 9.9227
28 April-08 10.0794
29 May-08 10.5292
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Florida Power & Light Company

Docket No. 080001-EX

FIPUG First Set of Interrogatories

Question No. 2
Pagelof2

Q. Provide the same information in the same format over the same time period

for Heavy OilL
CONFIDENTIAL
A B C D E
FPL. HEAVY OIL FUEL COST REPORTED
ON SCHEDULE A5, PER UNIT BASIS ($/MMBTU)
Month/Year | Cost Component
Month Commodity Trangportation Hedging Results Total Purchases
1 January-06 Included in Commeodity Cost 8.63
2 February-06 Included in Commeodity Cost 8.75
3 March-06 Included in Commeodity Cost 12.96
4 April-06 Included in Commodity Cost 132..8
5 May-06 Included in Commodity Cost 7.2
6 Time-06 Included in Commodity Cost 7.94
7 July-06 Included in Commodity Cost 8.13
3 August-06 Included in Commodity Cost 7.7
9 September-06 Included in Commodity Cost 3.48
10 October-06 Included in Commeodity Cost £.30
11 November-06 Inciuded in Commedity Cost 8.01
12 December-06 Included in Commodity Cost 8.72
13 January-07 Included in Commodity Cost 13.37
14 February-07 Included in Commeodity Cost 13.47
15 March-07 Included in Conumodity Cost 11.66
16 April-07 Included in Comuinodity Cost 9.41
17 May-07 Inctuded in Commeodity Cost 8.57
13 June-07 Included in Commodity Cost 9.01
19 .. ,-07 itcluded in Commodity Cost 543
20 Augu ,t-07 Included in Commodity Cost 9.81
21 September-07 Inclueded in Commodity Cost 991
22 October-07 Included in Cormnmodity Cost 3.98
23 November-07 Included in Commodity Cost 11.28
24 December-07 Included in C smmodity Cost 42894
25 Jaruary-08 Included in Commeodity Cost (4,935.26)
26 February-08 Included in Commodity Cost (595.53)
27 March-08 Included in Commodity Cost 10.21
28 April-08 Included in Commodity Cost 1177
29 May-08 Included in Commodity Cost 9.05

Notes: This table has been developed using the Schedule A5 because hedging results are

applied to purchased volumes. $/mmbtu values have been converted from $/barrel
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Florida Power & Light Company
Docket No. 080001-EI

FIPUG First Request for PODs
Question No. 1
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Q.
Produce to FIPUG any documents supplied to any other party.

A.
CONFIDENTIAL DOCUMENTS
Documents responsive to this request are provided as Bates Number FCR 08-8132
through FCR 08-8148, FCR 08-8078 through FCR 08-8081 , FCR 08-8082 through FCR
08-8131, FCR 08-8149 through FCR 08-8186 and FCR 08-1 through FCR 08-8077
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1.0  Executive Summary

Hedging is a common practice pursued by business entlties and market
paricipants to manage exposure to commodity price volatility risk  Many firms and
business entities that require large volumes of one or more commodities in the
production of their products or services engage in hadging activity as a tool to manage
the price volatility risk The fuel requirements of an elactric utility such as Florida Power

and Light fail Into this category

in the Spring of 2007, ICF International {(ICF) was engaged by Florida Power and
Light's (FPL) to conduct an independent review of the structura and performance of the
hedging activity conducted by FPL to mitigate the impact of uncertain fuel prices on
FPL's electricity consumers. The focus of this sffort is the examination of a specific
subset of activities in Trading and Risk Management conducted by Energy Marketing
and Trading (EMT), a Division of FPL EMT acis as the transacting party for the
execution of fuel procurement with associated hedging activity and optimization
strategies in connection with serving FPL’s regulated customer load in Florida
Specifically ICF is reviewing the structure and performance ¢f the hedging of natural gas
and fuel oil price volatility risk through the use of financial derivative tools '

The following provides an overview of the structure of the program

» The broad objectives as to the desired Jevel of price volatility protection are
established at the most senior levels of management within FPL  Once these
parameters are establishad, they are communicated to the Exposure Management

Committee (EMC)

> The EMC is charged with:

Providing "a forum for the discussion of the FPL Group, Inc (Group's) energy
risk profila and developling] guidelines required for appropriate risk
management control infrastructure, which includes implemantation and
monitoring of compliance with policy [FPL Group, Inc *Energy Trading and

! Hedging objectives can also be advanced though the use of physical contracts including physical
forward contracts and storage. I the case of FPL, these activities are conducted separately in the
fuel procursment function and ave not examined in this report
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Risk Management Policy Manual” and EMT “Trading and Risk Management™

Procedures Manual”l, and,

s “Executing] its risk management responsibiliies through direct ovarsight and
prudent delegation of the responsibilities to the Vice President Trading Risk
Management, as well as to other corporate and business unit personnel

> The structure and membership of the EMC ensures that the decision-making process

is collaborative among officers and senior professionals so that no single individual is
in a position to make decisions in jsolation This structure strengthens the
effectiveness and validity of the EMC decisions and facilitates an engoing working
relationship among cotporate representatives most impacted by EMT activities.

Development of the financial derivative forward strategy is made in conjunction with
the most current planning for gas and oil burns. The hedge strategy for the future
year(s) Is planned In conjunction with the projection of fuel requirements using a

_generation forecast and fuel use model utifizing forward market prices for gas and oll

from multiple market sources, and use of volatilily data io assess patential risk levels
The concept of determining a calculated Fuel Cost Recovery price (FCR) and cost of
fuel for the forward year as a benchmark is essential to aft tracking of future

positions

Once a forward hedging strategy is developed, implementation takes place over the
period of time as defined in the Planned Pesition Sirategy (PPS) The PPS, alang
with the implementation documents created by the EMC are consistent with the

direction of Senior Management

Monitoring of the positlons over lime, including tracking of actual prices vs. FCR,
hedge percentages vs plan, is an exemplary of the strength of this program There
are clear talerances which are established in advance that determine when
adjustments in the hedge porifolio will be executed Each week, the updated
generation forecast and fuel use modsl simulation is produced EMT Staff evaluates
the results to determine whether the position remains within the tolerances or if the
position needs fo be adjusted The ongoing monforing is thorough in all respects,

2

FPL Group, Inc Energy Trading and Risk Management Policy, February 23, 2007
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detalling the summary positions as welf as outlining each transaction that has
acecurred in avery month  The monthly reports provide a solid record of actions and

results, which is essential to a well run program

> Monitoring of credit risk appears o be thorough and trackad consistently in the
program The monitoring of credit risk has evolved as it has becoms an increasingly

important issue throughout energy markets

> The execufion of the hedge portfolio recognizes the differences between natural gas
and residual fuel oil markets in terms of liquidity and market concentration in an
appropriate fashion These differences can affect the speed at which positions are

returned to the tolerance levels

Overall, ICF concludes that;

1. Because FPL’s generatioi mix cofisumes large quantitles of natural gas
and fuel oll and because natural gas and fuel oil prices have exhibited
significantly more volatility than other power generation fuels such as
coal, hedging Is useful for FPL to manage price volatility risk on behalf

of the cusfomaers.

2. The FPL risk management program is a well developed, well monitored,
effectively managed and executed program. The ongoing tracking of the
program, as well as the development and implementation of the forward
strategies, is very fhorough and of more than adequate depth to insure
that the FPL customers and the FPSC can be confident that the goal of
the program, mitigation of price volatility, can and is being achieved.

3. FPL’s program is exclusively a hedging activity. FPL has gone to great
lengths to avoid any elements of speculation. The “mechanical” nature
of review and rebalancing virtually precludes any speculative actlvity

within the exacution of the program.,
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4. The history and evolution of the program exhibits continuous
improvement As the program has and continues to mature over the
years since 2001 and as new challenges arose in energy markets, the
structure of the program has allowed the EMC and EMT Staff to develop
and adopt improved oversight metrics and tighten procedures In an

orderly and structured manner.

5. An important conclusion at ICF's Independent review of the FPL
program Is that a process whereby FPL and the FPSC colfaborate fo
provide clarity in the broad objectives and scope of hedging activity
would advance the public interest. This does not suggest that it would
be appropriate for the Commission to attemnpt to mlcro manage the
program. Such an atfempt would Ifkely be counter productive in that it
would: 1) fimit FFL's abliity to execute the program in a timely manner
and 2) unnecessarily increase the tofal cost of the hedging program.
Rather, a process that allows Senior Management fo communicate their
views and allows-thé Commission to provide broad guidance as to the
level of price volatility protection that the Commission deems prudent
would be in the public interest. A process of this sort could reduce
regulatory risk and reduce the costs of regulatory proceedings.

6. In ICF’'s review of the FPL program, if is observed that there is a
strategic division between the planning for financial versus physical
hedging of FPL’s cost uncertainties. While some minor inefffciency
may arise as a result of this division it is noted that such a division
faclitates cleaner lines of authority and policy compliance in the '
ongoing management of the program. A broader review of the costs or
benefits of a combined physical and financial hedging endeavor was

beyond the scope of this review,

7. Based upon our review of the planning for annual procurement and risk
management activities, FPL developed and implemented strategies
which provided consistent levels of ex-ante price protection and
volatility management for the years examined while reasonably

- ICF International v
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minimizing hedging program costs and facilitate customer participation
in the event of favorable market prices during the rate period

- ICF International vi
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2.0 iIntroduction and Scope of Review and Analysis

Hedging is a common practice pursued by business entities and market
participants fo manage exposure to commodity price volatility risk Many firms and
business entitios that raquire large volumes of ane or mare commodities in the
production of their products or services engage in financial hedging activity as a tool to
manage the price volatility isk The fuel requirements of an electric utility such as

Florida Power and Light fall into this category

In the Spring of 2007, ICF international (ICF) was engaged by Florida Power and
Light (FPL) to conduct an independent review of tha structure and performance of
hedging activity conducted by FPL to mitigate the impact of uncertain fuel prices that
impact FPL's electricity consumer. The focus of the review was the examination of a
specific subset of activilies in Trading and Risk Management conducted by Energy
Marketing and Trading (EMT), a Division of FPL EMT acts as the transacting party for
the execution of fuel procurement with asscciated hedging activily and optimization

stralegies in connaction with serving FPL's regulated customer load in Florida.
Specifically ICF is reviewing the struciure and performance of the hedging of natural gas

and fuel oit price volatility risk through the use of financial derivative tools *

In conducting the raview, ICF focused the examination to answer several

important questions:

1 How does FPL project its annual fue! requirements and how does this plan
interact with FPL's hedging activities that utilize financial derivatives?

2 What proportion of FPL's annual fuel requirements is hedged with financial

instruments?

3 How is that proportion pfanned and implemented?

1 Hedging objectives can afso be advanced though the use of physical contracts including physical
forwa:d conhacts and storage. In the case of FPL, these activities are conducted separately in the
fuel procurement function and are not examined in this report

-JCF International l
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4 What financial instruments {e g, options, swaps, caps, collars, etc) does FPL use in

hedging?
5 What are FPL’s criteria for setting hedging prices and volume parametera?

8 What, if any, “secondary” transactions or "mid- course corrections” using financial
fnstruments does FPL amploy to manage operational changes in fuel mix based
on demand changes versus plan, or oflfgas commodity price changes? i such
"secondary transactions” are employed, how does the program maintain hedging
objectives and defend against the fendency fo enter into speculator activity or

transaction?

