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Florida Power and Light Company 
Docket No. 080001-E1 
FIPUG First Set of Interrogatories 
Question No. 1 
Page 1 of 2 

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 gainsnosses, 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. 
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Florida Power & Light Company 
Docket No. 080001-E1 
FmUG First Set of Interrogatories 
Question No. 2 
Page 1 of 2 

Q. Provide the same information in the same format over the same time period 
for Heavy Oil. 
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A B C D 
FPL HEAVY OK. FUEL COST REPORTED 

MontbNi 
Month 

January-06 , 
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April-06 
‘May-06 
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July-06 
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J ~ n e - 0 ~  
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A u 5  .t-07 
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December-07 
January-08 
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j 
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ON SCHEDULE A5, PER UNIT 
Cost Componc 

Transuortation 
’ Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Coinmodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
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Inc1utl.d in Commodity Cost 
>.iluded in Commodity Cost 
Included in Coinmodity Cost 
Included in Connnodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in C mmodity Cost 
Included m Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 
Included in Commodity Cost 

cost - led in Commodity 

BAS1 
:nt 
- - 

s ($”) 

~~ 

Total Purchases 
8.63 
8.75 
12.96 
132.~8 
7.12 
7.94 
8.13 
7.77 
8.48 
8.30 
8.01 
8.72 
13.37 
13.47 
11.66 
9.41 
8.57 
9.01 
9.41 
9.81 
9.91 
8.98 
11.28 

428.94 
(4,939.26) 
(595.53) 
10.21 
11.77 
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 fiom $/barrel 
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Florida Power & Light Company 
Docket No. 080001-E1 
FIPUG First Request for PODS 
Question No. 1 
Page 1 of 1 

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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REDACTED VERSION OF CONFIDENTIAL DOCUMENT 

Docket No. 080001-E1 
Florida Industrial Power Users Group First Request for Production of Documents No. 1 
Bates Nos. FCR 08-1 through FCR 08-8077 

Energy Marketing and Trading Daily Management Report 
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Energy Marketing and Trading - Hedge Program Audit 
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1.0 Executive Summary 

Hedging is a common practice pursued by business entities and market 

parlicipants 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 hedging activity as a tool to manage 

the price volatility risk 'The fuel requirements of an electric utility such as Florida Power 

and Light fall into this category 

. 

In the Spring of 2007, ICF lntemational (iCF) was engaged by Florida Power and 

Light's (FPL) to conduct an independent review of the structure 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 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 FPL EMT acts as the transacting party for the 

execution of fuel procurement with associated hedging activity and optimhation 

strategies in connection with serving FPL's regulated customer load in Florida 

Specifically ICF is revlewlng the structure and performance of 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 

D The broad objectives as to the desired level of price volatility protection are 

established at the most senior levels of management within FPL Once these 

parameters are established, they are communicated to the Exposure Management 

Committee (EMC) 

P The EMC is charged with: 

Providing "a forum for the discussion ofthe FPL Group, Inc (Group's) energy 

risk profiie and develop[lng] guidelines required for appropriate risk 
management control infrastructure, which includes implementation and 

monitoring of compliance with policy [FPL Group, inc 'Energy Trading and 

I Hedging objectives can also be advanced though the use of physical contracts including physical 
forward contracts and stolage. In the case of FPL, these activities are conducted separately in rhe 
fuel procurement function and are not examined in this reporl 
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Risk Management Policy Manual" and EMT "Trading and RISK Managemenr 

Procedures Manual'l, and; 

"Execut[ingl its risk management responsibilities through direct oversight and 

prudent delegation of the responsibilities to the Vice President Trading Risk 

Management, as well as to other corporate and business unit personnel 

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

is collaborative among offlcers and senior professionals so that no single individual is 

in a position to make decisions in isolation This structure strengthens the 

effecfiveness and validity of the EMC decisions and facilitates an ongoing working 

relationship among corporate representatives most impacted by EMT activities. 

> Chelopment 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@) is planned in conjunction with the projection of fuel requirements using a 

generation . .. . f o q s t  and fuel use model, ~ . .. ug@ing fpiwafl market prices for gas and oil 
from multiple market sources, and use of volatility data to assess potential 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 all tracking of future 

positions 

b Once a forward hedging strategy is developed, implementation 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 

direction of Senior Management 

P Monitoring of the positions 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 tolerances which are established in advance that determine when 
adjustments in the hedge portfolio will be executed Each week, the updated 
generation forecast and fuel use model simulation is produced EMT Staff evaluates 

the results to determine whether the position remains within the tolerances or if the 

position needs to be adjusted The ongoing monitoring is thorough in all respects, 

FPL Group. Inc Energy Trading and Risk Management Policy. February 23,2007 I 
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detailing the summary positions as well as outlining each transaction that has 

occurred in every 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 to be thorough and tracked consistently in the 

program The monitoring of creda risk has evolved as it has become an increasingly 

important issue throughout energy markets 

> The execulion ofthe 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 generatt6dthfxconsumes large quantitles of naturalgas 

and fuel oli and because natural gas and fuel oil prices have exhibited 

signmcanUy more volatility than other power generation fuels such as 

coal, hedging Is useful for FPL to manage price volatillty risk on behalf 

of the cusfomers. 

2. The FPL risk managementpmgram is a well developed. wdlmonitored, 

effectively managed and executedprogfam. me ongoing tracking of the 

program, as well as the development and lmplemenfation of ihe forward 

strategies, is very thorough and of more than adequate depth to insure 

thaf fhe 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 axciusively 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 acflvity 
within the execution of the program. 
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4. The history and evolution of theptugmm exhjbits contlnuous 

improvement As the program has and confinues 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 me6ics and tighten procedures In an 

orderiy and structured manner. 

5. An important concluslon of ICF's Independent feview of the FPL 

prugram is that a process whereby FPL and the FPSC colleborate to 

provide clarityin the broad objectlves and scope of hedging acf i i ty  

wouldadvance the public interest This does not suggest that it would 

be appropriate for the Commlssion to attempt to micro manage the 

program Such an attempt would likely be counter producfive in  that i t  

would: I) limit FPL's ability to execute the program in a timely manner 

and 2) unnecessarily increase the total cost of the hedging program. 

Rather, a process that allows Senior Management to communicate their 

views and ellows the Commfsslon 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 SOH could reduce 

regulatory risk and reduce the costs of regulatory proceedings. 

6. In ICF's review of the FPL program, it is observed that there is a 

strategic division between the planning for financial versus physical 

hedging of FPL's cost uncertainties. While some minor ineMciency 

may arise as a result of this dlvlsion it is noted that such a dlvislon 

facilitates cleaner lines of authorify and policy compliance in the 

ongoing management of the program. A broader review of the cosfs or 

benefits of a combined physical and anancia1 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 pratection and 

volatility management for the years examined while reasonably 

ICF Intemational V 

FCR- 08-8088 



minimizing hedging program costs and faciiifafe customer participation 
in the evenf of favorable matketprices during the rate period 

.. .. .- 
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2.0 Introduction and Scope of Review and Analysis 

Hedging is a common practice pursued by business entities and market 

participants 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 financial hedging activity as a tool to 

manage the price volatility risk The fuel requirements of an electric utility such as 

Florida Power and Light fail into this category 

In the Spring of 2007, ICF intemational (ICF) was engaged by Florida Power and 

Light (FPL) to conduct an independent review of the 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 

specfic subset of activities 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 associated hedging activity and optimization 

strategies in corinection with serving FPl..'s regulated customer load in Florida 

Speciflcaliy ICF is reviewing the structure and performance of the hedging of natural gas 

and fuel oil price volatility risk through the use of financial derivative toois 

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

important questions: 

1 How does FPL project its annual fuel requirements and how does this pian 

interact with FPl 's hedging activities that utilize financial derivatives7 

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

instruments? 

3 How is that proportion planned and implemented? 

Hedging objectives can also be advanced rhough the use of physical contracts including physical 
fonvud COnhaCts and storase. In the case of FPL,  these activities are conducted separately in the 
fuel procurement function and are not examined in this rep011 

I 
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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 parameters? 

6 What, If any, "secondary" transactions 01 "mid- course corrections" using financial 

instruments does FPL employ to manage operational changes in fuel mix based 

on demand changes versus plan, or oil/gas commodity price changes? If such 

"secondary transactions" are employed, how does the program maintain hedging 

objectives and defend against the tendency to 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 

reporling? 

