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GULF POWER LONG-TERM COAL PROCUREMENT 

STRATEGY AND TACTICAL PLAN 

August I, 201 2 

Introduction 

Gulf Power (Gulf) reliably serves more than 430,000 customers. During 

2012, Gulf generated 12 billion kilowatt-hours (kWhs) with $662 million in 

fuel expense. Coal represented 67 percent of Gulfs generation sources. 

Gulf owns and operates three coal-fired generating plants (Crist. Smith and 

Scholz) with a combined normal full-load gross rating of 1,469 megawatts 

(MWs) and annual coal consumption of more than 1.5 million tons. The 

procurement of this coal is critical to the success of Gulf Power. 

Gulf also co-owns 50 percent of Plant Daniel, which is operated by 

Mississippi Power (MPC) and has a projected annual coal consumption of 

1 .I million tons. The normal full-load capacity of Gulfs ownership at Daniel 

is 537 MWs. 

Competition in the electric utility industry, consolidation in the coal industry, 

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

facing power generators today. As the electric utility industry evolves, a 
procurement strategy must address several issues in order to provide a 

reliable, cost-competitive, environmentally acceptable fuel supply. 

The following is: 

A review of the current coal program, including current commitments 

and uncommitted requirements 
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A procurement strategy that identifies and addresses specific risks 

and risk mitigation strategies, and discusses a strategic plan 

A tactical plan detailing specific actions required to achieve the 

strategy 

Fuel Proaram Overview 

Plants Crist and Smith are barge served and plant Scholz is rail served. 

The following table is a summary of the Gulf coal suppliers and 

corresponding tonnages (in 1000’s) by plant. 
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transportation mode, as well as common coal contracts, these plants will 

be grouped together in formulating a procurement strategy. 

In the following charts, the projected requirements for years 2013 and 

2014 are from the July DEPS burn file and the projected requirements for 

years 2015 and 2016 are from the 2012 Official Budget June Update. The 
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2 and Smith through 2016. 

chart below illustrates the projected burn and commitments of coal for Crist 

Plant Scholz will continue to use coal as a generation fuel source beyond 

2013 as Gulf continues to evaluate the future operation status of Scholz. 

Because Scholz is a peaking plant, its fuel supply will be based on limited- 

term, firm commitments andlor spot purchases depending on burn 

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

commitments are made for more than 50 percent of projected burn 

requirements, the contract will match the maximum annual tonnage 

purchased to the plant burn requirements. 

The following chart illustrates the projected burn and commitments of coal 

for Scholz through 2016. 
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Daniel is classified as a New Source Perforrriance Standard (NSPS) plant 

requiring the use of 1.2 pounds SOZ/MMBtu o r  less. Gulf owns 50 percent 

of units 1 and 2 at Daniel which is rail senred. The following table is a 

summary of the Daniel coal suppliers and corresponding tonnages (in 
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illustrates Gulfs 50 percent ownership in projected burn and commitments 

of coal for Daniel through 2016. 

j 

4 

5 

6 

7 

s 
9 

10 

I I  

I? 

I3 

14 

1s 

t6  

Procurement Strateav 

The long-term coal procurement goal for Gull' is to provide a reliable, cost- 

competitive, environmentally acceptable coal supply. The successful coal 

program provides flexibility in volume and pricing, becomes more diverse 

by pursuing other supply regions, creates competition for supply, focuses 

on reliability of supply, and adheres to changing environmental laws and 

guidelines. 

In recent years, fhe coal industry has became more susceptible to the 

influences of the global commodities market. Given the global market 

dynamics that occurred during this time frame, the coal market has reacted 

by becoming more volatile from both a pricing and volume availability 
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standpoint. This has, in turn, impacted the dynamics between natural gas 

and coal, leading to increased uncertainty in coal burn. 

Increased U.S. governmental regulation regarding the potential 

environmental impact of coal mining will continue to present challenges for 

coal suppliers seeking permits for new mining activities. This increase in 

environmental regulation, coupled with the inlcreased regulatory scrutiny of 

mining safety, has resulted in an increase in production costs and may 

further lead to a decrease in availability of supply from most domestic 

regions. 

The following section will address the risks and risk mitigation strategies 

associated with each of these areas. Also included is a discussion of a 

strategic plan that incorporates several of these mitigation techniques. 

Risks and Risk Mitisation Strateuies 

Volume Risk and SfrafeuK 
The uncertainty in the amount of coal generation and therefore coal supply 

that will be needed in the future remains one of the most critical risks to be 

addressed in developing a strategy for long-term coal procurement. 

Weather, economic conditions and natural gas price volatility will continue 

to impact future coal burn requirements. 

Southern Company currently owns or manages approximately = 
MWs of natural gas generating capacity and is projected to install an 

additional = MWs by 2013. This increase in natural gas capacity within 

the Southern Company system, in conjunction with the recent increased 
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Pricinu Risk and Strateav 

Competing for energy market share with other utilities and power 

marketers requires competitive energy pricing. Because more than 50 

percent of the cost for coal-fired generation is fuel, competitively priced 

coal supplies should be maintained. 

The objective is to have a portfolio of long-term agreements and spot coal 

purchases that provide pricing at or below market at any given point in 
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Due to the size of our system, the volume of purchases made at a 

particular time can impact the market. Ranking bid proposals in order of 
least cost and cumulative volume produces a price curve similar to the 
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Diversitv of Supdv Risk and Sfrateuv 

There is a risk in relying on one or two large suppliers from a single region 

to meet supply needs. Also, having the ability to burn coal from various 

regions will decrease the availability risk associated with lack of supply in a 
particular region. Diversifying supply will also keep competition strong 

among suppliers, which, in turn, will continue to foster competitive market 

prices. 
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While reliability is always a risk, when a supply and demand imbalance 

occurs in the coal industry, this reliability risk is increased. Continuing 

business with suppliers who have performed well during times of unreliable 

supply can help mitigate this risk. In addition to an economic evaluation, 

technical and financial evaluations of suppliers are also performed as a 

required part of the coal procurement process. 
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When procuring coal for a term longer than 12 months, the potential Impact 

from future changes in environmental laws and regulations, which may 
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render the burning of coal as non-economic: to our system, is a significant 

risk that must be mitigated. When executing new long-term coal supply 

agreements, environmental language will be included that mitigates the 

risks associated with current, as well as future, environmental issues. This 

environmental language will continue to allow the company the maximum 

flexibility and discretion to modify and/or terminate such agreements based 

on its sole judgment. Environmental language must state clearly that 

neither coal nor transportation suppliers have the right to review or 
question our selected environmental compliance strategy. 