7 What are the guidelines or thresholds that trigger “secondary transactions™?

8 How is the program monitored, and what are the mechanisms for oversight and

reporting?

9 Has the-hedging pregram provided consistent levels of *price protection” from
year to year even as market dynamics have alterad gas and oil price levels and

price volatility?

A basic tenet of hedging as a risk management program is a "tradeoff”; the FPL
program foregoes the possibility of the iowest possible procurement costs in exchange
for the mitigation of the higher possible procurement costs There are a number of
mechanisms that an entity that can be employed to achieve hedging objectives including
physical storage of fuel, physical forward contracts for fuel and a number of financial
instruments, generally calted financial derlvatives®. While the specific structurs of these
financial instruments can be quite complicated and differ widely in their elements, the
design and function of the instruments in a hedging program are relatively straight
forward. A firm enters into a contractual obligation that is financially settled to offset the
tisk that future commodity price movements will adversely affect tha firm  This report

! The term “financial derivative™ refers to the fact that the value of the financial instrument is
derived from the economic value or price of an underlying product or commeodity [n addition,
financial derivatives are settled with cash payments rather then physical fuel deliveries

ICF International
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focuses on FPL's use of financial derivatives in its hedging program, which ICF
understands is FPL's predominant, but not exclisive mechanism for hedging

As with almost anything in life, the use of financial derivatives involves fradeoffs
When properly applied, financial derivatives provide a manageable cost for mitigation
and efficient method for transferring risk. The use of financial derivatives allows for
varying degrees of risk mitigation ranging from elimination of the vast majority of market
volatillty for the coming year to elimination of only the risk associated with the most
extreme price movements Like other forms of risk management and insurance
designed to address volatility, the level of uncertainty that is mitigated using derivatives
is commensurate with the cost of the protection  Some risk management strategies can
be quite costly, requiring an up front payment that Is analogous to a significant insurance
premium  Other strategies may require the surrender of financial gains in exchange for
minimization of financial losses Fundamentally sound risk management constantly

monitors these tradeoffs for ali strategies in place

Neverhelass, strafegies that utifize financial detivatives generally have
significant advantages over strategies that rely exclusively on physical forward contracts
They ars generally mors liquid, meaning that the positions can be entered Into and
exited more easily Importantly, financial derivatives will also often have lawer

{ransaction costs

Investor owned public utilities, such as FPL, are business enterprises that
provide services to customers, often under a franchise arrangemeant with state and/or
local governments  Public utilities are regulatad in a manner that is different from most
other business entities. - In-addition to environrental, safety, and security reguiation
under the jurisdiction of federal and state entities, the Fiorida Public Service Commission
{FPSC) excerise[s] regulatory “authority over utilities in one or more of three key areas:
rate base/economic regulation, competitive market oversight; and monitoring of safety,
reliability, and service The Commission achieved this goal by establishing exclusive
utility service territories, regulating the rates and profits of a utility, and placing an
affirmative obligation on the utility to provide service to all who requested it ™

3 hitp/frww psc.state 1 ug/
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The interaction between normal security regulation and the additional oversight
of the FPSC creates elements of regulatory risk that are unique to regulated public
utilities. Qver an extended period of time, hedging activity will produce periods where
“profits” are reported and periods where “losses” are reported. Without a clear
understanding as to the treatmant of these profits and losses in advance of the hedging
activity, a considerable amount of ragulatory risk can be created [n other words, it is
vital that gains and losses from hedging activities be evaluated in the context of gains
and losses in the associated physical commodity trading Taken out of context, hedging
gains or losses often take oh misconceived meanings.

There is no “inherently correct” level of hedging The determination of the
appropriate level of hedging should refiect the views of the regulators and the utility
operating as a proxy for the desires of the customers in terms of their desire to aveoid
iate spikes and their willingness to forgo the possibiiity of lower prices to obtain that
protection. The lack of guidance that exists in many jurisdiction creates regulatory risk
for the utiiity that ultimately may be reflected in the utilities cost of capital In many
jurisdictions; teré i$'Gily fimited guidance provided by ths regutators as to the level of
hedging that the regulators consider appropriate

" ICF International 4

FCR- 08-8093

L



3.0 Objectives, Costs, and Limitations of Hedging

in its simplest form, hedging is a process whereby a price is established at the
time the hedge is entered into for some or all of a commadity that will be bought or sold
at some time in the future  Simply put, hedging reduces price uncertainty. As discussed
earlier, hedging can be accomplished with forward contracts for physical delivery of the
commeodity or through the use of financial derivatives. In its pure form, hedging does not
provide a means to reduce the expected fuel cost of an electric utility, but rather a
method {o levelize prices aver time by mitigating the impact of price volatility

Redging and Speculation

Hedged positions are distinctly different from speculative positions even though
the tools used for hedging are, by and farge, the same tools that can be used for
spaculation. Whereas hedging is an activity designgd to reduce price uncertainty,
speculation inherently increases price uncertainty with the aniicipation that market
movements can be correctly predicted and profits can be made frorm such predictions A
spaculator enters the market and accepts additional risk and in so doing hopes to create
positions that anticipates market movements Speculators can alzso attempt to
compound profits by creating a porifolio where the risk of each position is either
uncorrelated or positively correlated thereby increasing the degree of risk but also

increasing profit opporlunities

Finatly; specufators can also participate as "market makers” and thereby capture
elements of the insurance premium asscociated with accepting additional risk The
activity of speculators can add liquidity and depth to a commodity market

An important conclusion of ICF's independent review of the FPL program is
that FPL is engaged exclusively in hedging activity and has gone fo great lengths

e avold any elementis of specufation.

ICF International 5
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Costs Associated with Hedging Activity

There are costs associated with hedging activity that are unavoidable These

costs include:

1 The hedging program implementation costs, which include the cost of
initiating, maintaining, and manitoring the hedging activity:

2. The carrying costs and the cost of credit risk associated with maintaining
the hedged position, and;

3 The transaction costs and "insurance” premium associated with obtaining

the hedge

v AE diStEEEEEIN sevtion 57 an appropriately Strustured Hstging program requirss "™

a rigorous structure of confrols and oversight These functions require staff and
information systems that incur unavoidable costs Indeed, attempts to pursue hedging
activities without sufficient resources expended on the program structure and oversight
can place the business entity at considerable financial and iegal risk

" ICF International 6
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4.0 Risk Management Best Practices for Regulated Energy Companios

Risk management “best practices” in the energy industry has evolved by leaps
and bounds in the past 20 years The deragulation of wellhead natural gas, the
restructuring of the power industry and increasing fue! price volatility have presented
electric ufilittes and other fuel intensive industries with an array of challsnges not
praviously present. Throughout the decade of the 1990's, energy companies adopted
business practices and fusl purchasing strategies that attempted to address the rapidly

changing market conditions

Over time, many of the shortcomings in these processes were exposed and
ultimately cast intc a spotlight due to the collapse of weakening of a significant number
of large and moderate size companies A number of these companies had adopted
business processes and energy purchase and trading procedures that had inadequats

procedural-eontiols to allow senior managament and-investors to fecognize, analyze, *

and manage the risks associated with the large energy commaodily positions.

To regain corporate stability and restore confidence in the eyes of shareholders,
customers, and the public at large, regulators and corpeorations set qut to establish
generaily accepted guidelines to govern the behavior and consciousness of the
“evolved"” snergy corporafion. Federal legislation including Sarbanes-Oxley was
enacted In addition, business crganizations such as the Committee of Chief Credit
Officers (CCRO) and the North American Energy Standards Board (NAESB) developed
guidelines and business practice standards designed to assist the indusiry and fo

improve public confidence In energy markets

in thie process, two main developments occurred within most companies during
this transitional peried which became the basis for generally acceptad guidefines; risk

managemant and Sarbanes-Oxley compliance

- For regutated energy, risk management has become the best preactive means io
augment exclusive reliance on traditional fuel adjustment clauses and other regulatory
mechanisms In the face of increasing fuel price velatility and the absence of risk

ICF Intetnational
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management techniques, traditional fuel adjustment clauses can result in rapid
movements in electricity prices, large differed account balances or both

But because risk management displaces the exclusive refiance on these
traditional fools once readily available to manage cost uncertainties, and, because
regulators still perform the service of protecting customers from unmitigated cost
increases, risk management programs and their guidelines have bzen designed to limit
the company’s economic +isks while addressing the specific concerns of regulators who
remain responsible for establishing just and reasonable rates in most jurisdictions As a
result, risk management programs for regulated energy have been founded upen provan
best practices established primarily in financial and commadity markets but adapted to
incorperate the additional objective of maintaining regulatory approval,

Further, the enacting of the Sarbanes-Oxley Act incorporated more formalized
procedures o help govern the tactical implementation of risk management programs
Sarbanes-Oxley guldelines have supplemented risk management policies and

procedures by strengthening reporting lines and accountability. . .

R T TN LT PR

The end result for the regulated ensergy company is a set of best practices that is
characterized using these divisions: Policies & Controls, Credit Risk Management,
Modeling & Metrics, Reporting, and Information Technology. Callectively, these five
areas incorporate traditional best practices with a Sarbanes-Oxley overlay to meet the

critical review of the reguiatory agencies

Pdf}cies & Controls

Policles & Controls provide the biueprint far implementing and maintaining a
corporate risk management pregram  The guidefines set forth in these documents
typically address areas such as the organizational framework, risk tolerances, and
business processes A clearly articulated docurment that has the flexibility to evolve as

the company’s needs change is essential

Policies & Controls affect all other divisions used o discuss risk management
Thus, in this report Policies & Contrels is used to document the general guidelines that

ICF International
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concern credit, metrics, reporting and Information Technology (IT) Each of these other
divisions has unique concerns, however, and those are described in the subsequent

sections after Policies & Controls

Best practices in the area of policies and controls include these key points:

» Development and rovals isk Management Poligy Documents: it is
absolutely imperative to involve Executive and Senior Management membars in
drafting and approving risk management guidelines Since many of these
leaders regularly participate in committees and they manage departments
directly impacting the risk management program, their input facilitates the overall

success of the program.

» Risk Management Control and Oversight: Policies and controls should establish

the Risk Management Oversight Commiltee, Risk Officer(s), and risk S
ot mernamm A o CA Lt F M Ee wEE R

" Thanagement roles for Exactiiive Management and the Board. These positions.
and responsibifities need to be dearly articulated in policy documents

> The Enterprise Risk Management Oraanizational Framework: Traditional

framewarks call for the establishment of 2 3-level organizational structure that
include front, middle and back offices Since each of these ¢ffices are united by
functional responsibiliies, coordination and control are critical success factors

particularly when a company has multiple business units. Tha corporate
objectives of the 3-level approach must include to set forth proper controis to
monitor and measure the risk program’s positions, and to maintain dala integrity

and program security.

o Front Office: A clearly defined front office structure that is
respongible for executing transactions These transactions can be
for taking risks as well as mitigating risks Because this office is
responsible for transactions that will change the company’s risk
levels, it is necessary to have a separate ¢ontrol function to

monitor front office markat activities

. ICF International
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Middle Office: A middle office structure that is clearly independent
of front office  Middle office is often consolidated at the corporate
level to cover all businass units  Middle office ensures data
integrity and consistency of the risk management program’s
adherence to policies and procedures Credit management is
often considered to be a part of the middls office and is a vital
component of today’s best practices organizational framework

Back Offica: A back office function whereby transactions business
process is completed through ssttlement Back office also
regulales accounts receivable/payable functions and is the
financial reporting entity for the corporation. Back office activitias
are also consolidated at the corporate level for all business units.