9 Has the hedgimg program provided consistent levels of !price protadion" from 

year to year even as market dynamics have altered 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 oblectives including 

physical storage of fuel, physical fonvard contracts for fuel and a number of financial 

instruments. generally called financial derlvatives4 While the specific structure 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 
foward A firm enters into a contractual obligation that is financially settled to offset the 

rlsk that future commodity price movements will adversely affect the firm This report 

The term "financial derivative" refen to the fact that the value of fhe fmanciai insmment is 
derived from the economic value or price ofnn underlying product or commodiky In addition, 
financial derivatives are settled with cnsh payments rather then physical fuel deliveries 
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focuses on FPL's use of financial derivativss in its hedging program, which ICF 

understands is FPCs predominant, but not exclusive mechanism for hedging 

As with almost anything in life, Ihe use of financial derivatives involves tradeoffs 
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 

volatility for the coming year to elimination of only the risk associated with the most 

extreme price movements Like other forms of risk management and irisurance 

designed to address voiatility, the level of uncertainty that is mitigated using derivatives 

is commensurate with the cost of the protection Soma risk management strategies can 
be quite costly, requiring an up front payment that Is analogous to a signlflcant 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 all strategies In place 

. Ne~ertkJms, s t a k g i a  that utilize financial derivat\yes generally hava -. ~ I .. 

significant advantages over strategies that rely exclusively on physical forward contracts 

They are generally more liquid, meaning that the positions can be entered Into and 

exited more easily Importantly. linancial derivatives will also often have lower 

transaction costs 

Investor owned public utilities, such as FPL, are business enterprises that 

provide services lo customers, often under a franchise arrangement with state andlor 

local governments Public utilities are regulatsd in a manner that is difterent from most 

other business entitles - In-addition to envimnmental, safety, and security regulation 

under the jurisdiction of federal and state entities, the Florida Public Service Commission 

(FPSC) excerise[s] regulatory 'authority over utilities in one or more of three key areas: 

rate base/emomic 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 proflts of a utility. and placing an 
affirmative obligation on the utility to provide service to all who requested it n5 

i , 
.-: I 
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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 Over 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 treatment of these profits and losses in advance of the hedging 

activity, a considerable amount of regulatory risk can be created in other words, it is 

vltai that gains and losses from hedging actiiities 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 on misconceived meanings 

There is no 'inherently correct' level of hedging m e  determination of the 

appropriate level of hedging should reflect the views of the regulators and the utility 

operating as a proxy for the desires of the customers in terms of their desire to avoid 
rate spikes and their willingness to forgo the possibility of lower prices to obtain that 

protection. The lack of guidance that exists in many jurisdiction creates regulatory rlsk 
for Ihe utility that ultimately may be reflected in the utilities cost of capital In many 

jurisdictions;t~~~s$;diily Hmited guidancqxovider3 by the regulators as to the level of 

hedging that the regulators consider appropriate 

- -  ~ ' * '* 

I 
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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 enteied into for some 01 all of a commodity 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 fonvard contracts for physical delivery ofthe 

commodity 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 to levelize prices over lime by mitigating the impact of price volatility 

Hedging and Speculation 

Hedged positions are distinctly different from speculative positions even though 

the tools usedfor hedging are, by and farge, the same tools that can be used for 

speculation inherently increases price uncertainty with the anticipation that market 

movements can be conectry predicted and profits can be made from such predictions A 

speculator enters the market and accepts addilionai risk and in so doing hopes to create 

positions that anticipates market movements Speculators can also attempt to 

compound profits by creating a portfolio where the risk of each position is either 

uncorrelated or positively correlated thereby increaslng the degree of risk but also 

increasing profit opportunities 

~, speculation, Uheceashedgingisan activity designed.ia [educe price uncerbinty, I I , 1 C . W  .. .- 

Finally, specutators can also participate as "market makers" and thereby capture 

elements of the insurance premium associated with accepting additional risk The 

activily 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 activlty and has gone to great lengths 
to avoid any elements of speculation. 

ICF International 5 

FCR- 08-8094 

- .  



Cosfs 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 monitoring 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 “insurances premium associated with obtaining 

the hedge 

. -. .., .., .’W. 5 : ;  > 
~ .. ~g ~ ~ ~ ~ s ~ 6 ; r i r S ~ f o T T 5 ; a n a p p r ~ p r i a t e i y ~ m c m ~ ~ ~ ~ g ~ n g  pydgram requires 
a rigorous structure of controls 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 legal risk 
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4.0 Risk Management Best Practices for Regulated Energy Companies 

Risk management "best practices" in the energy industiy has evolved by leaps 

and bounds in the past 20 years The deregulation of wellhead natural gas, the 

restructuring of the power industry and increasing fuel price volatiiity have presented 

electric utilities and other fuel intensive industries with an anay of challenges not 

previously present. Throughout the decade of the 199O's, energy companies adopted 

business practices and fuel puichasing strategies that attempted to address the rapidly 

changing market conditions 

Over, time, many of the shortcomings in these processes were exposed and 

ultimately cast into a spotlight due to the collapse or 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 inadequate 

procedural'Cbitiok-to ellow senior menagementandinveston to recognize. analyze, 2 ' ' 

and manage the risks associated with the large energy commodity positions 

.. - . .. ' :'. ' 

~ ~~~ 

To regain corporate stability and restore confdence in the eyes of shareholders, 

customers, and the public at large, regulators and corporations set out to establish 

generally accepted guidelines to govern the behavior and consciousness of the 

'evolved" energy corporation Federal legislation including Sarbanes-Oxley was 

enacted In addition, business organizations such as the Committee of Chief Credit 

Officers (CCRO) and the North American Energy Standards Board (NAESB) developed 

guidglines ahd business practice standards designed to assist the induslry and to 

improve public confidence in energy markets 

In this process, two main developments occurred within most companies during 

this transitional period which became the basis for generally accepted guidelines; risk 
management and Sarbanes-Oxley compliance 

For regulated energy, risk management has become the best proactive means to 

augment exclusive reliance on traditional fuel adjustment clauses and other regulatory 
mechanisms in the face of increasing fuel price volatility and the absence of rislc 
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management techniques, traditional fuel adjustment clauses can result iii rapid 

movements in electricity prices, large differed account balances or both 

But because risk management displaces the exclusive reliance on these 

traditionai tools once readily available to manage cost uncertainties, and, because 

regulators still petform the service of protecting customers from unmitigated cost 

increases, risk management programs and their guidelines have been designed to limit 

the company's economic risks while addressing the specific concerns of regulators who 

iemain responsible for establishing just and reasonable rates in most jurisdictions As a 

result, risk management programs for regulated energy have been founded upon proven 
best practices established primarily in financial and commodity markets but adapted to 

incorporate the additional objective of maintaining regulatory approval 

Fulther, the enacting of the Sarbanes-.Oxley Act incorporated more formalized 

procedures to help govern the tactical implementation of risk management programs 

Sarbanes-Oxiey guidelines have supplemented risk management policies and 

PrQc.e$um &&Ube.niog . [ ~ ~ ~ i n s ~ s a n d . a c c o u n t a b i ~ . -  .. ~ 
~ I .?C.,.,_ , .A ... ,kin; ., 1. 

The end result for the regulated energy company is a set of best practices that is 

characterized using these divisions: Policies 8 Controls, Credit Risk Management, 

Modeling 8, Metrics, Reporting, and Information Technology Collectively, these five 

areas incorporate traditional best practices with a Sarbanes-Oxley overlay to meet the 

critical review of the regulatory agencies 

Polioes controls 

Policies 8 Controls provide the blueprint for implementing and maintaining a 

corporate risk management program The guidelines set forth in these documents 

typically address areas such as the organizational framework, risk tolerances, and 
business processes A clearly articulated document that has the flexibility to evolve as 
the company's needs change is essential 

Policies & Controls affect all other divisions used to discuss risk management 

Thus, in this report Policies & Controls is used to document the general guidelines that 
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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 8. Controls 

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

P Deve lom"  and Aoprovais of Risk Manaaement Policv Documents: it is 

absolutely imperaiive to involve Executive and Senior Management members in 

diaffing and approving risk management guidelines Since many of these 

leaders regularly participate in committees and they manage departments 

ditectly impacting the risk management program, their input facilitates the overall 

success of the program 

P Risk Manaaement Control and Oversiuht: Policies and controls should establish 

the Risk Management Oversight Commiltee. Risk Officer@), and risk 
management roles for Executive Management and the Board. 'These positions' 

and responsibilities need to be clearly articulated in policy documents 

,,:.,= . ... .,i .: u Cr :: *. &i ..,, __,.-. ., -._.._ _... .....__ -. -. ,. . 