On July 6, 201 1, the Environmental Protection Agency (EPA) finalized the 

Cross State Air Pollution Rule (CSAPR), previously proposed as the Clean 

Air Transport Rule (CATR). This final rule replaces EPA's 2005 Clean Air 

Interstate Rule (CAIR). A December 2008 court decision found flaws in 

CAIR, but kept CAIR requirements in place temporarily while directing EPA 

to issue a replacement rule. The first phase of compliance begins Jan. 1, 

2012, for SO2 and Annual NOx reductions, and May 1, 2012, for ozone 

season NOX reductions. The Cross State Air Pollution Rule is more 

stringent than its predecessor and is projected to have a greater negative 

impact on coal generation. On Oct. 6, 201 1, following the submission of 

additional data from states and companies and further review of the rule, 

EPA is proposing a routine rulemaking that will adjust some state 

allocations of allowances as well as remove the assurance provisions 

(state caps) for 2012 and 2013. The future regulation of hazardous air 

pollutants (HAPS MACT) and coal combustian products, as well as the 

likelihood of a global climate change and renewable energy bill mandated 

by the federal government, also present additional risks of entering into 

long-term coal supply agreements. The state of Florida is included in the 
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compliance during May through September beginning in 2012. More than 

45 petitioners filed suit to stop CSAPR and on Dec. 30, 2011, the D.C. 

Circuit Court of Appeals stayed the Cross State rule and directed the EPA 

put CAlR back in place for 2012. The CSAPR petitioners sought relief from 

the court from “certain harm” from CSAPR. The court asked the petitioners 

and the EPA to prepare for oral arguments to take place in April of 2012. 
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As mentioned above, when procuring coal for Gulf, the Crist and Smith 

plants will be grouped together because of their common supply source 

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

aspects of their fuel supply strategy. 
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On the other hand, Scholz can burn similar quality coals, but its 

transportation mode differs because it is rail SeNed. The co-owned plant, 

Daniel, will be treated individually. 

- Crist - In 2013, Crist will be served by Marquette Transportation Company 

LLC. Crist is forecasted to burn between 1.1 and 1.7 million tons of coal a 

year. I I 
I 
I 
I 
I 
I 

Smith - In 2013, Smith will also be served by Marquette Transportation 

Company LLC. Smith is forecasted to burn between 481,000 and 512,000 
tons of coal a year and must comply with the state SO2 emission limit of 

2.1 Ibs S02/MMBtu. Smith can burn a variety of coals, including Illinois 

Basin and import coals such as Colombian, Australian and Venezuelan. 

Domestic sources such as Colorado, Utah and Central Appalachian coals 

also have been burned in the past. 

Scholz - Scholz is served by the CSX Railroad. Scholz is projected to burn 

16,000 tons of coal in 2013 and must comply with a state SO2 emission 

limit of 6.17 Ibs S02/MMBtu. Scholz has burned Central Appalachian coals 
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Because Scholz is considered a peaking plant, its fuel supply will be based 

on limited-term, firm commitments and/or spot purchases depending on 

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

commitments are made for more than 50 percent of projected burn 

requirements, the contract will match the maximum annual tonnage 

purchased to the plant burn requirements. 

Daniel - Daniel is served by the Mississippi Export Railroad (MSE) which 

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

Evanston, Miss. The MSE is served by two large Class 1 railroads: the 

Canadian National Railroad connecting at Evanston and the CSX Railroad 

connecting at Moss Point. Classified as an NSPS plant, Daniel must use 

“compliance” coal with a maximum of 1.2 Ibs SOdMMBtu (0.6 Ibs 

Sulfur/MMBtu). Daniel can burn import coal in addition to coal from 

Colorado and the Central Appalachian regions. PRB coal is also burned in 

Daniel’s units coals at various ratios depending on the season. The current 
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I 1 Crist and Smith 

The chart below shows a breakdown of the current Crist and  Smith 
suppliers and  volume commitments, including options, through 2016. 1 6  
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The strategy for the intermediate plants is to have a certain percentage of 

firm commitments established for the next several years. 

Crist and Smith are projected to burn, on average, approximately 1.7 
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In recent years, Plant Crist has undertaken a plan to blend Illinois Basin 

coal with other low sulfur bituminous coals such as Colombian, Central 

Appalachian and Colorado coals in order to take advantage of an 

increased Btu content and decreased sulfur content of the blended 

product. This practice of blending Illinois Basin coal with lower sulfur coals 

is scheduled to continue. 

Both Crist and Smith's portfolio currently includes coals from other supply 

regions such as the Central Appalachian region and the western 

bituminous regions of ColQrado and Utah. These coals are being delivered 

by rail to the Alabama State Docks (ASD) in Mobile, Ala. 

In 2009, the ASD upgraded the rail unloading facility at the Bulk Terminal 

to allow for an increase in volume of rail coal at this facility. Shipments can 

also be delivered to various ports along the Mississippi River and 

transloaded into barges for ultimate delivery to Crist and Smith. 
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As mentioned above, Illinois Basin coal and lower sulfur coals such as 

Central Appalachian and/or Colorado coals must be blended before 

delivery to Plant Crist. This is currently accomplished by railing both coals 

to the ASD and blending them for transloading into barges. This blending 

process could be performed at other off-site locations as economics 

permit. 
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Western bituminous coals can either be railed directly to ASD and 

transloaded into barges or railed to the Mississippi River and transloaded 

into barges for ultimate delivery to Crist and Smith. Currently, no 

transportation infrastructure improvements will be necessary for the 

movement of these coals to Gulfs plants. 

Schoh 
The chart below shows a breakdown of the current Scholz suppliers and 

volume commitment, including options, through 2016. 

As mentioned previously, Scholz is served by the CSX Railroad and can 

burn either Central Appalachian or Illinois Basin coals. Scholz's burn is 

Scholz is a peaking plant, its fuel supply will be based on limited-term, firm 

10 



commitments andlor spot purchases depending on burn projections. 

Contract commitment terms will be two years or less. I f  commitments are 

made for more than 50 percent of projected burn requirements, the 

contract will match the maximum annual tonnage purchased to the plant 

burn requirements. 