> QOther Supporting Activities: Risk management related activities include
legal, IT, auditing and others that should be incorporated and assigned

t e

. specific areas.of responsibility-through the policy and control documents:

Credit Risk Management

In today's energy company credit risk management has been elevated within the

corporate hierarchy of pricrities As a general rule, a company that is not investment
grade creditworthy will incur a steep penalty possibly to a peint of making that company
not price competitive Hence, credit risk management has become one of the most
highly visible and proactive functions for any company in cormnpliance with industry best
practices The importance of cradit risk management demands distinct mention in a

company's policy and ¢ontrol documents.

> Master Agreements: Master agreements must be negotiated and

completed with sach counterparty before the company begins to conduct
business transactions Key company policy decisions should be
consistently communicated to these counterparties through the master
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agreements that include risk tolerances, key personnel, creditworthiness,

legal repercussions, and others

> Credit Risk Metrics: As a matter af ongoing funation, actual and potential
credit exposures fo alf counterparties must be monitored daily if not more
rigorously The measures that are established by the company for limits
on exposure and/or counterparty credit posifion must be continually
checked given changes in market prices, positions, investment decisions
that may impact the counterparties’ creditworthiness, and other

parameters.

¥ Liguidity Risks: Often overlooked, the liquldity of all counterparties (their
ability to make payments to your company and others) must be included
in credit analysis A hedging program may appear prudent upon first
review but could expose the counterparty to cash flow constraints during
adverse market conditions if the scope of the hadging did not account for

=

. suchadversifies ... e . ...,

Modeling & Meatrics

Numerous models are avaltable for measuring a company’s exposure to financial
uncertainties These models support the angoing calculation of the company's exposure
given both actual positions and possible scenario positions and conditicns

>  Mark-to-Market Accounting: Mark-fo-market (M2M) accounting must be
used to assess the actual galns or losses on physical and hedge

positions in the portfolic  Where market prices are dynami¢ and physical
positions change rapidly, M2M should be run on a real-time basis M2M
conventions must be clearly decided and documented in company risk
management policy documents and they must be consistently applied A
regular audit of M2M practices is highly recommended

> Value-at-Risk: Valug-at-Risk (VaR) is one of the most widely usad
models for measuring risk exposure  The underlying assumptions of the
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model impose some limitations, paiticularly in time periods where markst
liquidity is low. VaR should be calculated for the entire portfolio and for
individual “books® within the portfolio ot an ongoing basis; real time is

preferred

Credit Value-at-Risk: cVaR uses the same concepts as VaR but is meant
to address the uncertainty of counterparty credit-worthiness exposure
cVaR should be performed dally for counterparties and real-ime for
counterparties where actual exposure approaches the policy-stated credit

limit.

Siress Testing: All VaR models should be regularly tested for extrema
market or position conditions because these models are grounded upon a

user-defined confidence interval Extreme market conditions which have

been experienced particularly in the powes markets can creale risk
exposurea in the tail of the distribution of normal outcomes  Stress testing

- .should be perfarmed weekly ar more often depsnding on the dynamic

nature of any given portfolio

Cashflow-at-Risk: ¢Far is an allernative model to measture risk exposure
and a company’s liquidity cFaR models compute the degree to which
uncertainty causes the deviation between planned and actual cash flows
cFaR should be calculated at reguiar intervals throughout the budget
cycle {a enstre that deviations are within acceptable

Information Technology (IT)

An aver increasing concem in today’s tisk management program is data reliability
and security [T management is the vehicle by which the company can regulate and
monitor data capture, usage, and slorage [T is clossly related to the Reporting
requirements as described in this document's discussion of "best practices”

» Sarbanes-Qxley: Sarbanes-Oxley Act of 2002 provides guidelines for the

praper controfs of information technology
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o Risk Assessment: T managsment mustidssess-and understand
the areas of rigk affecting the completeness and validity of the
financial reports They must examine how the company’s systems
are being used and the current level and accuracy of existing

documentation

+ Control Environment Employees should cross train with design,
implementation, guality assurance and deployment teams to
hetter understand the entire technology lifecycle in order to allow
t_hem to advance issues of concern that will impact the success of

the program.

¢ Control Activities: The organization should document usage rules
and create an audt trail for each system that contributes financial
information. Further, written policies should define the
specifications, business requirements and other documentation

. expecled foreashproject~..  --- - -~ 5 et

¢ Monitoring: Auditing processes and schedules should he
developed to address the high-risk areas within the IT
organization [T personnal should perform frequent internal audits
in addition, personnel from outside the IT organization should
perform audits on a schedule that is appropriate to the level of
risk Management should clearly understand and be held
responsible for the outcome of these audits

+ Information and Communication; 1T management must
demonstrate to company management an understanding of IT
requirements t6 support compiiance with Sarbanes-Oxley and
how to get there in order to identify and react to areas of risk

» Systems Audit & Stabllity: IT systemis thaf support frant, middle and back
office activities should be initially audited when the systems are

infroduced by installing them in a test environment and performing
parallel testing to existing methods of computing results  Periodic audits
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of IT systems should be conducted to ensure consistant results and fo
heip identify anomalies in data collection process

Reporting

A primary concern for establishing risk manageément reperting requirements is to
provide the company with transparent and consistent reporting results  Transparency
and consistency are vital to internal as well as external constituents’ ability to understand

and track results over time.

> Profifs/Logses Reporting: P/ reporting should be presented for the
company at large as well as for sach area of activity or busingss unit
Accounting methedologies and changes in msthodologies should also be
noted P/ Reporting should also separate physical activities from
derivative financially settled activities

e e e B A Y

» Cash Flow Reporting: A Statement of Cash Flows should be presented
which depicts the budgeted and aciual cash flows for the given reporting

period.

> Credit Risk Summary: A Scheduls of Credit Exposurss should be
presented that shows the exposure per counterparty per area of activity

within the company

ICF International 14

FCR- 08-8103



50 Risk Management Best Practices and the FPL Risk Management
Program

The preceding chapter of this report outlines and describes commonly accepted
best practices for a risk management program in the regulated energy sector The
commonty accepted "hest praclices” were summarized from general research on other
regulated entities within the power sector but does not specifically include best practices

as defined by FPL

Based upon a raview of FPL's risk management practices and a comparison to
industry best practices, we generally find that the policies and procedures used to
support FPL’s risk management pragram met or exceed industry best practices To
support these findings the following discussion highlights some of the key strengths

present in the FPL program.

Background

In support of this financial risk management program raview project, FPL
provided documentation {EMT's Trading and Risk Management Procedurss Manual,
revised July 18, 2008, and the FPL Group, Ing. Energy Trading and Risk Management
Policy revised February 23, 2007 (herein collectively referred to as the Documents)).
Further, FPL facilitated question-and-answer style forums to assisl in our review process
of its current risk management program practices Using the information gathered
through these processes, the following describes some of the key points of comparisen

used to amive at the previously stated conclusions

Policies & Controls

The Documents provided by FPL suppart the nation that the financial risk
management program ls governed by a highly refined set of policies and controls
These Documents along with supporting information gathered through dirsct interviews
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are indicative of a process that has grown in scale and sophistication to reflect the

changing needs of the company

The Policies and Controls employed by FPL describe cleariy defined rolss,
responsibilities, accountability, lines of communication, and procsdures to ensure that
the Company is exposed to minimal rigk resulting from the risk management program
itself The following summarizes our primary findings related to Policies and Controls:

» The Documsnts were developed with provisions to allow for additions and
changes to the Documents that enable them to mest the needs of the Company
without jeopardizing the integrity the Documents or the program

e The Documents clearly identify key personnel and functions and their roles and

authority levels within the risk management program.

o The critical linkage between the Documents and Executive Management is
evidenced in the appointments and roles to the Exposure Management
Gommittee (EMC) “The EMC includes members from key organizational

departments.

» The Documents link the Board of Directors’ oversight of the financial health of
FPL with the EMC’S acceptable risk tolerance. This relationship is carried out
through the appointments and voting rights granted to the EMC

» The Documents present an organizational framework consistent with front,
middle and back office structures commonly found across industries that employ

risk management programs

o Front Office

* FPL's deal execution and capture functions coordinate activities
across relevant departments, personnel and systems This
framework of activity properly links personnel with respectiva
areas of responsibilities and provides sufficient mediums 1o

resoive isstles
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s Authorized personnel, tradable products, trading limits, tenors,
and acceptable financial instruments are afl clearly defined and

detalled

= Access to the data entry privileges in deal capturs systems is
limited only those individuals who are formally granted
permissions to enter trades.

*  Alltransactions are entered and managed through a centrafizad
deal capture system that supports routine reporting, settlements,
and review. Transaction record editing is managed through
acceptable authorzations and processes.

*  Counterparties for exchange traded transactions are limited to
approved Futures Commission Merchants registered with the
Commedify Futuras Trading Commission {CFTC); account set
reqt;irgg rmulti-flevel approval from VP of EMT, Director of
Aééounﬁhg 'and Finance, and V P. of Trading and Risk

Management

= Credit information is available to traders on a timely basis through
daily repotting produced by the Credit Risk section of the Risk

Management Department

s Auditable records of all transactions (either telephone tapes or
electronic paper trails) are gathared a_mq reyiewed on a regular

basis

* Traders participate in and are held accountable for the daily
recongciliation of all exchange {ransactions

o Middle Office

. ICF International 17
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Risk Management psrforms petiodic modet and deal valuation
reviews to ensure and maintain consisient and accurate
techniques to support valuations and reports

Adequate models are in use to compute FPL's risk and

uncertaintics

Credit reguiarly performs analyses to support its function such as
margining, quarterly risk assessments, daily exposures, credit
rating monitoring, and others

Ample data management contrels are implemented thus providing
maximum consistency and accuracy of financial results and risk

measuras.

BDocuments procedures for confirming OTC derivative
transactions; the use of reporting conventions to track

cenfirmation contract status

o Back Office

ICF International

Performs regular reviews to ensure compliance with transaction

recording procedures

Communicates essenfial company.information to counterparties

on a timely basis

Employs independent validation and verification procedures that
enable two-way checking of transaction details and contracts;
accompanled by documented proceduras for corracting

discrepancies

Reviews settlement process and reports any perifolic imbalances
or other variances; traders are responsible for

corrections/clarifications.
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Credit Managsment

As found in companies employing best practices, Credit Management is an integral
of the financial risk management program at FPL The proper checks and balances
have been documented and implemanted thus permitting the credit function to operate
effectively in supporting the risk management program Aside from key points related to
credit already described in Policies and Controls, the following identifies key findings in

this functional area:

» Credit Management recognizes both current and potential credit exposures
éxposure when assessing credit conditions and limits

o Extensive coordination between credit and legal staff supports confracts, letters
of cradit, and other credit anhancing mechanisms.

» Documented procedures are in place to facilitate transactions that may create

exposure beyond normal limits
s A regular raview of contract fanguage is performed
» Procedurss are in place lo address credit limit breaches

+ Quarterly credit risk assessments determine credit reserve requiremsnts

o Margin calls and other credit enhancements are routinely monitored to minimize

eXposures

Credit Watch reports are generated and available on daily basis, or as needed

o Dynamic credit review process uses Credit Scoring Model when other credit
rating mechanisms are unavailable or inadequate

A unique and exclusive interface for credit data input and management is

available in IT systems.
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+  Liauidity risks are routinely computed and reviewed o support planning and

frading.