> Lhenterorise Risk Manaoement Oroanuational Framework Traditional 

frameworks call for the establishment of a >level organizational structure that 

include front, middle and back offices Since each of these offices are united by 

functional responsibilities, coordination and control are critical success factors 

particularly when a company has multiple business units The corporate 

objectives of the 3-level approach must include to set forth proper controls to 

monitor and measure the risk program's positions, and to maintain data integrity 

and program security. 

Front Office: A clearly defined front office structure that is 

responsible 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 control function to 

monitor front oKce market activities 
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9 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 business units Middle offiie ensures data 

integrity and consistency of the risk management pragram’s 

adherence IO policies and procedures Credit management is 
often considered to be a part of the middle office and is a vital 

component of today’s best practices organizational framework 

Back Offlce: A back ofice function whereby transactions business 

process Is completed through settlement Back offlce also 

regulates accounts receivable/payable functions and is the 

financial repotting en t i i  for the corporation. Back ofiice activities 

are also consolidated at the corporate level for all business units. 

9 Q&gr Suwottina Activities: Risk management related activities include 

legal, IT, auditing and others that should be incorporated and assigned 

specific a r e a s a f r e s p o n s i b i l i . t ~ c ~ ~  the policy and control documents 3.. 

Credit Risk Management 

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

corporate hierarchy of priorities As a general rule, a company that is not investment 

grade creditworthy will incur a steep penalty possibly to a point 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 compliance with industry best 

practices The importance of credit risk management demands distinct mention in a 

company‘s policy and control dowments 

9 Master Aareements:, Master agreements must be negotiated and 
completed with each 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 

P Credit Risk Metncs: As a matter of ongoing function, actual and potential 

credit exposures to all countelparties must be monitoied daily if not more 

rigorously The measures that are established by the company for limits 

on exposure andlor counterparty credit position must be continually 

checked given changes in market prices, positlons, investment decisions 

that may impact the counterparties' wedihvorthlness, and other 

parameters. 

> Liauidity Risks: Gften overlooked, the liquidity 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 hedging did not account for 
..such a.dwsigis . ~ ,. . . I .. . . - , 27, ' 

Modellng & Mehics 

Numerous models are available for measuring a company's exposure to flnancial 

uncertainties These models support the ongoing calculation of the company's exposure 

given both actual positions and possible scenario positions and conditions 

9 Mark-to-Market Accountim: Mark-to-market (M2M) accounting must be 

used to assess the actual galns or losses on physical and hedge 

positions in the portfolio Where market prices are dynamic 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 

9 Value-at-Risk Value-at-Risk (VaR) is one cf the most widely used 

models for measuring risk exposure The underlying assumptions of the 
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model impose some limitations, particularly in time periods where market 

liquidity is low. VaR should be calculated for the entire portfolio and for 

individual “books“ d h i n  the portfolio on an ongoing basis: raai time is 

oreferred 

F Gr&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-iime for 

counterparties where actual exposure approaches the policystated credit 

limit 

> Stress Testing: All VaR models should be regularly tested for extreme 

market or position conditions because these models are grounded upon a 

user-defined confidence interval Extreme market conditions which have 

beenexperienced particularly in the power markets can create risk 

exposure in the tail of the distribution of normal outcomes Stress testing 

~ .shauld..&pe&x”d wee& ar more aften depending on the dynamic 
nature of any given portfolio 

P Cashflow-at-Risk: cFar is an alternative model to measure risk exposure 

and a company‘s liquidity cFaR models compute the degree to which 

uncertainly causes the deviation between planned and actual cash flows 

cFaR should be calculated at regular intervals throughout Ihe budget 
cycle to ensure that deviations are within acceptable 

Information Technology (IT) 

An ever increasing concern in today’s risk management program is data Ieliability 

and security IT management is the vehicle by which the company can regulate and 
monitor data capture, usage, and storage IT is closely related to the Reporting 
requirements as described in this document‘s discussion of “best practices” 

> Sarbanes-Oxlev: Sarbanes-Oxley Act of 2002 provides guidelines for the 

proper controls of information technology 
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e Risk Assessment: IT management musl assess and understand 

the areas of risk affecting the completeness and validity of the 

financial teports 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, quality assurance and deployment teams to 
better understand the entire technology liiecycle in order to allow 

them to advance issues of concern that will impact the success of 

the program 

Control Activities: The organization should document usage rules 
and create an audil trail for each system that contributes financial 

information Further, written policies should define the 

specifications, business requirements and other documentation 
expected for eashproje&- - .  . . , . I  

Monitoring: Auditing processes and schedules should be 

developed to address the high.risk areas within the IT 

organization IT personnel should perform frequent internal audits 

In addition, personnel from outside the I1 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: IT management must 

demonstrate to company management an understanding of IT 

requlrements to support compliance with Sarbanes-Oxley and 

how to get there in order to identify and react to areas of risk 

> Systems Auda & Stabiliw I T  systems that support front, middle and back 

office activitles should be initially audited when the systems are 

introduced 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 conaistent results and to 

help identiiy anomalies in data collection process 

Repoding 

A primary concern for establishing risk management reporting requirements is to 

provide the company with transpaient and consistent reporting rw.ults Transpaiency 

and consistency are vital to internal as well as external constituents' abi l i i  to understand 

and track resuks over time. 

> _Profds/Losses ReDortinq: P/L reporting should be presented for the 

company at large as well as for each area of activity or business unit 

Accounting methodologies and changes in methodologies should also be 

noted, PIL Reporting should also separate physical activities from 

derivative financially settled activities 

F Cash Flow Reporting: A Statement of Cash Flows should be presented 

which depicts the budgeted and actual cash flows for the given reporting 

period. 

. ..,.. . 1~ , < , : a  , . ~ . .  

D Credit Risk Summary: A Schedule of Credit Exposures should be 

presented that shows the exposure per counterparty per area of activity 
within the company 
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5 0 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 

commonly accepted "best practices- 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 review of FPL's risk management practices and a comparison to 

industry best practices, we generally find that the policies and procedures used lo 
support FPL's risk management program met or exceed industry best practices To 
support these findings the following discussion highlights some of the key strengths 

present in the FPL program 

Backgmund 

In support of this financial risk management program review project, FPL. 

provided documentation (EMTs Trading and Risk Management Procedures Manual, 

revised July 18, 2006, and the FPL Group, Inc. Energy Trading and Risk Management 

Policy revised Februaty 23, 2007 (herein collectively referred to as the Documents)) 
Further, FPL facilitated question-and-answer style forums to assist 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 comparison 

used to arrive at the previously stated conclusions 

Policies & Controls 

The Documents provided by FPL support the notion that the financial risk 
management program is governed by a highiy refined set of policies and controls 

These Documents along with supporting information gathered through direct interviews 

ICF International 15 

FCR- 08-8104 



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 clearly defined roies, 

responsibilities, accountability, llnes of communication, and procedures to ensure that 

the Company is exposed to minimal risk resulting from the risk management program 

itself The following summarizes our primary findings related to Policies and Controls: 

The Documents were developed with provisions to allow for additions and 

changes to the Documents that enable them to meet the needs of the Company 

without jeopardizing the integrity the Documents or the program 

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

authority levels within the risk management program 

The critical linkage between the Documents and Executive Management is 
evidenced in the appointments and roles to the Exposure Management 

Committee (EMC) The EMd 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 empioy 

risk management programs 

o Frontoffice 

- FPL's deal execution and capture functions coordinate activities 

across relevant departments, personnel and systems This 

framework of activity properly links personnel with respective 

areas of responsibilities and provides sufficient mediums to 

resolve issues 
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1 Authorized peisonnel, tradable products, trading limits, tenors, 

and acceptable financial instruments are all clearly defined and 

detailed 

1 Access to the data entry privileges in deal capture systems is 

limited only those individuals who are formally granted 

permissions to enter trades. 

* All transactions are entered and managed through a centralized 

deal capture system that supports routine reporting, settlements, 

and review Transaction record editing is managed through 

acceptable authorizations and processes. 

1 Counterparlies for exchange traded transactions are limited to 

approved Futures Commission Merchants registered with the 
Commodity Futures Trading Commission (CFTC): account set 

requires multi-level approval from VP of EMT, Director of 
Accounting and Flnance, and V P of Trading and Risk 

Management 

. ,I 

. Credit information is available to traders on a timely basis through 

daily reporting produced by the Credit Risk section of the Risk 

Management Department 

. Auditable records of ail transactions (either telephone tapes or 
electronic paper trails) are gathered and reviewed on a regular 

basis 
- .  