-1 

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

volume commitments, including options, through 2016. 
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As mentioned earlier, the strategy for intermediate plants is to have a 
certain percentage of firm commitments established for the next several 

years. 
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I The 
goal for future years, if economics warrant, would be to maintain this 

diversity. Should supply problems occur, this diverse portfolio of suppliers 

would help ensure that other suppliers could continue seamless deliveries 

to the plant. Another important element of this diversification philosophy is 
that Daniel can share most coal supplies with MPC's Watson plant should 

operational, supply or transportation problems occur at either plant. Gulf 

will also continue its policy of testing various import as well as domestic 

coals. 

Traditionally, Daniel has used sources such as PRB and Colorado low- 
sulfur coals. Since 2000-2001, market conditions - including production 

problems, lack of availability of supply in some domestic regions and 

environmental awareness - have emphasized the need to diversify with 
import coals. These other coal sources, transportation arrangements and 

plant quality limitations will be actively evaluated because of reliability and 

availability issues in the domestic market and in the existing Colombian 

market. 
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The strategic objective is to Include import, Colorado, and PRB sources in 

future coal commitments for Daniel. Colorado and/or PRB coal will 

continue to make up a significant portion of Daniel’s committed volumes, 

provided that economics warrant and that Union Pacific and BN Railroad 

transportation capacity is available. As part of this objective, Gulf will 

explore expanding its plant quality parameters through the continuation of 
an active test burn program. 

In addition to receiving import coal through the ASD, Daniel also has the 

ability to take imported rail coal through the Convent Marine Terminal in 

Convent, La. This is a proven facility that Daniel has used in the past. 

Because it is an inland-river facility capable of unloading Panamax-sized 

vessels, it provides additional security during hurricane season. 

Both Illinois Basin and Central Appalachian coals can be railed directly to 

Daniel, although some infrastructure improvements would be necessary. 

At this time, it is uncertain if the plant will need some time to acquire 

additional plant equipment necessary for burning Illinois Basin coals. The 

procurement group will need to be cognizant of the environmental controls 

placed on the units and ensure that the coals purchased will meet the 

environmental requirements. 
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GULF POWER 

TRANSPORTATION STRATEGY 

August 1, 2012 

Introduction 

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

normal full-load gross rating of 1,469 megawatts (MWs) and with annual 

coal consumption projected at more than 3 million tons. Gulf uses railcars 

and barges to transport coal to its plants. In 201 1, coal represented 67 

percent of Gulfs generation sources. Gulf also co-owns 50 percent of 

Plant Daniel, which is operated by Mississippi Power (MPC) and has a 

projected annual coal consumption of 1 .I million tons. Transportation of 

this coal is critical to the company’s ability to serve its customers. 

The highest priority for a coal transportation strategy is to maintain a 

reliable, cost-competitive transportation system. Increasing competition in 

the electric utility industry, demandlsupply imbalance in the coal 

transportation industry, the changing location of coal supply sources, 

compliance with environmental regulations and the performance 

capabilities of transportation providers are just a few of the challenges that 

must be addressed when developing a transportation strategy. 

The following is: 

1 )  A review of the current coal transportation program, including current 

agreements, available mode of transportation and budget. 

and risk mitigation strategies. 

2 )  A transportation strategy that identifies and addresses specific risks 
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3) A tactical plan detailing specific actions required in order to achieve 

the strategy, 

4) An overview of the transportation strategy for the movement of 
limestone and gypsum, including contracts in place or under 

negotiation. 

Transportation Prouram Overview 

Plants Crisf and Smith 

Crist and Smith have the ability to receive both import and domestic coal 

by barge. Western coals can be transported by the Burlington Northern 

Santa Fe Railway (BNSF) or Union Pacific Railroad (UP) to terminals on 

the Ohio and Mississippi rivers or via the Canadian National Railway (CN) 

to the Alabama State Docks facility in Mobile, Ala., and then barged to the 

plants. Illinois Basin or Central Appalachian coal can be transported by 

barge or by a combination of rail and barge to these plants as well. 

Eastern coal can be transloaded at the Alabama State Docks facility via 

interchanges with the Canadian National Railway (CN), CSX 

Transportation Inc. (CSXT), Alabama and Gulf Coast Railway (AGR), and 

Norfolk Southern (NS) railroads. Import coal can be delivered by ocean 

vessel to the Alabama State Docks for barge movement to the plants. In 

2013 Crist and Smith will receive import coal, Central Appalachian coal, 

Illinois Basin coal and coal. 

A rail contract with Norfolk Southern is being negotiated to provide for the 

rail transportation of Central Appalachian coal from Alpha Coal Sales to 

26 
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the Alabama State Docks through Dec. 31, 2014. 

CN Agreement CN-517554-A4 provides for rail transDortation of Illinois 

A barge contract is being negotiated with a commercial barge carrier for 

the barge transportation of 360,000 tons of Central Appalachian coal from 

Argus Energy loaded on the Big Sandy River for delivery to Mobile for final 

delivery to Smith in 2013. 

Crist and Smith are served primarily by a single barge carrier for tons 

delivered by rail or barge to the Port of Mobile, Marquette Transportation 

Company, LLC (Marquette). Marquette agreement (SC09005-T) provides 

for transportation of coal to both plants from the Alabama State Docks or 

Mobile area barge fleets. 

Plant Scholz 
Scholz is rail served by the CSXT railroad. The plant has the ability to 

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

the Alabama State Docks and then transloaded into railcars for movement 

to the plant. 
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Plant Daniel 

Daniel is served by the Mississippi Export Railroad (MSE) that 

interchanges with the CSXT and the CN. Daniel accesses Powder River 

Basin (PRB) and Colorado coal sources via multiple line hauls to the MSE 

from the BNSF, UP and CN railroads. 

Daniel can also take advantage of import coals, when economical, through 

the Alabama State Docks. Import coal is transioaded from an ocean vessel 

at the Alabama State Docks facility to railcars for shipment to the plant by 

the CN and interchanged with the MSE. Daniel can also receive Central 

Appalachian coal via the CSXT and interchange with the MSE. Another 

potential source of Central Appalachian coal is via the NS railroad through 

an interchange agreement with the CN railroad. Currently, Daniel receives 

Colorado and PRB. 