Modeling and Mstrics

Modeling and metrics are concerned with proper choices usad to support the
program as well as accurate computations and inpuf data used to generate reports At
FPL, modeling and metrics efforts are effectively management by personnel and
departments with solid lines authority, accountabiiity, and procedures  Aside from
related findings already highlighted in the Policies and Controls, the following are key
components of FPL's management of modsls and valuation metrics:

e Risk Management provides or reviews all valuation assumptions used In

computations.

o - Industry accepted standardized miodels are used in kéy valuation processes such

as option models used for option valuation

* Regularly accepted models are used to suppert risk anaiysis including value-at-

risk

» Correlations matrices are updated monthly using decumented procedures and

verified price curve and volatility data

s Transactions not covered by-models curféntly availabie in the FPL system are
documented outside the systam but incorporated into results in order to provide
financial reporting; results and valuations are reviewed with proper controls in

place

o Procedures are documented for the development, callection and usage of price
and volatility curves include data sources, fraquency of collection, prioritization

and usage, independent verification, and deletions
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Information Technology

FPL uses a series of software applications to support its risk management funclions
In constructing this network of support, the FPL IT Department has defined appropriats
linkages and documented procedures to adequately support the process Aside from
related findings already highlighted in the Policles & Controls or other preceding sections
of this report, the follow are key activities in the information Technology management at

FPL.

¢ [T systems have been subject to Sarbanes-Oxley audits. These activities are
evident in the managament of the IT resources at FPL:

o A clear understanding of the usage and impertance of usage for
information technology supporting the risk management program Is

presant

o Proper contral activities that document rnules and create an auditable trail
" of dafa are routinely employed and reviewed

o Key areas of the risk management program supported by information
technology are periodically reviswed with sufficient accountability
assigned to key personnsl and departiments

o New and exisling systems are periodically audited in fest environments

¢ Commodities Quote Graphics System uploads dady NYMEX price curves; data is
verified by Risk Managefmrigiit

Reporting

FPL's risk management program is supported by elaborate and consistent reporting
pracedures These procedures facllitate the rmonitoring of key process, data collgction,
and report accuracy involving a range of activities from daily respongibilities through
quarterly and annual financial statements Based on our review of this process, It is
apparsnt that careful attention to detail supporting key company reports has been taken
and that the data provided in these reports is reflective of consistent and accurate
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internal data management Aside from related findings already highlighted in the
Policies and Controls or other previous sections of this report, the follow items are key
points regarding the risk management reportting process support the FPL risk

management program:

» Trade Recap Summary provides traders with ability to review the accuracy of
deals entered through the Nucleus Deal Capture System

> Quartery review of Confirmation Status reports to ensure accurate data is

Inciuded in financial reports

» Process and procedurss are in place to verify the accuracy of price and
volatility curves used to produce reports provided to the Securities and
Exchange Commission (SEC)

> An adequate series of pre-defined reports are available on a routine basis to

support internal management of risk;
» Daily VaR position

Credit Watch

FCR Reports

Conclusions

Based upon this review atid the alignment wiih best practicas for risk management,

|CF concludes that:

» The FPL risk management program is a well developed, weill monitored,
effactively managed and executed pregram The ongoing tracking of the
program, as well as the development and implementation of the forward
strategies, is very thorough and of more than adequate depth to insure
that the FPL customers, and the PUC can be confident that the goals of
the program; namely mitigation of price volatility and price exposure, can

and Is being achieved
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» The FPL risk management program is excluslvely a hedging activity FPL
has gone to great lengths to avoid any elements of speculation. The
“mechanical” nature ¢f revisw and rebalancing essential precludes any
speculative activity within the execution of the program

» The program is an example of continuous improvement As the program
matured over the years since 2001 and as new challenges arose in
energy marksts, the structure of the program allowed the EMC and EMT
Staff to develop and adopt improved oversight metrics and tighten
procedures in an orderly and structured manner
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6.0  Evolution and Performance of FPL Hedging Program

FPL must file with the FPSC the estimated costs for fusl procursment for the
coming ysar plus any cost trus-ups required to align actual with the estimated costs for
the current year The costs of hedging activities that support fuel cost volatility
management are also included in these filings The FPSC ulfimately approves these
estimates and sets the Fuel Cost Recovery (FCR) factors for that perlod The FCR
filings are submitted annually but supplemental filngs may be submitted when intra-year
corrections to factors are necessary to ensure that the factors do not become

substantially out of line with actual costs

As discussed In the previous section, FPL has developed a program that is closely
aligned with ICF’s view of best practices for utility hedging. This section will describe the
mechanism and the procedures used to determine objectives, execute transactions,

repoft positions, and monitor and report exposure and risk

The folfowing provides a broad outline of the struciure and operation of the program
and the interaction of the financial hedging activity and physical acquisition of fuel ®

¥» The broad objectives as to the desired level of price volatility protection are
astablished at the most senior levels of management within FPL  Once these
parameters are established, they are communicated to the Exposure Management

Committes (EMC)
» The EMC is charged with:

Providing “a forum for the for discussion of Group's energy risk profile and
operations and develop[ing] guidelines required for appropriate risk
management centrel infrastructure, which includes implementation and
maonitoring of compliance with this [FPL Group, Inc. Energy Trading and Risk

management policy], and;

§ Ar evaluation of all of the elements of FPL's feel acquisition practices Is beyond the scope of this
report  The extent of the review of the acquisition practices for physicai fuel was limited to the
basic understanding needed to evaluate the financial hedging program

ICF International 24

FCR-08-8113



+ “Execuf{ing] its risk management responsibilities through dirsct oversight and
prudent delegation of the responsibifities to the Vice President Trading Risk
Management, as well as to other corporate and business unit personnel ™

¥ The structure and membership of the EMC ensures that the decision-making process

is coltaborative among officers and senlor professionals so that no single individual is
in a position to make decisions in isolation This structure addresses a weaknass

that is seen in some hedging programs

Development of the financial derivative forward strategy is made in conjunction with
the most current planning for gas and oif burns The hedge strategy for the future
year(s) is planned in conjunction with the projection of fuel requirements as projected
using a generation forecast and fuel use model utilizing forward market prices for gas
and ofl from multiple market sources, and use of volatility data fo assess potential
risk lavels The concept of determining a calculated Fuel Cost Recovery price (FCR})
and cost of fuel for the forward year as a benchmark Is essential to aff tracking of

future positions. -

Once a forward hedging strategy is developed, implemeniation takes place over the
period of time as defined In the Planned Position Strategy (PPS). The PPS, along
with the implementation documents created by the EMC, are consistent with the

directich of Senior Management

Monitoring of the positions over time, includling tracking of actual prices vs. FCR,
hedge petcentages vs plan, is exemplary of the strength of this program  There are
clear tolerances established in advance that determine when adjustments in the
hedge portfolio will be executed Each week, an updated generation forecast and
fuel use model simulation is produced. EMT Staff performs an evaluation of the
results to deferrnine whether the position remains within the tolsrances or if the
position needs to be adjusted. The ongoing monitoring is thorough in all respects,
detailing the summary positions as well as outlining each transaction that has
oceyrred In every month  The monthly reports provide a solld record of actions and

resuits, which is essential ta a well run program

7

FPL Group, Inc Energy Trading and Risk Menagement Policy, February 23, 2607
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> Monitoring of credit risk appears to be thorough and tracked consistently in the
program The monitoring of credit risk has svoived as it has become an incraasingly

important issue throughout energy markets

> The exscution of the hedge portfolio recognizes the differences between natural gas
and residual fuel oil markets in terms of liquidity and market concentration in an
appropriate fashion These differences can affect the spead at which positions are

returned to the tolerance levels

There are a number of formal documents and reports maintained by FPL that
establish practices and procedures for the hedging program as well as provide the
metrics necessary to menitor program activities and manage risk. The following
describes a number of these documents and reports that ICF reviewed In the course of

this engagement

FPL Group, inc. Energy Trading and Risk Management Paolicy

The Energy Trading and Risk Management Policy (ETRMP) document is a
description of the structure, objectives and policies and procedures associated with FPL
Group, Inc {Group's) energy marketing and trading business acfivities. The dosument
defines the responsibiiity of Energy Marketing and Trading (EMT) as the exclusive
transacting party for “the execution of fuel procurament with associated hedging activity
and optimization strategias in donnaction with serving FPL's regulated foad in Florida "
This clear defineation of respansibility is an important structural protection against a

melding of non-utility activity

The ETRMP appiies a structured approach the Group’s managemaent of risk It
also provides a clear guide to the porifolio structure and valuation metrics and
paramaters that are used to monitor the portfolio, positions and exposura. The
document explicitly addresses credit risk, tiquidity risk and operational risk in a manner

that provides clear guidance in terms of ragponsibility and autharity
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The ETRMP is dynamic in the sense that that changes are made periodically
However, in the course of the revisw ICF concluded that there was general stability in
the policy guidance documents There was no evidence of “whip-saw” changes that can
create uncertainty as to appropriate policies and compliance expectation Any changes
to the ETRMP must be approved by the Exposure Management Committee (EMC)

Energy Marketing & Trading, Trading and Risk Management

Procedures Manual

The Trading and Risk Management Procedures Manual (TRMPM} is an
exiremealy detailed document that provides the structurs, procedures, operating
practices, and restriclions for EMT Staff As stated in the document, the objective is "o
provide guidance that will promote efficiency and accurate processing of trading
transactions, effective preparation and disfribution of information of information relating
to trading and marketing activities and efficient monitoring of risk, all within a well
controlled environment."' Through this document, FPL eﬁsures that afl EMT Staff,
including new hires, have a clear understanding of responsibilities and expectations
Included In the document are descriptions of strategy development, meeting procedures,
accounting requirements for derivatives and standards and codes of conduct for
employees In addition, employees are instructed as to procedures within each of the

major areas of responsibility including;
o Credit approval, menitoring and reporting;

» Deal execution, authorization, authorized limits and procedures for

authotization in excess of limits;
o Deal capture, validation and verification;
¢ Model development and valuation calculation;
+ Liguidity reserve valuation, and;

o Settlement and scheduiing procedurg
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While many of these areas bear more directly on the procurement and risk
management for physical fuel, the clear delineation also assures that the hedging activity
that utilizes financial derivatives is managed in a consistent and tractable manner and
aligned with the procurement of physical fue!
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Planned Position Strategy (PPS)

The Planned Position Strategy is a primary objective document The PFS

establishes the hedgs percentage targets for both natural gas and fuef oil The
document also presents the tolerance bands around the hedge targets The PPS also
praseris the target time table for achieving the hedging objectives. it is prepared for
each fuel procurement year, but can be modified if changes in market conditions are
sufficient to make such changes appropriate  However, ICF observes that stability is
generally maintained in terms of the objectives outlined in the PPSs

The PPS delineates the strategies that will be employed te obtain the desired
amount of protaction from price volatility. The document presents the expected bums
and market forward prices. The document outlines buydown strategies and collar
strategies to be employed. The PPS requires the approval of the President of FPL and
any transactions outsida of the scope of the PPS require the approval of the President

or, in his or her absence, the CFO of the FPL Group

tn the course of performing this engagement, ICF reviewed in detail all of the
PPS documents from 2001 though 2007 Because the PPS documents include
significant amount of commercially sensitive information and indications of hedging
approaches and strategies that could be used by counter parties in negotiations, ICF will
not provide a detailed description of our review However, the following generat

ohservations can be made

1) The sophistication of the PPS documents improved over time  While the
general structure of the earlier PPS is similar to current documents, the later
documents provide a clearer direction as to the strategy and targefs. in
addition, the later documents provide more information in terms of current

forward prices.