. Traders participate in and are held accountable for the daily 

reconciliation of all exchange transactions 

o Middlemce 
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= Risk Management performs periodic model and deal valuation 

reviews to ensure and maintain consistent and accurate 

techniques to support valuations and reports 

Adequate models are in use to compute FPCs risk and 

uncertainties 

Credlt regularly performs analyses to support its function such as 

margining, quarteriy risk assessments, daily exposures, credil 

rating monitoring, and others 

1 Ample data management controls are implemented thus providing 

maximum consistency and accuracy of financial results and risk 

measures 

* Documents procedures for confirming OTC derivative 

transactions; the use of reporting conventlons to track 
confiimation contract status 

Performs regular reviews to ensure compliance with transaction 

recotding procedures 

Communicates essential company. information to counterparties 

on a timely basis 

Employs independent validation and verification procedures that 

enable two-way checking of transaclion details and contracts; 
accompanled by documented procedures for correcting 
discrepancies 

- Reviews settlement process and reports any portfolio imbalances 

or other variances: traders are responsible for 

correctionslclarifications. 
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Credit Management 

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 heen documented and implemented 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 identities key findings in 

this functional area: 

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

Extensive coordination belween credit and legal staff supports contracts, letters 

of credit, and other credit enhancing mechanisms. 

Documented procedures are In place to facilitate transactions that may create 

exposure beyond normal limits 

A regular review of contract language is performed 

Procedures are in piace lo address credii limit breaches 

+ Quarterly credit risk assessments determine credit reserve requirements 

Margin calfs and other credit enhancements are routinely monitored to minimize 

exposures 

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

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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Liquidity risks are routinely computed and reviewed to support planning and 

trading 

Modeling and metrics ate concerned with proper choices used to support the 

program as well as accurate computations and input data used to generate reports At 

FPL, modeling and metrics efforts are effectively management by personnel and 

departments with solid lines authority, accountability, and procedures Aside from 

related findings already highlighted in the Policies and Contfols. the Following are key 

components of FPL's management of models and valuation metrics: 

Risk Management provides or reviews all valuation assumptions used in 

computations 

~ Industry acceptedstandardized models are used in key valuation processes such 

as option models used for option valuation 

- Regularly accepted models are used to support risk analysis including value.-at- 

risk 

v Correlations matrices are updated monthly using documented procedures and 

verified price curve and volatility data 

Transactions not covered bymodels curhntly available in the FPL system are 

documented outside the system but incorporated into results in order to provide 

financial reporting; results and valuations are reviewed with proper controls in 
place 

Procedures are documented for the development, collection and usage of price 

and volatility curves include data sources, frequency 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 appropriate 

linkages and documented procedures to adequately support the process Aside from 

related findings already highlighted in the Policies & Controls or other preceding sections 

of this report, the follow are key activities in the Information Technology management at 

FPL 

IT systems have been subject to SarbanesOxley audits. These activities are 

evident in the management of the IT resources at FPL: 

o A clear understanding of the usage and importance of usage for 
informatlon technology supporting the risk management program is 

present 

o Proper control activities that document rules and create an auditabie trail 

of daja are routinely employed and reviewed 
. , .. . .. . . . .  .~ .. . 

o Key areas of the risk management program supported by information 

technology are periodically reviewed with sufficient accountability 

assigned to key personnel and departments 

New and existing systems are periodically audited in test environments 

Commodities Quote Graphics System uploads daily NYMEX price curves; data is 

verified by Risk ManageNgit . .. 

Reporting 

FPL's risk management program is supported by elaborate and consistent reporting 
procedures These procedures faditate the monitoring of key process. data collection. 
and report accuracy involving a range of activities from daily responsibilities through 
quarterly and annual financial statements Based on our review of this process, it is 
apparent 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 relaied 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 reporting process support the FPL risk 

ma nag ement program: 

9 Trade Recap Summary provides traders with ability to review the accuracy of 

deals entered through the Nucleus Deal Capture System 

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

included in financial reports 

> Process and procedures are in place to verify the accuracy of price and 

volatility curves used to produce reports provided to the Securities and 

Exchange Commission (SEC) 

9 An adequate series of pre.,defined reports are available on a routine basis to 

support internal management of risk: 

Daily VaR position 

Credit Watch 

FCRReports 

Conclusions 

Based upon this review $titi the aligsment wiiti best practices for risk management, 

ICF concludes that: 

D 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 more than adequate depth to insure 

that the FPL customen, 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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P The FPL risk management 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 essential precludes any 

speculative aclivity within the execution of the program 

> The program is an example of continuous improvement As the program 

matured overthe years since 2001 and as new challenges arose in 
energy markets, lhe structure of the program allowed the EMC and EMT 
Staff l o  develop and adopt improved oversight metrlcs and tighten 

procedures in an orderly and structured manner 

ICF International 23 

FCR- 08-81 12 



6,O Evolution and Performance of FPL Hedging Program 

FPL must file with the FPSC the estimated costs for fuel brocurement for the 

coming year plus any cost trueaps 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 induded in these filings The FPSC ultimately approves these 

estimates and sets the Fuel Cost Recovery (FCR) factors for that period The FCR 
filings are submitted annually but supplemental filings may be submitted when intra-year 

corrections to factors are necessary to ensure that the factors do not become 

substantially out of line wilh 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, 

report positions, and monitor and report exposure and risk 

The following provides a broad outline of the structure and operation of the program 

and the interaction of the financial hedging activity and physical acquisition of fuel E 

9 The broad objectives as to the desired level of price volatility protection are 

established at the most senior levels of management within FPL Once these 

parameters are established, they are communicated to the Exposure Management 

Committee (EMC) 

9 The EMC Is charged with: 

= Provlding "a forum for the for discussion of Group's energy risk profile and 

operations and develop[ing] guidelines required for appropriate risk 

management control infrastructure, which includes implementation and 
monitoring of compliance with this [FPL Group, Inc. Energy Trading and Risk 
management policy], and: 

An evaluation of all of the elements of FPL's hue1 acquisition practices is beyond the scope of this 
report The extent of the review of the acquisition practicer lor physical hal was limited to the 
basic understanding needed to ewlnate the financial hedging prognm 

ICF intemational 24 

FCR- 08-81 13 



“Execut[ingJ its risk management responsibillies through direct oversight and 

prudent delegation of the responsibilities to the Vice President Trading Risk 

Management, as well as to other corporate and business unit personnel lr7 

> 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 isolation This structure addfesses a weakness 

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 oil burns The hedge strategy for the future 

yeat(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 oil from multiple market sources, and use of volatility data to assess potential 

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 all tracking of 
future positions I I _  

> Once a forward hedging strategy is developed, implementation takes place over the 

period of time as defined in the Planned Position Sbategy (PPS) The PPS, along 

with the implementation documents created by the EMC. are consistent with the 
direction of Senior Management 

> Monitoring of the positions over time, including tracking of actual prices vs FCR, 
hedge pelcentages 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 detenine whether the position remains wlthin the tolerances or if the 

position needs to be adjusted The ongoing monitoring is thorough in all respects, 
detailing the summary positions as weii as outlining each transaction that has 

occurred in every month The monthly reports provide a solid record of actions and 

results, which is essential to a well run program 

.- 
7 FPL Group, Inc Energy Irading and Risk Management Policy, Febiuary 23,2007 
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P Monitoring of credit risk appears to be thorough and tracked consistently in the 

program The monitoring of credit risk has evolved as it has become an increasingly 

important issue throughout energy markets 

> The execution 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 differerices can affect the speed at which positions are 

returned to !he tolerance levels 

There are a number of formal documents and reports maintained by F P l  that 

establish practices and procedures for the hedging program as weii as provide the 

metrics necessary to monitor program actiiifies and manage risk. The following 

describes a number of these documents and reports that ICF reviewed in !he course of 

this engagement 

FPL Group, Inc. Energy Trading and Risk Management Policy 

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 activities. The document 

defines the responsibility of Energy Marketing and Trading (EJvlT) as the exclusive 

transacting party for "the execution of fuel procurement with associated hedging activity 

and optimizaflon'str.a?egies in connection with serving FPL's regulated load in Florida " 

This clear delineation of responsibility is an important structural protection against a 

melding of non-utility activity 

~4:<;,% : L>,ii..: 

The ETRMP applies a structured approach the Group's management of risk It 
also provides a clear guide to the podfolio structure and valuation metrics and 
parameters that are used to monitor the portfolio, positions and exposure. The 

document explicitly addresses credit risk, liquidity risk and operational risk in a manner 

that provides clear guidance in terms of responsibility and authority 

ICF International 26 

FCR- 08-81 15 



The ETRMP is dynamic in the sense that that changes are made periodically 

However, in the course of the review iCF concluded that there was general stability in 

the policy guidance documents There was no evidence of %hip-saw” changes that can 

create uncertainly as to appropriate policies and compliance expectation Any changes 

to the ETRMP must be approved by the Exposure Management Committee (EMC) 

Energy Marketing 8 Trading, Trading and Risk Management 

Procedures Manual 

The Trading and Risk Management Procedures Manual (lRMPM) is an 

extremely detailed dowment that provides the structure, procedures, operating 

practices, and restrictions for EMT Staff As stated in the document, the objective is “to 

provide guidance that will promote efticiency and accurate processing of trading 

transactions, effective preparation and distribution 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 ensures that all EMS Staff, 
including now 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: 

. . , .  