UP agreement UP-52624 with UPlCNlMSE provides for rail transportation 

BNSF agreement BNSF-12677 provides for rail transportation of PRB coal 

to Memphis, TN where BNSF interchanoes with CN to deliver the PRB 

28 
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During the next 10 years, Gulf is budgeted to transport approximately 3 6 
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Coal Tranwortation Procurement Strateqy 

A transportation strategy must address reliability, competitive prices, 

flexibility in volume commitments and the ability to adjust coal movements 

to changing coal supply sources. The following information addresses the 

risks associated with each of these areas and identifies strategies to 

mitigate them. 

RISKS AND RISK MITIGATION STRATEGIES 

Reliabilitv Risk and Strategy 

Reliable delivery of Coal ensures that fuel will be available to generate 

electricity. Term agreements will be negotiated and signed with the 

transportation carriers to ensure the barge and rail companies will have 

30 
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Volume Risk and Statear 
The uncertainty in the amount of coal generation and transportation that 

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

addressed in developing a strategy for long-term transportation 

procurement. Weather, natural gas pricing, and economic growth will 

continue to impact future coal burn requirements, as will the addition of 

gas-fueled capacity to the Southern Company system. During recent 

years, the coal industry has become more susceptible to influences of the 

global commodities market. Given the global market dynamics that 

occurred during this time frame, the coal market has reacted by becoming 

more volatile from both a pricing and volume availability standpoint. This 

has, in turn, impacted the dynamics between natural gas and coal, leading 

to increased uncertainty in coal burn. 
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The Alabama State Docks' McDufie Coat Terminal has the capacity to 

receive approximately 16 million tons of import coal per year. In addition, 

the Alabama State Docks recently completed the bulk unloader railcar 

project at its Bulk Materials Handling Plant (Bulk Plant). Upgrade of railcar 

handling facilities provides the Bulk Plant with the ability to receive an 

additional 3 million tons of coal per year by rail. 

Tactical Plan 

Plants Crist and Smith 

A rail contract with Norfolk Southern is being negotiated to provide for the 

rail transportation of Central Appalachian coal from Alpha Coal Sales to 
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A barge contract is being negotiated with a commercial barge carrier for 
the barge transportation of 360.000 tons of Central Appalachian coal fram 
Araus Enerav loaded on the Bia Sandv River for deliverv to Mobile for final 
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Marquette agreement (SC09005-T) provides primary barge transportation 

of coal from the Alabama State Docks to Crist and Smith. Marquette 

agreement (SC09006-T) and Heartland Barge Management agreement 

(SCOWQ4-T) provide a supply of barges to move coal to Crist and Smith. 
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21 

22 Plant Scholz 

23 

24 expires Dec. 31, 2014. 

Scholz has an agreement with the CSXT railroad (CSXT-C-83791) that 

25 

26 Plant Daniel 

27 

28 

UP agreement UP-52624 with UP/CN/MSE provides for rail transportation 

of Colorado coal to Daniel. 
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BNSF agreement ENSF-12677 provides for rail transportation of PRB coal 
to Memphis, TN where BNSF interchanges with CN to deliver the  PRB 

coal to Daniel. The ENSF agreement expires Dec. 31. 2014. No action is 
needed on this agreement in 2013. 

CNlMSE agreement CN-520546-AA orovides for rail transooitation of PRB 

S 

9 

I G  
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I Gulf Power's Natural Gas Procurement Strategy 
August 1,2012 

Gas Proqram Overview 
Natural Gas is used for primary fuel at the Smith 3 combined cycle unit, boiler 

lighter fuel at Crist Units 4-7. and for gereration secured under purchased power 

agreements beginning in 2009. Prior to 2002. natural gas represented a 

relatively small portion of Gulfs overall fuel budget. With the addition of the 

Smith 3 combined-cycle unit in 2002, natural gas became a more significant 

portion of Gulf's overall fuel budget. 

Gulf Power's natural gas procurement strategy is to purchase a cost effective yet 

highly reliable fuel supply to support the operation of its generating facilities. 

Securing competitive fuel prices for its customers and minimizing both price and 

supply risk are the governing considerations in developing Gulfs fuel 

procurement strategy. 

Proiected Natural Gas Purchases 

Southern Company Services (SCS) as agent for Gulf purchases natural gas to 

be delivered to Plant Crist far lighter purposes on the coal fired units and to Plant 

Smith as primaryfuel for Unit 3 which is a combined cycle generating unit. SCS 

will also purchase natural gas to serve as primary fuel for the Coral (Baconton). 

Southern Power (Dahlberg) and Shell (Central Alabama) purchased power 

agreements. Gutf has contracted for storage capacity at Bay Gas Storage near 

Mobile, AL and at Southern Pines Energy Center near Hattiesburg, MS and will 

purchase natural gas to maintain targeted quantities of gas in storage during the 

year. The following chart shows the total projected gas burn for 2013 through 

2014 in MMBTU that these purchases will support: 
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PROJECTED NATURAL GAS BURN (MMBTU) INCLUDING PPA TOLLING 

- 
Month 
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- 
- - 

- 
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- 
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- 
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July 

qugust 
- 

September 

3ctober 
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- 

- 
rOTAL 

AGREEMENTS 

2013 2014 

Procurement Strateqy 

Gulfs strategy for gas procurement is to purchase the commodity using long 

term and spot agreements at market prices. Fuel purchased at market over a 

38 



A B 

I 

7 

j 

4 

5 

6 

7 

8 

9 

I O  

I I  

I? 

13 

I .I 

15 

16 

I: 

less than one year and long-term contracts have a term of 1 year or longer. All 

natural gas. regardless of whether it is bought under long-term contracts or spot- 

market contracts. is purchased at market based prices. While fuel purchased at 

market over long periods is a low cost option for customers, it does expose the 

customers to short-term price volatility. Since these pnce fluctuations can be 

severe. Gulf Power, at the direction of the Florida Public Service Commission, 

will attempt to protect its customers against short-term price volatility by utilizing 

hedging tools. It is understood that the cost of hedging will sometimes lead to 

fuel costs that are higher than market prices but that this is a reasonable trade-off 

for reducing the customers’ exposure to fuel cost increases that would result if 

fuel prices actually settle at higher prices than when the hedges were placed. 