2) As energy price volatility increased, particularly during the height of the
effects of hurricanes Katrina and Rita, adjustments to the strategies became
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considerably more difficult In short, it was becoming more expensive 1o
provide the same level of price volatility protection

Minutes of the Exposure Management Committee (EMC)

The Exposure Management Comimittee (EMC) is charged with the monitoring
and oversight of hedging activity along with many other functions assoclated with the rigk
management and the procurement of fuel and material needed for the generation of
power The EMT meets on a menthly basis The organizational structure clearly
identifiss voting members that are charged with the responsibility and authority to make
decisions There are alse non-voting members from the senior staff of EMC that prepare
and present material fo the Committee. Other staff also attends the mestings according

to the subject matter being discussed

Datailed minutes and risk reports are prepared for each meating These reporis
are structured such that the decision makers are provided with considerable datail
regarding the positions and transactions that have taken place since the last meeting.
As noted earlier, ICF considers this formalized committes structure with multipie
individuals involved in the process of monitoring and approving activity critical to a

successful program

In the course of this engagement, ICF reviewed the minutes of more than 40
EMC Meetings Again, because the documents include extremely detailed commercially
sensitive information and describes of hedging strategies and execution that could be
used by counter parties In negotiations, ICF will not provide a detailed description of our
review. It is clear howsver, that the material presented to the Committee and the review
process is a strength of the structure and execution of the program  In a very few
insistences where a fransaction may have been inconsistent with a procedures, the
issue was addressed and procedures were clarified and strengthened

In addition, the review of the material clearly indicates that the procedures
employed reflect and respond to market conditions. The documents identify that the mix
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of hedging instiuments differs between natural gas and fusl oll and has changed over
time. As volatility increased, the cost of options increased dramatically Options
became an increasingly expensive methad of obtaining price protection This change in
the relative price of products was reflected in the mix of instruments

Similarly, the relative liquidity of the natural gas market and the fuel cil market
was aiso reflected in the mix of products and hedging approach Thare are many fewer
credit-worthy countsrparties in fuel oil markets and much less depth FPL’s
requirements could have the potential to move the market, making the hedge more
expensive To address this, FPL staged purchase and balanced the portfolic with the

purchase of highly correlated products

Reduction of Price Volatility Risk and Degree of Price Protection

FPL proactively manages the volatility of its fuef procurement costs, which
ultihately irafisiatés into greatar rate ceftaifity for its customers Ta manage price
volatliity FPL has established a risk management frameworl that supports all hedging
activittes  Like most risk management programs, FPL’s hedging activities are planned
for and implemented while balancing compsting objectives; minimizing procurement
costs with mitigating the possibility of higher or extreme procurement costs The
dynamic of these competing objectives creates a "tradsoff” that drives strategic and
tactical decisions The FPL program incorporates an evaluation of the statistical
uncertainty associated with each procurement scenario in terms of the forgone
opportunity for possible lower fuel costs with the "insurance” against the possibility that - -

higher fuel costs; hence the creation of the "tradeoff ”

Statad simply the "tradecff” implies that greater financlal certainty and lower fuel
cost volatility is achieved through the machanism of risk management program cosis
This concept prevails in most forms of risk management ranging from the insurance
industry to commodity frading. The reason for the added cost is that by shifting the
financial risk from one party to ancther, the receiving party must be paid to accept the
risk Financial uncertainty does not disappear; it is merely reallocated to other parfies

and their portfolios through hedging fransactions
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Tha focus of FPL's financial risk management pragram is to consistently manage
the volatility of fuel costs once the FCR rates are approved Consistent with the
“tradeoif’ concept, FPL is aware of the potential for greater hadging costs it may incur
while reducing the volatility of fual prices. While hedging price volatility may increase
slightly the overall fuel procurement costs, it provides substantial protection against
dramatic cost increases and enables FPL {0 offer greater rate consistency to its
customers. The challenge for FPL is to determing an appropriate leve! of forgane
possibility of lower fuel costs that makes sense with an acceptabie level of reduced fuel

cost uncertainty

Like most investor-owned utilities, FPL’s objective for hedging is a reduction in
the volatility of fusi procurement costs. For any company needing to procure
commadiized fuels such as gas and oil, the absence of a hadging program certainly
lowers or eliminates upfront hedging ¢osts in the same way that not paying car
insurance premiums lowers the overall cost of operating an automebile As long as
commodity prices stay below estimates used in preparing the FCR filing (the aquivalent
of no autormobile accidents in the example of auto Insurance), then there is a cost
savings that can be passed on to customers. However, to choose not to hedge
{analogous to cheosing not to buy auto insurancs) is highly speculative in that it wagers
that commedity prices will stay below a certain level (analogous to hoping that no
accidents will ocour) But commadity prices are very unceriain and do fluctuate, and
auto accidents do happen Hance, the condition for an “insurance” tradeoff is created.
Some additional costs may ba incumed when pursuing the geal of reducing price
volatility because the maximum potential benefits of lower fuel costs under favorable
. market conditions are forgone due to hedging but passibility that market conditions

would result in higher costs are also precluded by the risk managemeant program

ICF International 32

FCR- 08-8121



| Prcbabiﬁtym

@aged Risks }

L.ower Costs FCR Higher Costs Fuel Procurement Costs

The graphic shown here illustrates the “radeoff” by depicting possible probability
distributions of fuel procurement costs given hedged versus unhedged portfolios The
Managed Risk distribution depicis lowar fuet cost volatility in the form of a tighter
distribution of potential costs, thus a higher probability of each possible outcome over a
more narow range of fuel costs  The Unmanaged Risk distribution indicates greater
cosi volatility by showing a wider range of potantial costs with lower probability for each
possible autcome  The Managed Risk distribution foregoas the possibility of the lowest
procurement costs in exchange for the mitigation of the highest possible procurement
costs In the opinion of ICF, FPSC Order No , PSC-02-1484-FOF-E! {the 2002 Orden
recognized that there would be a cost of proactive risk management and the 2002 Order
implicitly acknowledged this “tradeoff” principle by facilitating cost recovery for prudent.

risk management activities

Historically, much of the price volatility in oil and gas commadity markets was
driven by uncertainty in future weather That uncertainty has been compounded in the
past five years by changing market fundamentals, mast importantly, an extremely tight
balance between supply and demand and the lack of unutilized supply capacity as well
as geo-political risk in major oll producing regions of the world. Since 2001 there has
been upward pressure on prices for these commaodities with notable spikes in volatility in
2004-08 Managing the price volatifity has become more demanding in light of these
recent market developments As a net buyer of these commedities, FPL maintains a
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constant presence in the market that inherently exposes the company to the constant

prica risk and volatitity

For a utility, it is nearly impossible to eliminate all financial risks of a fuel
procurement portfoiio especially when there is also a degree of volume uncertainty. So
there is no perfect hedge. Instead, FPL must balance the objectives of reducing price
volatility to an acceptable level while controliing hedging costs and providing the greatest

possible benefits o its customers

anga® ¥

9 Measuring FPL’s Fuel Price Volatility

q The estimated costs included in FPL's FCR filings serve as an acceptable mean
{0 of the possible distribution of actual, achieved procurement costs. The FCR embodies
[l the expested cost of fuel procurements for a given year including the cost of risk

],'L management Thus, the FCR is an obvious benchmark to use in determining an

] 3 acceptable “Iradsch” batwésn Fossible reductions in costs and insurance against higher

,q. costs  Surrounding this mean are bands of possible outcomes.

5 As a matter of practice and consistent with the FPSC's direction concerning mid-

W, year FCR adjustments,
0 — FPL has the discretion to file for an intra-year rate change at any

1P time. But when costs vary by more than 10 percent (up or down), FPL is required to

1qQ notify the FPSC and formally evaluate whether to make a corrective FCR filing. If no
20 intra-year FCR filing ts submitted, FPL still recovers the incremental difference between
A FCR cost estimates and actual costs through the truing-up process of subsequent FCR

nQ filings

% Because of the notification requirements when fuel casts vary by mara than 10
I percent from estimated cost,

.
2 — FPL’s actual cost position relative to this || NN
&L is recognized and documentied in the risk management process and
g =isactively monitored and the positions and corrective actions are
.‘.&5 communicated through the company’s Planned Position Strategy (PPS) documents.
g‘q Given that gas and oil annualized price valatility is greater than || J]J I the
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probability of exceeding the FCR estimated costs is relatively high in a given year if no
riskk management action is taken

As part of its ongoing quantification of the effects of price volatility, FPL uses
additionat bands of risk in order to highlight problamatic exposure to higher degrees of
volatility Forinstance,

f estimated FCR costs because
at that extreme it becomes almost inevitable that an intra-year FCR filing will be
prepared and submitted

[CF has mainly focused on the I ll~reshold in order to determine
whsther ar not price volatility has baen congistently imanaged by the FPL hedging
program. As an additional but less significant measure, we have also examined -
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2003 THROUGH 2007 VOLATILITY MANAGEMENT AT FPL

The Reaview

It should be noted that intra-year price volatility management is an achievable
objective of the FPL risk management program As such, in this review ICF maintained
its focus on the planning process used by FPL that was used to provide conslistent prica

protection relative to the FCR cost estimates for each fuel year

As previously established, to measure the impact of price voiatility upon FPL and
its customers, ICF has refied upon the FCR cost estimates— That is,
given that FCR fuel procurement cost estimates are recognized and approved by the
FPSC when setting customer rates, then how do uncerfaintiss in the market price of fuel
cause actual costs to vary from these estimates. In our review we relied upon these
tolerances to assess the consistency of price volatility management. In actual practice
ICF recognizes that FPL must balance the objective of staying within these tolerances
with the competing objectives of minimizing hedging cost and facilitating benefits to the

customers.

For each calendar year beginning in 2003, FPL performed sirategic planning
analysis fo support the FCR filing process  In addition to estimating annual expected
fust costs, these analyses also reviewed a number of risk managesment strategles and
their impact upon the price volatility, program costs, and poiential benefits to customer

given favorable market price trends

A key companent used to determine the expected costs included In each FCR
filing and to identify possible risk management strategies is the forward price curve FPL
uses actual forward price curves as quoted from the market to support its FCR flling
preparation. ICF supports this methodology because forward price curves gathered
from market sources best represent the fulure commodity prices and market conditions
that impact FPL’s angoing procurement and risk management decisions. Market price
curves embody the collective thoughis of all market participants regarding the direcfion
of prices and the relative supply and demand of those commodities The market forward
ptice curves are the best and mast prudent means to estimate future costs and they alse
carrelate 1o hedging instrumeants that might be used to mitigate market volatility.

. ICF Intemationa 3
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The sacond component used to determine estimated costs for each FCR filings
is the demand assumptions for gas and oil given expected load FPL uses a network of
dispaich models to determine fuel quantities to be used in each year Assumptions
about growth, demand, outages, etc ars updated in these models and incorporated info
each updated analysls of a future year's and the current year's FCR estimated costs
thus producing the best available information upon which the expected costs are
computed 1t should be noted, however, that a thorough review of all assumptions
feeding the dispatch modals was nat part of this review.  Nonstheless, the generalized
assumptions available for review were consistent with expectations for FPL's service

tarritory.