Credit approval, monitoring and reporting; 

Deal execution, authorization, authorized limits and procedures for 

authotization in excess of limits: 

Deal capture, validation and verification; 

Model development and valuation calculation; 

* Liquidity reserve valuation, and; 

Settlement and scheduiing procedure 
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Whlle many of these areas bear more directly on the procurement and risk 
management for physical fuel, !he clear delineation also assures that the hedging activity 

that utilizes financial derivatives is managed in a conslstent and tractable manner and 

aligned with the procurement of physical fuel 
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Planned Position Strategy (PPS) 

The Planned Position Strategy is a primary objective document The PPS 

establishes the hedge percentage targets for both natural gas and fuel oil The 

dowment also presents the tolerance bands around the hedge targets The PPS also 

presents the target time table for achieving the hedging objectives It is prepared for 

each fuel procurement year, but can be modified if changes in ma&et conditions are 

suffiaent 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 to obtain the desired 

amount of protection from price volatility. The document presents the expected bums 

and market foward 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 outside of the scope of the PPS require the approval of the President 

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

. . ,  ... 

. . ... 

In 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 general 

observations 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 targets 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 to 
provide the same level of price volatility protection 

Minutes of the Exposure Management Committee (EMC) 

The Exposure Management Committee (EMC) is charged with the monitoring 

and oversight of hedging activity along with many other functions associated with the risk 

management and the procurement of fuel and material needed for the generation of 

power The EM1 meets on a monthly basis The organizational structure clearly 

identifies voting members that are charged with the responsibility and authority to make 

decisions There are also non.voting members from the senior staff of EMC that prepare 

and present material to the Committee. Other staff also attends the meetings according 

to the subject matter being discussed 
:- . _  , . .  -I ; r , :  i 

Detailed minutes and risk reports are prepared for each meeting These teeports 

are structured such that the decision makers are provided with considerable detail 

regarding the positions and transactions that have taken place since the last meeting. 

As noted earlier. ICF considers this formalized committee structure with multiple 

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 extiemely 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 however, 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 transaction 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 

empioyed reflect and respond to market conditions. The documents identify that the mix 
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of hedging instruments differs between natural gas and fuel oil and has changed over 

time As volatility increased, the cost of options increased dramatically Options 

became an increasingly expensive method 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 oil market 

was also reflected in the mix of products and hedging approach There are many fewer 

credit-worthy counterpafiies In fuel oil markets and much less depth FPl:s 
requirements cauld have the potential to move the market, making the hedge more 

expensive To address this, FPL staged purchase and balanced the portfolio with the 

purchase of highly correlated products 

Reduction of Price Volatility Risk and Degree of Price Protection 

FPL pfoactiveiy manages the volatility of its fuel procurement wsts, which 

ultimately translates iiito great&; iate Cefiiintj. fir its customers TO manage price 

volatlliy FPL has established a risk management framework that supports all hedging 

activities l.ike most risk management programs, FPL's hedging activities are planned 

for and implemented while balancing competing objectives: minimizing procurement 

cosls with mitigating the possibility of higher or extreme prowrement costs The 

dynamic of these competing objectives creates a 'tradeof? 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 fqr possible lower fuel costs with the "insurance" against the possibility that 
higher fuel costs; hence the creation of the "tradeoff' 

, . I  ..,., .. . . . .  

Stated simply the 'Tradeoff implies that greater financial certainty and lower fuel 

cost volatility is achieved through the mechanism of risk management program costs 
This concept prevails in most forms of risk management ranging from the insurance 
industry to commodity trading. The reason for the added cost is that by shifting the 
financial risk from one party to another, the receiving party must be paid to accept the 

risk Financial uncertainty does not disappear; it is merely reallocated to other parties 

and their portfolios through hedging transactions 
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The focus of FPL's finandal risk management program is to consistently manage 

the volatility of fuel costs once the FCR rates are approved Consistent with the 
"tradeoff' concept, FPL is aware of the potential for greater hedging costs it may incur 

while reducing the voiatility of fuel prices While hedging price volatility may increase 

slightly the overall fuel procurement costs, It provides substantial protection against 

dramatic cost increases and enables FPL to offer greater rate consistency to its 

customers. The challenge for FPL is to determine an appropriate level of forgone 

possibility of lower fuel costs that makes sense with an acceptable level of reduced fuel 

cost uncertainty 

Like most investor-owned utilities, FPL,'s objective for hedging is a reduction in 
the volatility of fuel procurement costs. For any company needing to procure 

commodtized fuels such as gas and oil, the absence of a hedging program certainly 

lowers or eliminates upfront hedging costs in the same way that not paying car 

insurance premiums lowers the overall cost of operating an automobile As long as 

commodity prices stay below estimates used in preparing the FCR filing (the equivalent 

of no automobile accidents in the example of autu Insurance), then there is a cost 
savings that can be passed on to customers However, to choose not to hedge 

(analogous to chooslng not to buy auto insurance) is highly speculative in that it wagers 

that commodity prices will stay below a certain level (analogous to hoping that no 
accidents will occur) But commodity prices are very uncertain and do fluctuate, and 

auto accidents do happen Hence, the condition for an "insurance" tradeoff is created 

Some additional costs may be incurred when pursuing the goal of reducing price 

volatility because the maximum potential benefits of lower fuel costs under favorable 

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

~ market . conditions are forgone due to hedging but possibility that market conditions ,.: I , :  i . 1  . 
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Probability I 
The graphic shown here illustrates the "tradeoff" by depicting possible probability 

distributions of fuel procurement costs given hedged versus unhedged portfolios The 

Managed Riskdistn'bution depicts {ower fuet cost volatility in theform of a tighter 

distribution of potential costs, thus a higher probability of each possible outcome over a 

more narrow range of fuel costs The Unmanaged Risk distribution indicates greater 

cost volatility by showing a wider range of potential costs with lower probability for each 

possible outcome The Managed Risk distribution foregoes the possibility of the lowest 

procurement costs in exchange for the mitigation of the highest possible procurement 

costs In the opinian of ICF, FPSC Order. No , PSC-02.,1484-FOF-E1 (the 2002 Order) 

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 commodity markets was 

driven by uncertainty In future weather That uncertainty has been compounded in the 

past five years by changing market fundamentals, most importantly, an extremely tight 
balance between supply and demand and the lack of unutilized supply capacity as well 

as geo-political risk in major oil producing regions of the world. Since 2001 there has 
been upward pressure on prices for these commodities with notable spikes in volatility in 
2004-06 Managing the price volatility has become more demanding in light of these 

recent market developments As a net buyer o i  these commodities, FPL maintains a 
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constant presence in fhe market that inherently exposes the company to the constant 

price risk and volatility 

For a utiiily, it is nearly impossible to eiiminate ail financial risks of a fuel 

procurement portfoiio especially when lhere 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 controlling hedging costs and providing the greatest 

possible benefits to its customers 

Measuring FPL's Fuel Price Volatility 

l h e  estimated costs included in FPL's FCR filings serve as an acceptable mean 
of the possible distribution of actual, achieved procurement costs. 'The FCR embodies 

the expected cost of fuel procurements for a given year including the cost of risk 
management Thus, the FCR is an obvious benchmark to use in determining an 

;,:;alii. 7 :  I- ._. . .+,I..* ~..~.. _._ -.._. __Ii I -- _...--- 5, -- -. .-.. . 13 a&eptaFTe tradeoff" between possible reductions in costs and insurance against higher 

14 costs Surrounding this mean are bands of possible outcomes 

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

6 year FCR adjustments, 

0 - FPL has the discretion to file for an intra-year rate change at any 

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

notify the FPSC and formally evaluate whether to make a corrective FCR filing If no 

20 intra-year FCR filing is submitted, FPL stili recovers the Incremental difference between 
21 FCR cost estimates and actual costs through the truing-up process of subsequent FCR 

4 filings 

a3 Because of the notification requirements when fuel costs vary by more than 10 

percent from estimated cost, & 
k - FPL's actual cost posilion relative to this- 

a- a is actively monitored and the positions and corrective actions are 
2% communicated through the company's Planned Position Strategy (PPS) documents. 