The following graph of actual natural gas prices is an indication of price volatility 

in the gas commodity market: 

Historical Natural Gas Prices 11112000 through 6/30/2012 - NYMEX 
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Pricina Strateqy 
Gulf Power will continue to purchase gas, both under long-term and spot 

contracts at market based prices. However, pursuant to Commission order, Gulf 

Power will financially hedge gas prices for some portion, generally between 

l p e r c e n t  of Gulf Power's projected annual gas bum for the current year, in 

order to protect against short-term price swings and to provide some level of 

price certainty. This -percent hedge range allows Gulf Power to provide 

a degree of price certainty and protection against short-term price swings while 

still allowing the customers to participate in markets where natural gas prices are 

low. Gulf Power will secure natural gas hedges over a time period not to exceed 

mmonths, per the following schedule: 

M 

_. 
Period 

Prompt Year (2013) 

Year 2 (2014) --t Year 3 (2015) 

Year4 (2016) 

Year 5 (2017) 

Note: The annual hedge percentage is based on the projected annual gas burn 

Lower Target Hedge % I Upper Target Hedge%--' 
. . . ... .. . . .. _-__ . 

Although SCS will target the levels shown in the table above. SCS may 

accelerate or decelerate the plan accordingly based on market conditions. Gulfs 

hedging targets are expressed on an annual basis due to the potential for large 

variances in month to month gas consumption. The monthly variance in gas 

burn is due to Gulfs ownership of only one firm gas fired generating unit that is 
dispatched on an economic basis with the other generating units in the Southern 

electric system and the impact of unit outages on Gulfs total gas burn. 

SCS, working in partnership with Gulf Power, develops short-term hedpe 
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technical and fundamental analysis to determine appropriate times to nedge. 

Howaver. the obiective is not to soeculate on market orice or attemot to outauess 

While the hedging program will protect the customer from short-temi price 

spikes, hedges can also lead to higher costs when natural gas prices fall 

subsequent to entering hedges. Gulf Power will limit the amount of fixed-price 

hedges to a maximum of percent of the projected fuel burn for the upcoming 

year. In addition, Gulf Power will limit option priced hedges to mpercent  of As 

projected burn. Finally, in order to protect its customers from market exposure in 

subsequent years, Gulf Power will take forward hedge positions for up t o 4  

months into the future. 
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Gulf Power’s Oil Procurement Strategy 

August I, 2012 

Oil Prosram Overview 

Oil is used at Gulf predominantly for boiler lighting. Oil is used as a boiler lighter 

fuel at Crist units 4-7, Daniel 1&2, Scherer 3, Scholz 1&2 and Smith 1&2. Oil is 

also the primary fuel at the Smith ACT unit and as back-up fuel at the Coral 

(Eaconton) and Southern Power (Dahlberg) CT units and the Shell (Central 

Alabama) CC Plant currently under purchase power agreements with Gulf. 

Overall, oil use is projected to be a small portion of Gulfs overall fuel budget. 

Procurement Strateq 

Gulfs strategy for oil procurement is to purchase the commodity at market prices. 

Fuel purchased at-market over a long period is a low cost option for customers. 

Gulf purchases fuel oil on an annual basis through a formal bidding process. As 

part of this bidding process, Gulf negotiates predetermined contracts to set the 

index based market price for the commodity and delivery adders for fuel oil 

delivery to each plant. As inventories are depleted during the year, Gulf will 
purchase additional fuel oil quantities based on the negotiated contract for the 

plant. 

Pricins Strateqy 

Oil pricing will be indexed to current market prices at the time purchases are 

made. Since fuel oil is such a small portion of the overall fuel budget, Gulf does 

not currently plan to financially hedge oil prices. 



Gulf Power Company Risk Management Policy 

1. Introduction 

Natural gas has become a large part of the Gulf Power Company 

(Company) fuel program. This increased need. combined with the market 

price volatility associated with natural gas and purchased energy, has 

created a need to begin hedging the risks related to the Company's overall 

fuel program. 

II. Objectives 

The primary objective of this Risk Management Policy (RMP) is to 

establish guidelines for use of hedging transactions associated with the 

Company's fuel program. Hedging transactions will allow the Company to: 

Reduce price volatility 

Provide more predictable stability to customers, and 

Provide additional flexibility and options in the procurement of 

fuel. 

111. Guidelines 

The risk management gurdelines of The Southern Company require any 
business unit engaging in risk management activities to establish a Risk 

Oversight Committee (ROC). The officer listed below in Section IV will 

serve as the Company's ROC for this program. 

The Southern Company Derivatives Policy states: 

L3 



"It is the policy of The Southern Company that derivatives are 

to be used only in a controlled manner, which includes 

identification, measurement, management, control and 

monitoring of risks. This includes, but is not limited to, well- 

defined segregation of duties, limits on capital at risk, and 

established credit policies. When the use of derivatives is 

contemplated, this policy requires that a formal risk 

management plan be developed that adheres to The Southern 

Company Risk Oversight Committee Business Unit 

Guidelines. This policy also requires that, prior to initiation of 

a risk management program that makes use of derivatives, the 

risk management program must be approved by both the 

Chief Financial Officer of the respective Southern Company 

subsidiary and the Chief Financial Officer of The Southern 

Company." 

The Southern Company Generation Risk Management Policy (SCGen 

RMP), attached in Section 6 of this document, will be the governing policy 

in the administration of the Company's fuel procurement program. The 

SCGen RMP provides all criteria specified in the above extract from the 

Southern Company Derivatives Policy. 

The Gulf Power Company Board of Directors has authorized the use of 

hedging transactions relating to contracts and other agreements for fuel 

supplies. The board resolution is shown below: 
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“RESOLVED, That The Southern Company System Policy on 

Use of Derivatives (the *Policy”) as presented to the 

meeting is hereby approved; and 

RESOLVED FURTHER, That the Officers are hereby 

authorized to effect derivative transactions that comply 

with the policy, including swaps, caps, collars, floors, 

swap options, futures, forward and options, relating to 

energy and associated commodities, weather, interest 

rates, currencies, and contracts and other arrangements 

for fuel supplies; and 

RESOLVED FURTHER, That in connection with the 

foregoing, the! officers are hereby authorized to take any 

and all actions and to execute, deliver and perform on 

behalf of the Company any and all agreements and 

other instruments as they consider necessary, 

appropriate or advisable, each such agreement or other 

instrument to be in such form as the officers executing 

the same shall approve, the execution thereof to 

constitute conclusive evidence of such approval.” 