When combined with current market forward price curves, the simulations
provide a distribution of possible program costs for the year. Before any hedging
scenarios are analyzed, the models produce a distribution of possible costs where the

NENENE L NVNTHRNEN

N

mean becomes the FCR's expacted cost for that year  Given the number and
complexity of the varlables involved in this process, this approach is both sound and

~
~

/S
/ o defensible as a means to estimate annual costs: -
""""" /7 In the years covered by this review, unhedged positions for FPL’s annual
24 procurement portfolios have maintained ||| | | GGG

_Restated, the unhedged fue! procurement portfolios

are inherently risky and they expose the company and its customers to uncertain and

S
\Q

Z0

2/ volatile price swings Without risk management, there is a reasonably high probability
22 that FPL would incur actual costs above those costs previously estimated and that true-
22 ups would add to subsequent fiings or that those added costs would invoke intra-year

FCR filings and rate increases Referring once again to the risk-reward Eradeqff, the
unhedged portfolio couid potentially yield lower overail procurement costs but would only

N
R

25

2L do so at the risk of incurring extreme price increases thus offering no consistency in
27 guarding against higher costs or volatility management in the absence of rigk
/4 managsement action, a shart position in 2 volatile commodity market, as is the case for
29 FPL’s fuel procurement position, is inharently velatile An unhedged position in the

2o market provides little or no price protection As such, ICF befieves that risk management
F/ is important to provide rate stability to FPL’s customers
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Using the unhedged portfolic analysis as the starting point, FPL models the
impact of various hedging program scenarios The cbhjective of these model runs Is to
test the effectiveness of each strategy and its refative level of price protection and

volatility management

In addition to measuring each

scenario against the probability of exceeding estimates, the “down-side” exposure and

potential customer benefits are also quantified
When possible hedging scenarios are summarized and reviewed, FPL did not
I ' fact, there are risk management scenarios whete these probabilities were
virtually efiminated but those scenarios were not acted upon

Instead, our review shows that FPL chose procurement and risk management

strategies that provided a consistent level of price protaction balanced with hedging

. costs The proposed strategies also facilitated a consistent levai of benefits to flowback . . -
to customers in the event that market prices became more favorable during the rate
period Keeping in mind the risk-reward tradsoff, the proposed strategies did not attempt
to completely eliminate any exposure to price volatility because the cost of such
strategies would have been to the extreme and would have eliminated any bensfits of a
favorable market from being returned to customers A consistent level of volatility
management at a consistent level of program costs, the risk-reward tradeoff was

.

N U AN O N N
SN0V IIFRI G QI VN (AW ~

diligently managed across the years examingad in this study

3 Allin all, the procurement and risk management strategies proposed by FPL. in

Z ¥ the FCR planning process significantly lowered the probability I
25 R - o-- o rcoeing o
z

Furthermore, the probability of

2’ < R . 2t probability consistently dropped
SBo _ by virtue of FPL's hadging program
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ICF believes that ptanning for hedging and risk management activities involves
the identification and sslection of strategios that yield results that can best be
incorporated by the campany and its customers without causing economic disruption. In
doing so it is not typically possible to choose strategies that always yield the maximum
possible benefits for the company and its customers  The risk-reward tradeoff means
that plans are made without perfect knowledge of the future market conditions and as
such the chosen strategies must facilifate a comfortable medium Constituents must
avoid second guessing these stratagic choices after-the-fact and instead must focus on
the prudence of the planning process and the framework used to depioy the strategies
We believe that FPL has met these criteria of developing and selecting prudent plans for
managing the volatility of fuel cost procurement in the years covered by this study

Based upon our review of the planning for annual procurement and risk
management activities, FPL developed and implemented strategies that would
result in consistent levels of price protection and volatility management while
reasonably minimizing hedging program costs and faciiitating customer
participating in the event of favorable markef prices during tfié rife period. -

Appropriateness of Hedge Program Scenarios

As previously noted in this report, the gas and oil markets transitionsd
significantly between the years 2001 and 2007. During this perod price levels and
volatility reached new high levels The result is that expected costs fo procure these
commodities sometimes were falling outside of the two and three standard deviations of
normal levels  Procurement costs wers sometimes at the extreme ends of the
distribution of possible procurement costs Most specifically there were numeraus price
shocks in later 2004 and early on in 2005 that would have affected all gas and oil

porifolios.

During this period of time FPL used available taols to mitigate much of the
uncertainty stemming from market volatitity The 2004-05 period, however, presented
exireme market scenarios that were not only difficult to plan for but nearly impossible to
mitigate The reatlity is that when broad markets move o extreme levels, all market
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FCR- 08-8128



' ; iCF, I :}tgmaﬁongl

participants scramble to cover positions and axposures thus exacerbating the difficulty
for averyone to manage the financial risks In planning for this time periad FPL analyzed
numerous risk management scenarios and implamented them consistent with what was
known at that time  In our belief appropriate risk management scenarios were
considered and selected even though this transition

Since the implementation of the risk management proegram at FPL, the hedging
program has demonstrated a growing capability to plan for and manage price volatility in
& manner that serves customer interests. Over time the program has analyzed and
taken advantage of the benefils of a robust swap market, utilized commodity options
when appropriate, and tested the benefits to be gained through improved market timing
Collectively, these efforts have helped to achiava the objective of price volatility
management and consistent price protection, and they have haan infricately
incorporated into the company’s risk management framework to ensure that proper
safeguards are in place. The selection and use of risk management instruments and
technigues have served FPL and its customers appropriately since the 2002 Crder

- FPL's rlsk- management program has increased-its level of unideréfariding and

sophistication in risk management throughout this time and has arifully incorporated that

expertise into the regulated environment of the utility industry
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7.0  Summary and Conclusions

In the Spring of 2007, ICF International (ICF) was engaged by Florida Power and
Light's (FPL) to conduct an independent review of the structure and performance
hedging activity conducted by FPL to mitigate the impact of increasing fuel price volatility
to FPL’s consumer of electricity. The focus of this effort is the examination of a specific
subset of activities in Trading and Risk Management conducted by Energy Marketing
and Trading (EMT), a Division of Florida Power and Light EMT acts as the transacting
party for the execution of fuel procurement with associated hedging activity and
optimization strategies in connection with serving FPL’s regulatad customer load in
Florida Specifically ICF is reviewing the structure and performancs of the hedging of
natural gas and fuel oil price volatility risk through the use of financial derivative tools ®

St e mehg b s el e A v B n e

el

- AR e oA s

Because FPL's genaratibn mix consumes large quantities of natural gas and fu
ail and because natural gas and fuel oil prices have exhibited significantly more volatility
than other power generation fuels such as coal, hedging is useful to help FPL to manage

-3

risk on behalf of the customers

Overall, ICF concludeas that the FPL risk management program is a well
developed, well monitored, effectively managed and executed program, The
ongoing tracking of the program, as well as the development and implementation
of the forward strategies, is very thorough and of moreé‘thar adequate depth fo
insure that the FPL customers, and the FPSC ¢an be corifident that the goals of
the program, mitigation of price volatifity, can and Is being achieved.,

FPL’s program is exciusively a hedging activity. FPL has gone to great lengths to
eliminate any elements of speculation The "mechanical® naturs of review and
rebalancing essentially precludes any speculative activity within the execution of the
program The review of the FPL. pragram highlighted the importance that a utility

¢ Hedging objectives can alse be advanced though the use of physical contracts including physical
forward contracis and storage, In the case of FPL, these activities are conducted separately in the

fusl procurement function and are not examined in this report
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hedging program be largely mechanical in nature Decigions should be based on the
best information available, but to the extent possible, be devoid of the opinions of the .
decision-makers. If the opinion of the decision-makers begins to influence positions, the

pragram begins to crogs the line info speculation

The history and evolution of the program exhibits continuous improvement As
the program has and continues to mature over the years since 2001 and as new
challenges arose in energy markets, the structure of the program has allowed the EMC
and EMT Staff to develop and adopt improved oversight metrics and tighten procedures

in an orderly and structured manher

The metrics used by FPL provide sufficient information o monitor the program
and to limit exposure. As discussed in section 6, the metrics are in place to monitor the
program in a manner consistent with the best practices for utility hedging

An important conclusion of ICF's independent review of the FPL program is that
a pracess whereby FPL and the FPSC collaborate to provide clarity in the broad
objectives and éé&;e'ég ;1edg'|hg actlvaty woula é&ia;ce '!he. pi:i:!Tc ‘interest This does not
suggest that it would be appropriate for the Commission to aftempt to micro manage the
program. Such an attempt would likely ba counter productive in that it would: 1) limit
FPL’s ahility to execute the program in & timely manner and 2) unnecessarily increase
tha total cost of the hedging program  Rather, a process that allows Senior
Management fo cammunicate their views and allows the Commission to provide broad
guidance as to tha level of price volatility protection that the Commission deems prudent

would be in the public interest A process of this sort could reduce regulatory risk and

LR

reduca the costs of regulatory proceedings:: -

Based upan our review of the planning for annual procurement and risk
management activities, FPL developed and implemented strategies which provided
consistent levels of ex-ante price protection and volafility management for the years
examined while reasonably minimizing hedging program costs and facilitating customer
participation in the svent of favorable market prices during the rate period
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Impact of Hedges and Deferrals on Cash Flows
"~ Energy Marketin '
& Tading - Actual Results (1 Year With Hedges)
'ACTUAL /1 YEAR DEFERRAI, WITH HEDGES
Actual Fuel Quarfinder Year End Yeat-End .
Revenus Actual Fusl Recovery Estimated/Actuals True Up . '
YEAR (A} Expenditure (B) | (C) = (A-B) {D) {E} 2001 2002 2003 2004 2005 2006 2007 2008
2000 $1,768.8 $2,345.2 __(s876.8) ___{$501.0) (3525.5”‘_—-—-— August Estimate X (1 +inlerest rate™)
($75.8) ($83.2)¢———— [True Up X (1 + Interest rate™)*2. Intarest due to 2 vear recovery period.
2001 $2,615.2 $2,493.5 $11.7 $11.9 $125
$109.5 $120.8 [ [Trua Up X (1 +inlerest rate"}*2.
2002 $2377.7 $2,459.0 (881.3) (38.0) : {$9.4)
$0.0 (F) $0.0
2003 $3,144.8 $3,444.2 {3299.4) (5341.2)) {$357.9)
$41.8 §46.0
2004 $3,208.9 $3,484.4 ($187.5) ($180.2) (3182.0)
$1.3 ($8.0)
2005 $3879.5 $4,006.8 ($1,027 4) (§742.1) ($779.4)
(S284.3) (s312.7)
2008 $5,620.7 $5427.0 $193.7 $247.0 $268.1
(353.3) {$58.7)
2607 $5,924.2 $5,031.5 ($107.3) {$22.6) 823.7)
| {384.7)
Fuel Cogt Recovel'vl {$501.0) (3p3.7) §100.0 ($341.2) ($138.4) (3750.4) ($37.3), ($75.9)
Interest Paldi{Racalved) {324.5) {$7.0) $106 {($16.7) ($4.6) ($37.0) {$16.4) (36.4)
TOTAL| ($525.5) @100 $1t4 ($357.9) {$143.0) ($787.4) {$53.6)} {582.4)
Noles:
(A} Finad Trua-upiDec A2, page 2, ine C3, Represents Fuel Revenues Applicable to Period
{B) Final True-up/Dec A2, page 2, ne 8, Rapresents Total Fuel Cosis & Nel Power Transactions Applicabla to Perod
(C) Final True-up/Dac A2, page 2, line C7, Total Ovsr/Under Recovery
(D) Final Trus-up/Dac A2, page 2, ine C7, Latest Proiocted Year-End Oveefingar Recovery
(€} Final True-up/Dac A2, page 2, line C7, Difference betwesn Proiected and Actual Over/lindes Recovery
1{F} 2002 Yaar-and Trus up of -$72.3 Mitlion included kn 2003 Mid-course camection filing
* Year end true up may differ due to commussion decision
** Interest rate 1s 4.885%
*** Porlion of 2007 FCR delerred lo 2000 is $-83.2 MM.
*** Net interest paid by customers throught 2008 is $102.04 MM.
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Energy Marksting FCR Impacts on Residential Bills