Jq Given that gas and oil annualized price volatility is greater than - the 

is recognized and documented in the risk management process and 
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probability of exceeding the FCR estimated costs is relatively high in a given year if no 

risk management action is taken 

3 
Y 

As part of its ongoing quantification of the effeds of price volatility, FPI. uses 
additional bands of risk in order to highlight problematic exposure to higher degrees of 

9 prepared and submitted 

10 . 
// 

ICF has mainly focused on the -reshold in order to determine 

whether or not price volatility has been consistently managed by the FPL hedging 

program As an additional but less significant measure, we have also examined- / 2 . 
13 m 

. ,. .. . ... - : j  
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1 2003 THROUGH 2007 VOLATILINMANAGE~ENlA7~FL 

2 The Review 

3 
v 
5 
6 

7 
8 
9 

/ O  
/ /  

/ 2 
13 

IC customers 

It should be noted that intrayear 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 proces used by FPL that was used to provide consistent price 

protection relative to the FCR cost estimates for each fuel year 

As previously established. to measure the impact of price volatility upon FPL. and 

its customers. ICF has relied 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 uncertainties in the market price of fuel 

cause actual costs l o  vary from these estimates In our review we relied upon these 

tolerances to assess the consistency of price volatility management In actual pactice 

ICF recognizes that FPL must balance the ObjeCfNe of staying within these tolerances 

~ , / with the competing objectives - ~ _ .  ,.. of minimjzipg hedging p s t  and facilitating benefits to the 

/b 
/ 7 
tbr 
19 
70 

For each calendar year beginning in 2003, FPL performed strategic planning 

analysis to support the FCR filing process In addition to estimating annual expected 

fuel costs, these analyses also reviewed a number of risk management strategies and 

their impact upon the price volatility, program costs, and potential benefits to customer 

given favorable market price trends 

A key component 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 fliing 
preparation ICF supports this methodology because forward price curves gathered 

from market sources best represent the future commodity prices and market conditions 
that impact FPL.’s ongoing procurement and risk management decisions Market price 

curves embody the coilectie thoughts of all market participants regarding the direction 
of prices and the relative supply and demand of those commodities The market forward 

price curves are the best and most prudent means to estimate future costs and they also 

correlate to hedging instruments that might be used to mitigate market volatility. 
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The second 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  

dispatch models to determine fuel quantities to be used in each year Assumptions 

about growth, demand, outages, etc ate updated in these models and incorporated into 

each updated analysis of a future year's and the current year's FCR estimated costs 

thus producing the best available Information upon whlch the expected costs are 

computed It should be noted, however, that a thorough review of ail assumptions 

feeding the dispatch models was not part of this review Nonetheless, the generalized 

assumptions available for review were consistent with expectations for FPL's service 

territory 

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 
mean becomes the FCR's expected cost for that year Given the riumber and 

complexity of the varlables involved in this process, this approach is both sound and 

defensible as a means to estimate annual costs: 

in the years covered by this review, unliedged positions for FPL.'s annual 

procurement portfoiios have maintained - 
-Restated, the unhedged fuel procurement portfolios 
are inherently risky and they expose the company and its customers to uncertain and 

volatile price swings Wlthout risk management, there is a reasonably high probability 

that FPL woukl incur actual costs above those costs previously estimated and that true. 

ups would add to subsequent filings or that those added costs would invoke intra.'year 

FCR filings and rate iricreases Referring once again to the risk-reward tradeoff, the 

unhedged porffolio could potentially yield lower overall procurement costs but would only 

do so at the risk of incurring extreme price increases thus offering no consistency in 
guarding against higher costs or volatility management In the absence of risk 

management action, a short position in a volatile commodity market, as is the case for 
FPL,'s fuel procurement position, is inherently volatile An unhedged position in the 

market provides little or no price protection As such, iCF believes that risk managemenl 

is important to provide rate stability to FPL's customers 
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Using the unhedged portfolio analysis as the starting point, FPL models the 

impact of various hedging program scenarios The objective of these model runs is to 

3 !esr the effectiveness of each strategy and its relative level of price protection and 

6 
7 

scenalio 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 9” 
/ D  
// 
12 
- In fact, there are risk management scenarios where these probabilities were 

virtually eliminated 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 protection balanced with hedging 

cwts The p:o&sosed sttxkgies alsafaciUta&d a consistent level of benefits to flowback . . . 

to customers in the event that market piices became more favorable during the rate 

period Keeping in mind the risk-reward tradeoff, tha 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 benefits 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 

diligently managed across the years examined in this study 

. ~ .. 

! 
~ 23 All in all, the procurement and risk management strategies proposed by FPL. in I i 

2 2/ :he FCR planning process significantly lowered the probablity of- 

76 
27  Furtheimore, the probability of 

79 
30 -by virtue of FPL’s hedging program 

but that probability consistently dropped 
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ICF believes that planning for hedging and risk management activities involves 
the identification and selection of stmtegies that yield results that can best be 

incorporated by the company 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-rewaid tradeoff means 

that plans are made without perfect knowledge of the future market conditions and as 

such the chosen strategies must facilitate a comfortable medium Constituents must 
avoid sewnd guessing these strategic choices after-the-fact and instead must focus on 

the prudence of the planning process and the framework used to deploy the strategies 

We believe that FPL. has met these criieria of developing and selecting piudent plans for 

managing the volatility of fuel cast procurement in the years covered by this study 

Based upon our review of  the plannlng for annualprocuremenf and risk 

management acfivifies, FPL. developed and implemented strategiffi thaf would 
result in consistent levels of prlce protection and volatttity management while 

reasonably minimlzing hedging program costs and facilitating customer 
parficlparing In the event o6favorable market pdces du&h ifib rdfe pefitid, ' 

. 

Appropriateness of Hedge Program Scenarios 

As previously noted in this report, the gas and oil markets transitioned 

significantly between the years 2001 and 2007 During this period price levels and 

volatility reached new high levels The result is that expected costs to procure these 

commodities sometimes weie falling outside of the twaand three standard deviations of 

normal levels Procurement costs weie sometimes at the extreme ends of the 

distribution of possible procurement costs Most specifically there were numerous price 

shocks In later 2004 and early on in 2005 that would have affected all gas and oil 
porlfolios 

During this period of time FPL used available tools to mitigate much of the 

uncertainty stemming from market volafiiiy The 2004-05 period, however, presented 

extreme market scenarios that were not only difficult to plan for but nearly impossibie to 

mitigate The reality is that when broad markets move to extreme levels, all market 
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parliclpants scramble to cover positions and exposures thus exacerbating the difficulty 

for everyone to manage the financial risks in pianning for this time period FPL analyzed 
numerous risk management scenarios and implemented 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 program at FPL, the hedging 

program has demonstrated a growing capability to plan for and manage price volatility In 
a manner that serves customer interests. Over time the program has analyzed and 

taken advantage of the benefits of a robust swap market, utilized commodity options 

when appropriate, and tested the benetits to be gained through Improved marKet timing 