IV. Process 

Certain officers of the Cornpany were given authority to enter into hedging 

transactions that they consider necessary in order to reduce risk 

associated with procuring fuel and energy. The authorized officers are Vice 

President, Chief Financial Officer and Comptroller for Gulf Power 

xi Company or his designee. 



Once authorization has been received, Southern Company Services Fuel 

Services, agent for Gulf Power Company, will conduct all hedging 

transactions in accordance with the Southern Company Generation Risk 
Management Policy. 

It is the responsibility of SCGen Risk Control (the mid-office) to inform the 

Fuel Manager for Gulf Power Company or the Regulatory Accounting 

Manager for Gulf Power Company about the use of hedging transactions 

associated with Gulf generation resources and to provide open position 

values (mark to market) to the above noted individuals and the Gulf Chief 

Financial Officer and Comptroller. 
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I. Introduction 

In . \ u p c  1997, h e  Southern Company Kisk O.;.er%ight Cvnunirrer (YROC') approswd R 

set of risk mimgmimt .pidelinrs. ,4120~ a t  rxrious tliirs during 2000 rhrorlgh ?002, rhc 
b o n d  of duccrors foor Southern Company, tlir Opcmit~g Componics (Ahb;zmi Po~ser 
Company, Gem& Powcr Conipnny, Giilf I'owu Coinpan!-, nncl AIississippi Power 
Company), atid Soudieni Po-wz Company (TPC') adopted rhe Sourhern Company Polic! 
on rhe  Csc cf 1)eriraescs i"Di:rivadres I'oli0l;cr"). Du&q 300G, the ciskorcrjighc nnd 
goreriunce irmxwork fur Soiithern Company coudnued to t?-olvi.e to further &ne rhc 
ovcnighr itrxnm and to reflect organizidoml changes since rhr  original SROC xpprored 
risk mnnagrment guidelines in .:lupust 1997. .Is parr of d& e~~olution. the SROC was 
teconidrutcd, niid P Gencriuion Risk Orenight Cotnmitrce n-ns formed. These groupy, 
along \vi& the Kkk .ickisoiT aid Coiivvls Committcc, rrphccd rhe Energy Itirk 
>lanngemenr Umrd and nmmiI:t1 irs responddidcs. 

litfecti\-e Xownibcr 19,2007, :is a result of ~ l i c  Srp~rxion  Prutocol, ccrtaui luncriims f i x  
SPC \vere scpncnred from the Opcrxting (hipanics  and cerroin conununicidonr lienscen 
rhem WLS restricted. lt was decided rhnt SPC u.oulcl no longer :ittend or hxse representarion 
on the ticricmrion Risk (.Jrctsi;;Iit Chuiutrcr. 'Illis decision prompted rhr nccd for n 
Soudicm Po\srr Itisk Ovcrsighr Cornmitree and srpnr:ire SPC riili moiucoiuis. 'Ihc 
Gencciuon I h l t  O.r-cisight Corninittw will condnue to moniror die conrotidired encrF 
tmiIirig risks. including SI'(; positions. 

'The Soutlrern Coinpnny Dcrii-atiws I'olicy quire: nn! Lusincss unit en.psin): io enere 
rrading and niarkecins acrn-ides to drrebp n risk mm;igcniat policr. Tllis policy niwt be 
consistent with ihc Soiithcrii Conipnny Enrcqxise Risk klxnngcnictit ~'minewvrli documciir 
and mist inclutle. but not hc limited to, u.cll-detmcd segceguion of duties, linuts 011 cnpird 
at risk nud e-rhlished cridit policies. 

I I .  Purpose 

49 
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i IV. Business Strategies 
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II 
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10 

7 - 
The -\pprovrd Business Ubj~ecuveu for rhe trading acth-iaes performed by 
.iurhorized Individtds are defined in .ippmdk .\. 

The busincss obiecaves ate nchievcd by enrering into irarummis inrolring the :ipproved 
commoditie~ shonu in -\ppcndk D. 

Various cont.rilct ypes or tinancinl instruments \vi11 he uscd to achieve the . 4 p p r o d  
Business 0bjecurr.s. *lhc Approved Risk Ih[anagcnienc Instruments are listed in 
.+ppcndis C. SCS Risk Coiiuol must be consulted bcforc the esecution of any 
.-\ppro\-ed Risk Alanapnenr I~struineiirF rhnt hwc not heen preriously used. SCS 
Kisk C.onuo1 must cnsurc dint the requiimcnrs set fiinh in rhis ILW can he 
~ollo~ved wirh respect to rhosrt LisLnmrncnrs. 

V. Authorizations 

;\ppedix D contains the individuals, bo:irds. nnd comtnirtecs :iurliorii.ed to c:irq out  
\-aiiotis actirities, re\-iews, and nppiorais. 

VI. Segregation of Duties 



I 

.\ppcn& E shows the organizadonal scparndon of function tequircd by ihis R\lt’. 
l l ie  folloning is a summa? D E  rhc rcspoilsibilides of thc differenr fiinccions: 

Orimnadon and Stmcninne; The hmcaons of o:iguiatiou 2nd smcnicing incluric the 
t’ollo\ving responsibilities: 

. .. 

<-- m. Tlic fiincdous of uadr confinnntiori. risk 
monitoring, uid risk rcpmting irilcludu the follo\vLi~ responsibilities: 

Sctrlcmcnt: The function of sctdeniait idiidcs the SoUoning rrsponsibibdes: 
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< 
cwh S h i i a ~ e ~  SCCS Trclsiq is reponsible for receiring and disbursing IU fund3 from 
(IC ro counterparties vld for the drl ivq of m.rgin / collateral reqnirerncnr3. SCS 'licilruq 
n-ill dso be responsible for inrrsrmcnr of coUatenl provided b!- counrrrpnrnes. 

.iccountinCf, SCS Accounting i.s rcsponsible for posting transactions to rlie grnenl Icdger 
and r e c n n c w  che sublcdgcrs ID the geuenil Icrlger. 
VII. Market Risk Identification 

VIII. Market Risk Measurement and Valuation 



IX. Market Risk Limits 

E:iposute L.imiis The m d m u m  csposnrc Liirs Ire shown in .\ppendix H. T'hr 
inadmum esposur l&t for e:ich buslirss ohjccuvc should ttclt acced 
rhr limii:s specified in .\ppendix H. 