& Trading

Historical Residential Bill Fillings (2000 - 2008)
$140
$120
$108.61 $103.43 $102.49
$100 — _
$86.73
£ |
g PO :
= :
[= .
(=4 .
S :
5 z
. 7
2000 2007
Gross Receipts Tax| 30.75 $2.59
@ Storm Surcharge $0.00 $1.02
B Environmental $0.18 $0.24
& Conservation $1.89 $1.69
Capacity $5.01 $5.57
[ Fuel $23.05 $52.85
Base $43.26 $30.37
L
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5 13
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3785 August 11,395,190 10,734,820 10,620,009 4,973,129 $02,458 121,995 TLI92E2S
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63 | Aprif 10,021,385 8.687.699 $.297,224 4,160,903 0,691 505,525 W16 8,608,183
64 Blay 10,651,353 4283 842 9,583 454 4.766,312 786,631 545,508 82593 5,200,249
85 juae 11,804,925 10,672,950 11,007 0% 5,108,051 103 006 ~A54 840 87,539 ISR
68 | July £1,792,679 10,933,701 10912223 1.059,572 95 635 41,473 %3613 16,861 689
| 67, Azt 12,278,638 T2 823 15443423 3,481,473 862,371 AR 96,397 16.923.226
6B Segetber 12,083,658 10985175 TS 64 5.677.941 G48,1 16 CTHE ARG 65,068 t857 187
| 891 Oetober 565,713 10.568.138 9.753.966 3053570 #29.636 514,377 94,247 £0.274,591 .
70 Savember 18,126,274 4356543 9,446,865 5,153,442 663,647 W5 B2 87047 9064 896 |
71 Llecembed 4,566,355 £,58%.307 #010.823 1,454,009 532,649 G5E 483 78,028 4,311,079
72
:?_fim TOTAL 126,743,966 157,685,877 197,876,766 55 606,836 8815317 1,018,638 i LG667,230 2
74 | 161% 3.59% 3.61% 1.64% 3.50% 5% ew

VISA Data Methodelogy Mar1 3200808
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Florida Power & Light Company
Docket No. 080001-EI

- FIPUG First Request for PODs
Question No. 2
Pagelof1

Q.
Produce the documents identified by FPL in response to FIPUG’s First Set of
Interrogatories and the redacted portions of Exhibit GJY-1 attached to the testimony of

G. J. Yupp filed April 3, 2008,

A,
CONFIDENTIAL
Documents responsive to this request are provided as Bates Number FCR 08-8187

through 08-8225




28418-80 404

@ o~ SN =

CONFIDENTIAL

B c D

E

FPL NATURAL GAS PROGUREMENT

VOLUME
PERIOD INSTRUMEN

TOTAL YEAR -FIXED PRICE TRANSACTIONS

2007

PURCHASES SALES

PHYSICAL POWER OFTION PREMIUMS

PHYSICAL POWER (EXERGISED QPTICNS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

AVERAGE PERIOD OF HEDGE (Days) - FINANCIAL [

OPTION PREMIUMS

{799,268,428)

GJY-1

Docket No. 080001-E(

FPL Witness: Gerard Yupp
Page 1 of 39

Aprll 3, 2008



8818-80 HO4

e R e

CONFIDENTIAL

B c D E F
FPL HEAVY FUEL OIL PROCUREMENT

VOLUME
PERIOD INSTRUMENT

TOTAL YEAR FIXED PRICE TRANSACTIONS

2007

PURCHASES SALES

GAIN/{L OSS)
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES
{66,529,393)
AVERAGE PERIOD OF HEDGE (Days) - FINANCIAL N
GJY-1

Docket No. 080001-EL
FPL Wiiness: Gerard Yupp
Page 2 of 39

Aprll 3, 2008




6818-80-¢04

oW h N

CONFIDENTIAL

A B

ELECTRIGITY
VOLUME
PERIOD INSTRUMENT PURCHASES
FIXED PRICE TRANSACTIONS
TOT%O‘;EAR PHYSICAL POWER OPTIGN PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

SAVINGS

AVERAGE PERIOD OF HEDGE (Days) - PHYsICAL [N

Note; Physical powsr option premium valumes reprasent the 1otal available volurme. Physical powar option exercised volumes represent the actual valurnes called upon.

BJY-1

Docket No. 080001-EI
FPL Witness: Gerard Yupp
Page 3 of 38

Aprll 3, 2008




0618-80 -d24

W~ DS LN -

A

PERIOD
Janugry-07

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OFTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

D

E

FPL NATURAL GAS PROCUREMENT

SALES

OPTION PREMIUMS

GJdY-1

Docket No. 080001-E

FPL Witness: Gerard Yupp
Page 4 of 39

Aprll 3, 2008



161880 -40d

quqmmhww—‘-

ok e
N

A

PERIOD
January-07

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER QPTIONS
BROKER FEES

CONFIDENTIAL

c

PURCHASES

VOLUME

D

E

FPL HEAVY FUEL Oil. PROGUREMENT

SALES

OPTION P

MIUMS

GAINALOSS)

GJY-1

Docket No. 080001-El
FPL Witness: Gerard Yupp
Page 5 of 39

Aprit 3, 2008



¢618-80 -¥D4

oMol b

A B
PERIOD INSTRUMENT

January-07 . FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTICN PREMILIMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURC

ASES

VOLUME

ELECTRICITY

SAVINGS

Nate: Physical power option pramtum volumes represent the total available volume. Physical power option exercised volumes reprasent the actual volumes called upan.,

U FUS—

GJy-1

Dockst No. 080001-Ei
FPL Wltness: Gerard Yupp
Page 6 of 30

April 3, 2008



£618-80 -d404

2@ dzemNoanan-

A B
PERIOD INSTRUMENT

February-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

D

E

FPL NATURAL GAS PROCUREMENT

SALES

OPTION PREMIUMS

GAIN/LOSS

GJy-1

Docket No. 0B0001-E!

FPL Witness: Gerard Yupp
Page 7 of 39 -

April 3, 2008



#618-80 -404

C oo~ AL N

e R . e
L

A 8
PERIOD NSTRUMENT
February-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER {EXERCISED CPTIONS)
SWAPS
SWING SWAPS
OVER-THE-COUNTER QOPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

D

E

FPL HEAVY FUEL OIL FROCUREMENT

SALES

OPTION PREMIUMS

GAIN/(LOSS

GJY-1

Docket No, 080001-El

FPL Witness: Gerard Yupp
Page 8 of 39

April 3, 2008



S618-80 -H24

PR L

A

PERIQD INSTRUMENT

February-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)

SWAPS
BWING SWAPS

OVER-THE-COUNTER OPTIONS

BROKER FEES

CONFIDENTIAL

VOLUME

ELECTRICITY

SAVINGS

MNote: Physical power optien premium volumes represent the total available volume. Physical power oplion exercised volumes represent the actual volumes calisd upon.

GJY-1

Dogcket No, 080001-El
FPL Wiiness: Garard Yupp
Page © of 39

April 3, 2008



9616-80 -¥0d

CC R R

A

PERIOD
March-07

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS}
SWAPS

SWING SWaAPS
OVER-THE-COUNTER QOPTIONS
BROKER FEES

GONFIDENTIAL

PURCHASES

VOLUME

S

D E
FPL NATURAL GAS PROCUREMENT

ES

GJY-1

Docket No. 080001-E]

FPL Witness: Gerard Yupp
Page 10 of 39

April 3, 2008



1618-80 404

WSO N s

R Sy
Pl im0

A

BERIOD
March-07

INSTRUMENT
FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIU Ms

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING swapPs

QVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

D

E

FPL HEAVY FUEL OIL PROCUREMENT
E
SALES

OPTION PREMIUMS

GAIN/ILOSS

GJdy-1

Dacket No, 080001-E]

FPL Witness: Gerard Yupp
Page 11 of 30

Aprll 3, 2008



861880 -HO4

NI W RN A A

CONFIDENTIAL

A B c D E F
ELECTRICITY
VOLUME i
PERIOD INSTRUMENT PURCHASES

March-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL FOWER {EXERCISED QPTIONS)
SWAPS

SWING swaAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

ALES SAVINGS

Note: Physical power option premium volumes represent the total available volume. Physical power optlon sxercised volumes represent the actual volumes called u pon.

GJY-1

Dacket No. 0B0001-El
FPL Witness: Gerard Yupp
Page 12 of 39

Aptll 3, 2007




661.8-80 -HO4d

CoNOOT AWM

PERIQD
Aprii-07

INSTRUMENT
FiXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OFTIONS)
SWAPS

SWING SWAPS

QVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME
S

D

E

FPL NATURAL GAS PROCUREMENT

SALES

OPTION PREMIUMS

GAIN{L.OSS)

GJdY-1

Docket No, C8000%-El

FPL Witness: Gerard Yupp
Page 13 of 30

Aprll 8, 2007



CONFIDENTIAL

c D E F
FPL. HEAVY FUEL OIL PROCUREMENT
VQLUME

PERIOD INSTRUMENT PURCHASES
April-G7 FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)

0028-80 ~d0d

BPENdG W

P e
S o=

SWAPS
SWING SWAPS

OVER-THE-COUNTER OPTIONS

BROKER FEES

GJy-

Dockat Mo. 0BOOOH-El

FPL Witness: Gerard Yupp
Page 14 of 39

“April 3, 2007



L028-50 €04

© o~ O UL bR

CONFIDENTIAL

A B C D E E
ELECTRICITY
VOLUME
PERIOD INSTRUMENT PURCHASES ES SAVINGS
April-07 FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OFTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

Mote: Physical power optlon premium volumes represent the total avallable volume. Physical powst option exercised volumes represent the aclual volumas called upon,

GdY-1

Docket No. 0B0001-El

FPL Witness: Gerard Yupp
Pape 15 of 39

Aprll 3, 2007




€028-80 -HO4

L R I R O

PERIOD
May-07

. INSTRUMENT
FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING 8WAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

1)) E
FPL NATURAL GAS PROCUREM ENT

SALES

GAINAI.OSS)

GJy-1

Docket No. 080001-E|

FPL Witness: Gerard Yupp
Pags 16 of 30

Apiil 3, 2007



CONFIDENTIAL

A B C o £ F
FPL HEAVY FUEL OIL PROCUREMENT
VOLUME
PERIOD INSTRUMENT PURCHASE SALES
May-07  EIXED PRICE TRANSACTIONS I

PHYSICAL POWER OFTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)