Collectively, these efforts have helped to achieve the objective of price volatility 

management and consistent price protection, and they have been iniricately 
incorporated info the company's risk management framework to ensure that proper 

safeguards are in place. 'The selection and use of risk management instruments and 

techniques have Served FPL and its customers appropriately since the 2002 Order 

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

expertise into the regulated envlronment of the utility Industry 

. -  FPL:'s.rlsh-managwnent pmgram has I n c r e a s e d i t s l ~ o f l t l b e r ~ i n g  and . . ,..l_l. . 

~~~~~ 
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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 regulated customer load in 
Florida Speciflcally ICF is reviewing the structure and pedormance of the hedging of 

natural gas and fuel oil price volatilrty risk through the use of financial derivative took ' 
- . , _"i ., .. . . =..,..., .._...,... h b d  ..&, ..>i -: ... . , .~ .," . . .I 

Because FPL's generation mix consumes large quantities of natural gas and fuel 

oil 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 

risk on behalf of the customers 

, 

Overall, ICF concludes that fhe FPL dsk management prvgram is a well 

developed, well monitored, effectively managed and executedprvgram. The 
ongoing tracking o f  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 FPI. customers, and the FPSC Can be confident that the goals o f  

the program, mitlgation ofprice volatility, can and  Is being achieved. 

FPL's program is exclusively a hedging activity FPL has gone to great lengths to 
eliminate any elements of speculation The "mechanical' nature of review and 

rebalancing essentially precludes any speculative activjty within the execution of the 

program The review of the FPL program highlighted the importance that a utility 

1 Hedging objectives can also be advanced though the use of physical conh.cfs including physical 
forward contracts and stonge. In the case of FPL, these activities are conducted separately in the 
fuel procurement function and are nor exmined in this report 
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hedging program be largely mechanical in nature Decisions shouid 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 

program begins to cross the line into speculation 

The history and evoiution 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 metiics and tighten procedures 

in an orderly and structured manner 

The metrics used by FPL provide sufficient information to monitor the program 

and to limit exposure As discussed in section 6, the metrics are in place to monitorthe 

program in a manner consistent with the best praclices for utility hedging 

An important conclusion of ICF's independent review ofthe FPL program is that 

. .. .-. 
a process whereby FPL and the FPSC collaborate to 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 Commksion to attempt to micro manage the 
program. Such an attempt would likety be counter productive in that t would: 1 )  limit 

FPL's ability to execute the program in a timely manner and 2) unnecessarily increase 

the total cost of the hedging program Rather, a process that allows Senior 

Management to communicate their views and allows the Commission to provide broad 

guidance as to the level of price volatility protection that the Commission deems piudent 

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

. ... , i.,_ ..%. .,.~,~~., . . 1 1 ~  ~.. . ..>:.*.. :.. '.. a ? . - .  .. .. 

reduce the costs of regulatory proceedings.. .*xs*.-:.. 

Based upon our review ofthe 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 minimizing hedging program costs and facilitating customer 

participation in the event of favorable market prices during the rate period 
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Florida Power & Light Company 
Docket No. 080001-E1 
FIPUG First Request for PODS 
Question No. 2 
Page 1 of 1 

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 



. .  
2 
3 

. .  

4 
6 
6 
7 
8 
9 
10 
11 
12 
13 
14 

71 
0 

0 
P 
$0 m 
m v 

CONFIDENTIAL 

D E C B A 

FPL “URAL GAS PROCUREMENT 
VOLUME 

F 

I AVEi%?GE PERIOD OF HEDGE (Days) - FINANCIAL 

Docket No. 080001-El GJY-1 

FPL Witness: Gerard Yupp 
Page I of 39 
April 3,2008 

~ 

. . ..... . ... ~ . . . . . . .. . . . . . . .... . . . . . . .. .. . ..... 



I 

CONFIDENTIAL 

D E F B C A 

FPL HEAVY FUEL OIL PROCUREMENT 
1 

13 
14 AVERAGE PERIOD OF HEDGE (Days) - FINANCIAL- 

0 
40 
2 
m m 

GJY-1 
Docket No. 08WOl-EI 

FPL Wltness: Gerard Yupp 
Page 2 of 39 
Aprll3,2008 

. . . . .. .... .. . .. . .. .. .. . . . .. . . .. .. , . . . . .. . . .. . . 



A 

CONFIDENTIAL 

C D E F B 
~ 

" ELECTRICITY 

13 

15 
I S  
11 
18 

14 AVERAGE PERIOD OF HEDGE (Days) - PHYSICAL- 

n 
0 

0 

Note: Physlcal m e r  option premium volumes representtheMal available volume. Physical power option exercised  volume^ represent the actual volumes called upon. 
;P 
?J 
00 
&! 

GJY-1 
Docket No. 080001-El 

FPL Witness: Gerard Yupp 
Page 3 of 39 
April 3, zoo8 



FC
R

- 08-8190 



A 
1 
2 

B 

-- -- - 
CONFIDENTIAL 

E c n F I 

FPL HEAVY FUEL OIL PROCUREMENT 
VOLUME 

13 
14 

GJY-1 
Docket No. 080001-El 

FPL Witness: Gerard Yupp 
Page 5 of 39 
April 3.2008 

. . . . . . . . . . . . . .  ~ . . , . . . . .. .. .. . . . . .. . . . . . .... .. . . ,.,... .. ..., , . . . . 



A 
1 

CONFIDENTIAL 

C D E 
ELECTRICITY 

F 

13 
14 
15 
16 Note: Physical power option premium volumes representthe btal available volume. Physical poweroption exercised volumes representihe actual volumes called upon 

GJY-I 
Docket NO. 080001-El 

FPL Witness: Gerard Yupp 
Page 6 of 38 
April 3.2008 

..... .................. ~ ~ -. .. 
.. 



-- - - 

CONFIDENTIAL 

Docket NO. 080001-El GJY-1 

FPL Wltness: Gerard Yupp 
Page 7 of 39 ' 
April 3,2008 



Y
 

FC
R

- 08-8194 



CONFIDENTIAL 

A B C D E F 
1 ELECTRICITY 
2 

13 
14 
15 
16 Note: Physical power opUon premium volumes representihe lotal available volume. Physical power option exerused volumes represent the actual volumes called u p .  

. .. . . . . .. . . .~ 

GJY-1 
Dockel No. 080001-El 

FPL Witness: Gerard Yupp 
Page Q of 39 
April 3,2008 

. . , ~  . . . . . . .  .. . ... ...... .. . ..... ..,. .....,,.. 



I I' a 2 F P
 
2
 

w
 

0
 
0
 

U
 

0
 

d 

FC
R

- 08-61 96 



-
I 

U
 

n
 a
 
i
 

0
 

>
 

FC
R

- 08-8197 



A 
1 
2 

CONFIDENTIAL 

C D 
ELECTRICITY 

VOLUME 

E F 

13 
14 
15 
16 Note: Physical power option premlum volumes representihe total available volume. Physical poweropllon exemised volumes represent the aotual volumes called upon. 

GJY-i 
Docket No. 080001-El 

FPL Witness: Qsrard Yupp 
Page I 2  of 39 
Aprll3,2007 

. .  ................ . . .~~ . . .  . .. ., .... . ..... . 



1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 