Grrnin notifications ro Iminagcrnenr nrc rcquLed as detined in .\ppcn& 
G. 

1r.rrspectivc of oilicr prm-irioiu contlined in chis R M J ,  limit or-cr~gcs 
mar OCCUI. Each occurrence shall be promprll; reponed br SCS Risk 
Control to indi\idrmls idmrifietl in .\ppctidiu G. 

Notiticarinns 

Iinuc Escess 
nepoIrLlg 

X. Credit Risk 

XI. New Products 
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XV. Legal 

1 
XVI. Monitoring and Reporting 

The I’ozfolio blanqemear group will prepare rc&u position reports. l l i r  bnck oftice will 
reporr prcliminnq ,gross uiargkis or PB-L on a dailr basis. 

XVI I. Personal Trading 

XVIII. Business Recovery 

XIX. Compliance 





APPENDIX A 
APPROVED BUSINESS OBJECTIVES 

In addirion to die p&iin,aq- objcciives. Fleer Operations niid Tuding may c~ecutr  srcr1nd:iq 
actirides xs liinircd by .\ppen& 1.1 to achiwc rlir folloiving recondq objectives IO tlir 
cytcnt pcrmitrcd by ail applicnblo policics nnd regiilndnns: 
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.\U SPC Sccondnq Smregies m>sr bc approred b! tlic SPC Chief Fiaiiciai Officer mid rhc 
SPC Chicf commerci?l Officer. 

Nnnml c ; m  tiinctioln 

Ttir prima? objecuws of the Saninl Gas lWiilment Function :ire to: 

Sccoridaq actirides of die Enrironmcnral I’roducrs hlanngemeor I’unction are restricted to 
positions intended to hdgc sccoudan po\ver positions, nnd which hwe becn rcquesrcd by 
l’lcet Opentons and l’mdiqg ur Sl’C Trading & Asset .\Ima.pmcnt. 
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Secondnq accirities of the Cod FulGllmcnt Funcdoa xrc rcsuicred to pnsidons inteiided to 
hedge secondar)- power positions, and xvluch b a n  been requesied by Fleet Operadons and 
I'rading or SPC Tncliog Rr .4ssei: MnuagcmenL 
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2 APPENDIX E 

4 
SEGREGATION OF D U E S  

To ensure that risk inanaerinrnf activitiesare orooeriv a m i &  OUL certain functions !!ill be seoanred Ih t  
j rollonin_u chan identit1es;heir functions (depicred asB0l.D bullet items) a d  thcir reponins process. . 1 I " -" 
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Component 1 Symbol 
.~ I 

i VaR .. ! Value at Risk 
1 Position 1 PSN 
~. 

4b 

1 _- - -____I - - Coniments 

Given in Applicable Measurement 1 See Equation Below I 
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APPENDIX F 
MARKET RISK MEASUREMENT 

Approved Commodities CII Value at Risk 
Method 

D 

I 

___. 

Below 
For Examye: CI = 1.65 for 95-% 
Confidence Interval 

Confidence 
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Equation 
VaR = PSIN * AP * Square Root of HP * GI 

PararnetersCornmodity I Holding Period Multiplier 
(Cl) 
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I 



A B 

APPENDIX F 
STRESS TESTING METHODOLOGY 

I'he purpose of stress tcsting it; to generate ptrceiitage price changes for the I'onvard 
cume that answer this question: 

If an extreme event occurs. what can we expect to happen to prices and the 
ponfslio value? 

.Tile stress test i s  designed to capture the expcrtsd value of an extreme event 21s defined 
by an extreme value distribution. '1'0 differentiate. there is a dowward and a11 upward 
stress test. 

Specifically, the expected dowoward strcss is calctilaled as 

E[iSp/p 1 Ap/p < 01 = the Integral off(x)xdx from negative infinity to 0 

E[Ap/p I Ap/p > 01 = t h e  Integral of f(x)xdx from 0 to infinity 

and the expected upward stress is calculotetl as 

where 0 is the tlueshold tlint detines clmsilication as an estreine event. t\x) is an extirnie 
value distribution fitted to a spccific contract, and x i s  a percentage price change. 

?i 
24 
?j :\(I Hoc Stress Testing 
26 
27 
2s 
19 specific histotical scenarios: 
30 rating agency defined price changes; 
31 analysis of out-of-the money option trading; and 
i? subjectively determined price chdtges. 

Ad hoc stress testing will be perfoiiiied as appropriate based 011 price scenarios 
dctemiined using alternative methods including, but not li.mited to. the follouing: 
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Position Classification 

APPENDIX G 
NOTlFl CATION LEVELS 
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A 0 C 

APPENDIX G 
NOTIFICATION LEVELS 

41 
4m 
4n 

5 

6 

8 
9 

10 the Separation Protocol. 

- 
I 

NOTE Recipients of ntltific -won ' e vents n-iIl imlv receive detailed infomiltioq 
pcmn ' ent in their business needs. m d aav cosres pondence will be in coninliance with 

iL 

71 



A 

'7 

B C 

4a 
4b 
4c 
4d 

4e 
4f 

49 
4h 

4i 

4k 
41 
4m 

4i 

i 

Position Classification - 
I Position Classification 
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APPENDIX G 
NOTIFICATION LEVELS 

Income 

- 
Income 

Notiw 
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APPENDIX H 
MARKET RISK LIMITS 

Net Open Position Limits 

8 
9 

10 
I I 
I I  
13 
14 
15 

NOTE: .\lchough rhc \-due-at-iisk limit applies to positions marked co mxrket duo~~gh 
income, \'nR is cdcuhtccl nud riionirured for all positions, md rherc nrc iioriticirioii 
reqnicments as dctinccl io hppriulis G. 