£028-80 -404

PR LR R

P e
RN =C

SWAPS
SWING SWAPS

OVER-THE-COUNTER OPTIONS

BROKER FEES

GJY-1

Docket No, 080001-El
FPL Wliness: Gerard Yupp
Page 17 of 39

April 3, 2007



+0¢8-80 404

WM B W R

PERIOD
May-07

Note:

A

PHYSICAL POWER
PHYSICAL POWER
SWAPS

SWING SWAPS

INSTRUMENT
FIXED PRICE TRANSACTIONS

OPTION PREMIUMS
{EXERCISED OPTIONS)

OVER-THE-COUNTER OPTIONS

BROKER FEES

GONFIDENTIAL

PURCHASES

VOLUME

SALES

ELECTRICITY

E

SAVINGS

Physical power option premium volumes represent the tolal available valume. Physical powar option exercised volumas represent the actual volumes called upor,

GJy-1

Docket No. 080001-E}

FPL Withess: Gerard Yupp
Page 18 of 39

April 3, 2007



60¢8-80 -HO4

CENO ;LW -

T R )
BN =2

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERGISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUNME

D

E

FPL NATURAL GAS PROCUREMENT

SALES

OPTION PREMIUMS

‘n

GJlY-1

Docket No. 080001-El

FPL Witness: Gerard Yupp
Page 19 of 39

April 3, 2007



80¢8-80 -404

WL ~NSN SN

A

BERIOD
June-07

CONFIDENTIAL

B '
VOLUME
INSTRUMENT PURCHASES
FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

D E ¥

FPL HEAVY FUEL OiL PROCUREMENT

SALES OPTION PREMIUMS GAIN/(LOSS)

GJY-1

Docket No. 0B00g1-E]

FPL Witness: Gerard Yupp
Pags 20 of 30

April 3, 2007




£028-80 -2
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R e 1
R

16

CONFIDENTIAL

A B c D E F
ELECTRICITY
VOLUME
PERIOD INSTRUMENT ' : SALE SAVINGS
June-07 FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OFTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER CPTIONS
BROKER FEES

Nete: Physical power oplion premium volumes represent the tolal available volume. Physical power option exerclsed volumes represent the actual volumes callad upon,

GJY-1

Docket No, 080001-E1

FPL Witness: Gerard Yupp
Page 21 of 36

April 3, 2007




80£8-80 -¥O4

WG h NS

P N N N G 4
BN o

PERIOD
July-07

INSTRUMENT
FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASE

VOLUME

D

E

FPL NATURAL GAS PROGUREMENT

SALES

OPTION PREMIUMS

GAINALOSS

GJY-1

Docket No. 080001-El

FPL Witness: Gerard Yupp
Page 22 of 39

- Aprll 8, 2007



60¢8-80 -4 04

o ~NMdh W=

PERIOD
July-07

INSTRUMENT
- FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)

SWAPS
SWING SWAPS

OVER-THE-COUNTER CPTIONS

BROKER FEES

CONFIDENTIAL

RCHASES

VOLUME

D

E

FPL HEAVY FUEI. CIL PROCUREMENT

SALES -

OPTION PREMIUNMS

GJY-1

Dockat No. 08000H-E)

FPL Witness: Gerard Yupp
Page 23 of 39

April 3, 2007



0128-80 -¥04

e~ bW

A B
PERIOD INSTRUMENT

July-07 FIXED PRICE TRANSAGTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

ELECTRICITY

SAVINGS

Note: Physical power option premium volumes represant the total availablie volume, Physical power option exercised volumes represent the actual volumes called upon.

GJY-1

Daocket No. 080001 -E}

FPL Witness: Garard Yupp
Page 24 of 39

April 3, 2007




L1€8-80 -804

R NCN G BT R Ny U U

PERIOD
August-Q7

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

E

D
FPL NATURAL GAS PROGUREMENT

SALES

OPTION PREMIUMS

GJY-1

Docket No. 080001-El
FPL Witness: Gerard Yupp
Page 25 of 39

Aprll 3, 2007



Z178-80 104

@ oo =l oA B k=

PERIOD
August-(7

INSTRUMENT
FIXED PRICE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL FOWER {EXERCISED QPTIONS) .

SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

D

E

FPL HEAVY FUEL OIL PROGUREMENT

SALES

OPTION PREMIUMS

Gy

Docket No. 080001-El

FPL Witness: Gerard Yupp
Page 26 of 39

Aprit 3, 2007
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16

A B
PERIOD INSTRUMENT

August-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSBICAL POWER (EXERCISED OPT! IONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

ELECTRICITY

SAVINGS

Note: Physical power option premium volumes represent the total available volume. Physical power option exarcised volumes represent the actual volymes calted uparn.

GJY-1

Docket No. 080001-El
FPL Witness: Garard Yupp
Page 27 of 39

Aprlt 3, 2007



¥1Z8-80 -HO4

Rigeavaaswn-

kb
oW

A

PERIOD
Septembec-G7

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING swaPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

D

E

FPL NATURAL GAS PROCUREMENT

SALES

OPTION PREMIUMS

GAINNLDSS)

GJy-1

Dockst No. 080001-El

FPL Witness: Gerard Yupp
Page 28 of 39

Aprlt 3,.2007



G1Z8-80 ~HOod

e~ b b=

A B
PERICD INSTRUMENT

September-07 FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED CPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

D

E

FPL HEAVY FUEL OIL PROCUREMENT

SALES

OPTION PREMIUMS

GAIN/LOSS)

GJY-1

Dacket No. 080001-E!l

FPL Witness: Garard Yupp
Page 28 of 39

April 3, 2007



CONFIDENTIAL

A B c D E F
1 ELECTRICITY
2 VOLUME
3 PER|OD INSTRUMENT PURCHASES SAVINGS
4 September-07 FIXED PRICE TRANSACTIONS
5 PHYSICAL POWER OPTION PREMIUMS
6 PHYSICAL POWER {EXERCISED CPTIONS)
7 SWAPS
8 SWING SWAPS
9 OVER-THE-COUNTER OPTIONS
10 BROKER FEES
11
12
13
14
15
16 Note:

Physical power option premium volumes represent the total available volume. Physical power option exercised volumas represent the actual volumes called upon.

©1¢8-80 -4Od

GJdy-1

Docket No. 080001-E|
FPL Witness: Gerard Yupp
Page 30 of 39

April 3, 2007




£128-80 -404

S~ RN

O
F-S T

PERIOD
Qclober-07

INSTRUMENT
FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS

OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

D E
FPL NATURAL GAS PROCUREMENT

SALES

GAIN/ILOSS

GJY-1

Dockat No. 080001-E}

FPL Wiiness: Gerard Yupp
Page 31 of 35

Aprll 3, 2007



8128-80 -H24

RuRZesvoanans

A B
PERICD INSTRUMENT
October-07  FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS
SWING SWAPS
OVER-THE-COUNTER QPTIONS
BROKER FEES

CONFIDENTIAL

PURCHASES

VOLUME

D

E

FPL HEAVY FUEL OIL PROCUREMENT

SALES

OPTION P

MIUMS

GAIN/LOSS)

GJY-1

Docket No. 080001-El

FFL Witness: Gerard Yupp
Page 32 of 39

April 3, 2007
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CONFIDENTIAL

A B c D E F
ELECTRICITY
VOLUME
PERIOD INSTRUMENT PURCHASES SALES SAVINGS
Oclober07  FIXED PRIGE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

Note: Phiysical power option premium volumes represent the tolal available volume. Physical power option exercised volumes represent the actual volumes calied upon.

GJY-1

Docket No, 080001-El

FPL Witness: Gerard Yupp
Page 33 of 30

April 3, 2007
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CONFIDENTIAL

A B c D E F
FPL NATURAL GAS PROGUREMENT
VOLUME
EERIOD INSTRUMENT PURGHASES SALES OPTION PREMIUMS GAINALOSS)
November-07 FIXED PRICE TRANSAGTIONS

PHYSICAL POWER OPTION PREMIUMS
PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWaPS

OVER-THE-COUNTER OPTIONS

BROKER FEES

GJY-1

Docket No, 080001-El

FPL Witness: Gerard Yupp
Pags 34 of 39

April 3, 2007




Lege-80 -"od

A B
1
2
3 BERIOD INSTRUMENT
4 November-07 FIXED PRICE TRANSACTIONS
5 PHYSICAL POWER OPTION PREMIUMS
6 PHYSICAL POWER (EXERCISED OPTIONS)
7 SWAPS
B SWING SWAPS -
9 OVER-THE-COUNTER OPTIONS
10 BROKER FEES
11
i2
13
14

CONFIDENTIAL

PURCHASES

VOLUME

D E
FPL HEAVY FUEL OIL PROCUREMENT

SALES

GdY-1

Docket No, 080001-E!

FPL Witness: Gerard Yupp
Page 35 of 39

April 3, 2007



€228-80 WO

AR 2Bemonrena

16

A : B
PERIOD : INSTRUMENT

MNovember-07 FIXED PRICE TRANSACTIONS
PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERCISED OPTIONS)
SWAPS

SWING SWAPS
OVER-THE-COUNTER OPTIONS
BROKER FEES

CONFIDENTIAL

VOLUME

SALES

ELECTRICITY

SAVINGS

GJY-1

Docket No. 080001-Et
FPL Witness: Gerard Yupp
Page 36 of 39

Aprl 3, 2007
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CONFIDENTIAL

A B

c V] E F
1 FPL NATURAL GAS PROCUREMENT
2 VOLUME
3 PERIOD INSTRUMENT PURCHASES SALE
4 December-07 FIXED PRICE TRANSACTIONS
5 PHYSICAL POWER OPTION PREMIUMS
B PHYSICAL POWER (EXERCISED OPTIONS)
7 SWAPS
8 SWING SWAPS
9 OVER-THE-COUNTER OPTIONS
10 BROKER FEES
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PHYSICAL POWER OPTION PREMIUMS -
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CONFIDENTIAL

A B C D E F
ELECTRICITY
VOLUME
PERIOD INSTRUMENT PURCHASES SALES SAVINGS
DecemberQ7 FIXED PRIGE TRANSACTIONS

PHYSICAL POWER OPTION PREMIUMS

PHYSICAL POWER (EXERGISED OPTIONS)
SWAPS

SWING SWAPS

GVER-THE-COUNTER OPTIONS
BROKER FEES

Note: Physical powsr oplion premium volumes represent the fotal avallable volume. Physical power option exercised volumes represent the actual volumes called upon.
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EXHIBIT B
REDACTED VERSION OF CONFIDENTIAL DOCUMENT

Docket No. 080001-EI
Florida Industrial Power Users Group First Request for Production of Documents No. 6
Bates Nos. FCR 08-8307 through FCR 08-8698 and FCR 08-8717 through FCR (8-8872

Fuel Cost Recovery and Hedge Program and Exposure Management
Committee Meeting



| EXHIBIT B
'REDACTED VERSION OF CONFIDENTIAL DOCUMENT

Docket No. 080001-EI
Florida Industrial Power Users Group First Request for Production of Documents No. 10
Bates Nos. FCR 08-8305 through FCR 08-8306

Energy Marketing and Trading Risk Management Budget