A 

Aprll-07 

CONFIDENTIAL 

G D 
FPL NATURAL 

VOLUMF 

E F 
XJREMENT 

GJY-1 
Docket No. 080001-El 

FPL W.itness: Gerard Yupp 
Page 13 of 39 

AMI 3,2007 



A 
1 

CONFlOENTlAL 

!a C D E F 
FPL HEAVY FUEL OIL PROCUREMENT 

0 

N 
0 
0 

x 

GJY-I 
Docket NO. 080001-El 

FPL Witness: Gerard Yupp 
Paw 14 of 39 

~ ~ . .  . . . . 



CONFIDENTIAL 

A C D E F 

13 
14 
16 
26 Note: Physlral power optlon premium volumes represent the total available volume. Physical power option exercised v o l t ”  represent the actual volumas called upon. 

0 

N 
2 

.. . . . . 

GJY-1 
Docket No. 080001-El 

FPLWtness: Gerard Yupp 
Page 15 of 38 
Aprll3, 2007 

.... ~~ ......... .... . .  . . . . . .  ..... ................. 



i 

e 
0
 

FC
R

- 08-8202 



" 

CONFIDENTLAL 

D E F C 
FPL HEAVY FUEL OIL PROCUREMENT 

13 
14 

z: 
P 
0 z 
N 
0 w 

GJY-1 
Docket No. 080001-E1 

FPL Wltness: Gerard Yupp 
Page 17 of 39 

April 3,2007 

................. ~.. .  ... 



a F
 

B
 

z UI 
U
 
z 
0

 
0
 

m
 

J
 

e 

FC
R

- 08-8204 



GONFlDENTlAL 

D E F B C A 

FPL NATURAL GAS PROCUREMENT 
1 
2 

VOLUME 3 INSTRUMENT 
4 June47 FIXED PRICE TRANSACTIONS 
5 PHYSICAL POWER OPTION PREMIUMS 
6 PHYSICAL POWER (EXERCISED OPTIONS) 
7 SWAPS 
8 SWING SWAPS 
9 OVER-THE-COUNTER OPTlONS 
10 BROKER FEES 
11 
12 
13 
14 

GJY-1 
Docket No. 080001-El 

FPL Witness: Gsmd Yupp 
Page 19 of 39 

April 3.2007 

. . .  .. . . . . . . . . . ~ .... . 



U 

a 

FC
R

- 08-8206 



A 
1 
2 
3 
4 June07 
5 
G 
7 
8 
9 
10 
11 
12 
13 
34 
15 

SWING SWAPS 
OVER-THE-COUNTER OPTIONS 
BROKER FEES 

CONFIDENTIAL 

0 E C 
ELECTRICITY 

F 

16 Note: Physlcal power option premium volumes represel I available volume. Physical power option exercised volumes represent the actual volumes called uwn. 
n 
0 

0 
?J 

N 
0 
u 

GJY-1 
Docket No. 080001-El 

FPL Wltness: Gerard Yupp 
Page 21 of 39 
April 3,2007 

. . ~~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , .. 



Y
 

m
 

FCR- 08-8208 



CONFIDENTIAL 

E F C D B A 
1 
2 
3 INSTRUMENT 
4 July47 FNED PRICETRANSACTIONS 
5 PHYSlCALPOWER OPTION PREMIUMS 
6 PHYSICAL POWER (EXERCISED OPTIONS) 

8 SWING SWAPS 
9 OVER-THECOUNTER OPTIONS 
10 BROKER FEES 
11 
12 
13 

FPL HEAW FUEL OIL PROCUREMENT 
VOLUME 

7 SWAPS 

14 

.& 
N 
0 
(D 

Docket No. 08000i-E1 GJY-1 

FPL Witness: Gemrd Yupp 
Page 23 of 39 

April 3,2007 

. . . . ... . . .......... . . 



CONFIDENTIAL 

1 .. 
B C U E F A 

ELECTRICITY 

13 
14 
15 
16 Nola: Physical power option premium volumas represent the total available voiume. Physical power option exerused volumes represent lhs actual volumeS called upon. 

GJY-1 
Docket No. 080Wl-EI 

FPL Witness: Gerard Yupp 
Page 24 of 39 
April 3,2007 

. ... . .. . . . 
.. . . .... , . . . . . . ..... ..... . . .. . .. . . . .. .. ... . . . . ................ ~ 



- - - _ _ -  
I 

CON FIO ENTl AL 

C c L 
A B 

1 

m 
N 
2 

14 

. ..... .. .... .. ..... . . ~  

GJY-1 
Docket No. 080001-El 

FPL Wltness: Gerard Yupp 
Page25of 39 

Aprll 3, 2007 

. .. . ... .. . . . . . . . 



.. ,.. . . I -- 

CONFIDENTIAL 

A B C D E F 
1 FPL HEAWFUEL OIL PROCUREMENS 

13 
14 

GJY-1 
Dock1 No. 080001-El 

FPL Witness: Gerard Yupp 
Page 26 of 39 

April 3,2007 

.. ... . . . . ,, . . . . . .. .. . . . . . . . . . . . .. . . . 



I 

CONFIDENTIAL 

2 
?J 
0 

N 

W 
A 

14 
15 
16 Note: P h W A  power option premlum volumes represent the total available volume. Physical poweroption exernsed volumes represent the actual volumes called upon. 

GJY-1 
Docket No. 080001-E1 

FPL Witness: Gerard Yupp 
Page 27 of 39 
Awl1 3,2007 



4 
A B 

CONFIDENTIAL 

C D E F 

14 

GSI-1 
Docket No. 080001-El 

FPL Witness: Gerard Yupp 
Page 28 of 39 
April 3..2007 

. .  . . . .  . . .  . ,..., ~... . . 



CONFIDENTIAL 

E F C D B A 

FPL HEAVY FUEL OIL PROCUREMENT 
1 
2 

3 pH!JQp INSTRUMENT 
4 S”nb~r-07  FKED PRICE TRANSACTIONS 
5 PHYSICAL POWER OPTION PREMIUMS 
6 PHYSOU POWER (EXERCISED OPTIONS) 
7 SWAPS 
a SWING SWAPS 
9 OVER-THE-COUNTER OPTIONS 
10 BROKER FEES 
11 
12 
13 

VOLUME 

14 

Docket NO. 080001-El GJY-1 

FPL Witness: Gerard Yupp 
Page 28 of 39 

April 3. 2007 



2 2 c
 

z W
 

0
 

0
 
0
 

Y
 

w
 

0
 

0
 

h
 

a
 11 ul 

$ x a L: d 
- G P m m 
B
 
3
 

3 m FC
R

- 08-8216 



CONFIDENTIAL 

E F D C B A 

FPL NATURAL GAS PROCUREMENT 
I 
2 

3 INSTRUMENT 

5 PHYSICAL POWER OPTION PREMIUMS 
6 PHYSICAL POWER (EXERCISED OPTIONS) 

8 SWINGSWAPS 
9 OVER-THE-COUNTER OPTIONS 
10 BROKER FEES 
11 
i 2  
13 

VOLUME 

4 October47 FIXED PRICE TRANSACTIONS 

7 SWAPS 

14 

Docket No. 080001-El GJY-1 

FPL Witness: Gerard Yupp 
Page 31 of 39 

April 3, 2007 



B 

CONFIDENTIAL 

C E 

I 

14 

GJY-1 
Docket No. 080001-El 

FPL Wltness: Getarc! YUOD 
Page 32 of Y i  
Apdl3,2007 



CONFIDENTIAL 

A 
1 

B C 0 E 
ELECTRICITY 

F 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 Note: Physlcal power option pmnium volumes represent the total available volume. Physical power optlon exercised volumes represent the actual volums called upon. 

-il 
0 
? 

GJY-1 
Docket No. 080001-El 

FPL Wltnass: G~rard Yupp 
P a w  33 of 39 

Apdl3,2007 

., .. ..... ...., ~ 



1 
A B 

CONFIDENTW 

C D E 

FPL NATURAL GAS PROCUREMENT - F 

VOLUME 
2 

4 November47 FIXED PRICE TRANSACTIONS 
5 PHYSICAL POWER OPTION PREMIUMS 
E PHYSICAL POWER (EXERCISED OPTIONS) 

8 SWING SWAPS 
9 OVER-THE-COUNTER OPTIONS 
10 BROKER FEES 
11 
12 
13 
14 

3 J"T 

7 SWAPS 

0 

N 
N 
Q 

z 

GJY-1 
Docket NO. 080001-El 

FPL Wltness: Oemrd Yupp 
Page 34 of 39 

ApA 3,2007 



A 

CONFIDENTIAL 

- 
E F C D U 

FPL HEAVY FUEL OIL PROCUREMENT 
1 

2 VOLUME 3 INSTRU ENT 

5 PHYSICAL POWER OPTION PREMIUMS 
6 PHYSlCM POWER (EXERCISED OPTIONS) 

8 SWING SWAPS 
9 OVER-THE-COUNTER OPTIONS 
10 BROKER FEES 
11 
12 
13 
I 4  

FIXED PRICE TN-s 

7 SWAPS 

. . . . . . . . .. .. . . . .. . . . . . . . .  ........ ~ 

Docket No. 080001-El QJY-1 

FPL Wltness: Gerard Yupp 
Page 35 of 38 
APdl3.2007 

. .  



i 

Y 

Y
 

0
 

V
 

FC
R

- 08-8222 



1 
2 
3 
4 
5 
6 
r 
a 
8 
10 
11 
12 
13 
14 

A B 

CONFlDENTlAL 

C D 
FPL NATURl 

E F 
GAS PROCUREMENT 

~ .. .... . . . .. . ... . . .  . .  

GJY-1 
Docket No. 080001-El 

FPL Witness: Gerard Yupp 
Page 31 of 39 

April 3,2007 



m
 

FC
R

- 08-8224 



CONFIDENTIAL 

14 
15 
16 Note: Physical FQWeropUon premlum volumes represent the total available volume. Physical power option exemlsed volumm represent me actual volumes called upon. 

............... ~~. ~ 

GJY-1 
Docket No. 080001-~1 

FPL Witness: Gerard yupp 
Page 39 of 39 
April 3,2007 



EXHLBIT B 
REDACTED VERSION OF CONFIDENTIAL DOCUMENT 

Docket No. 080001-E1 
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 08-8872 

Fuel Cost Recovery and Hedge Program and Exposure Management 
Committee Meeting 



EXHIBIT B 
REDACTED VERSION OF CONFIDENTIAL DOCUMENT 

Docket No. 080001-E1 
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 