If such oven D osition limits are exceeded. SCS Risk Control nil1 c a l c u l i t ~  
equitably allocate the res!~onsibilities IO bring the oositions back into coniuljaace. 
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5 
6 

Title 
CFO & CRO, Southern Company 
Chairman, President, arid CEO, Southern Company 
EVP. President & CEO, SCS 
EVP & coo, scs 
EVP. Southern Company & President & CEO, APC 
EVP, Southern Company & President & CEO, GPC 
EVP. Southern Company 8, President & CEO, MPC 

. EVP, Southern Company & President 8 CEO, Gulf 
EVP. Southern Company & President External Affairs 
EVP, General Counsel, and Corporate Secretaiy. Southern Company 
EVP, Finance & Treasurer - invited guest 

APPENDIX I 
INCUMBENT’ LISTING; AUTHORIZED INDIVIDUALS 

Incumbent Listing 
Title 
Chief Financial Officer, Southern Company 
Chairman, Southern Risk Oversight Committee 
Chairman, Risk Advisory and Controls Committee 
Chief Operating Officer, Southem Company 
Chief Financial Officer, Operations 
President. Southern Power Company 
Chief Commercial Officer, Southern Power Company 
Chief Financial Officer, Southern Power Company 
Chairman, Southern Power Risk Oversight Committee 
Vice President, Fuel Services 
Vice President, Fleet Operations and Trading 
Manager, Risk Control 
Manager, Energy Trading 
Manager, Southern Power Trading 8 Asset Management 
Coal Services Director 
Gas Services Director 
Gas Trading Manager 
Gas Operations Manager 
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APPENDIX I 
INCUMBENT LISTING; AUTHORIZED INDIVIDUALS 

Southern Company Risk Advisory & Controls Committee 

Southern Company Generation Risk Oversight Committee 

Policy Director, SCS 

- invited guest 

Southern Power Risk Oversight Committee 
I Titlc. I 

I lllr 

CFO, SPC 
nt. SPC I Preside 

- fficer. SPC 
i!r, SPC 

5 Director, SPC 
I i  
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I APPENDIX I 
7 - INCUMBENT LISTING; AUTHORIZED INDIVIDUALS 
3 
-1 Southern Company Generation Energy Credit Committee 

I Title 
I Assistant Treasurer, SCS 

i 
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I APPENDIX I 

4 .- Authorized Individuals. 
INCUMBENT LISTING; AUTHORIZED INDIVIDUALS (continued) ; 

5 
6 
7 w  
S 
9 atid fuil~panini rsquirzments customers. 

I O  

( I )  Authority m make chanses to tmrisaciiuns including entering mnsactions rciatcd to loss ailj~finienis 

(2) Authority to direct a transaction. 
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I APPENDIX I 
: INCUMBENT LISTIIVG; AUTHORIZED INDIVIDUALS (continued) 

5 m: 
6 
i and full’panial requirements cictomers. 

(I) Auihorib to make changes io iransactions including entering mnsactions related to loss adjustments 



I (2) Auvlorily Io dired a Iransaction. 
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21 
32 
23 
24 
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APPENDIX K 
EMPLOYEE ACKNOWLEDGMENT 

I hnre been provided n cop! of thc Southern (:ompany Ener,q Tmdins Risk Xhrmrtgenient 

I’olicy (IL\rl’) and hnve had nn oppnnunic- to rexl md famihrize ni)sclfwirh io contenw 

311d undcrsrzid die requirements that apply to in? position. 

I undcmtand dint die officers ai:ld Bonrd oii)irecrots ocSCS place n re? high priorin. on 

cacli cmplo)-cr adheririg to thc requitexuents, pnlkics. nitd procrdiircr dracribed in thc RMI’ 

2nd on die ~ c c u c ~ t c  trackhe and reporting of lerrls :rnd w e s  of risks :is dcscrdied in thc 

l<Ml’. 

I q r c e  I” comply wirh the politics, requircmcnti, and procediues o i i h c  11\11’ LS aU ot 
portions of thc R\IP qiply to in!- posidon. I do not h a w  m y  quesrions rc@trduig or need to 
clzify :in? mitrers containrd ui the IL\lP. I understand char fdu,re to complj- vdrh the lull’ 
or asmcinted or rJated policies c m  rcsulr in disciplinaq acdvns up to and indudkg 
renninznuiin of employment. 



.ippmved 1311.' .mess 
Objccrives 

Ipproved 

.iurhoMrs 
ClnlNIlOditT. 

.\uthorized 
Individwil~ 

Approred Risk 
hIanzgcmenr 
I:~~uuineuts 
\uthorircd .Trading 

I .imir 

APPENDIX L 
DEFINITIONS 

.\n nutliori~~tion ro anit  chemical pollumnrs, includiny but nor limited to 
mlfiir dioxide, Djtroos oxide. or Meen house .qses. Thrse are usually 
trxkd in over-chc-counter mxkcts vi? brokers with one nllorrmce 
pcruuruing rhc emission of orre ton of the pollutmc. 

'Those businas objective Jctiird in Appcnrlis .\ which hare been 
approved. 

'lhosr. commodities listed in Appclidk 5 which hwc been approred. 

.\I1 nppliablr liminrious inipored on SCG L\IP mcliiig !icux-irics, and 
shill include, but nor iiecersard!- bc h i r r d  to, aurhorizrd mclin~ limits. 
&ily loss csposurc limits, masimutn approved raluc at liik, incomc limits, 
:uid tcrni limits. 

hiployxs whose poricion i n n s  inrokc: (1) the nuihori5 (or nppearancc 
of aurhoritr) to direcrlv bind the Compnny L ~ J  ngrecmenn with rliud 
pnrdcs; :ind/or (2) the aorhori? (or nppc'amnte of aiithori$, acting 
rlimugli its vnrious hrukers xnd. otbcr rcprcscntnri'ires, to rhe Company ro 
eschilng~:.rraded futurca i d  oprion conccicts. 

'lhosc iiisrniments listcd in .ippcndis C which Imxe bccn npprorcd. 

The Icvila set out in .\pprndiix I-I. Such Iertis are csprcsr;ed in doilnrs rlm 
e s ~ b l i s h  boundnrie for niosimuni \due at risk due ro changes in market 
priccs. 

Southem Company t:nrrg Trading Credir Risk AIannganent I'olicr 

' I l x  iirt present \.aliie on a mnA-to-markcr hnsis of yet to be performed 
trnnsncririns from XU npprored portfolios. 

I;utiws, fonvazds, options, maps,  and d i e t  deriratiw DL Gnancial lisk 
uianiige:clncnt tmnsacuons cnrered into to hcdge pice risks. 

.\I> agrccment ro buy ox sell :I quintit!. of:) product, at an agreed 
price, on a ,+en datc, \titi1 n spechic countcrpsry. Fornarcis :ire 
typically rmding in the over-the-counter (OK) markets. 

.\a aggrwi-nent ro bu! or sell P qunntiv of n product, nr an sgreed 
price, on n @en date, tcadcd on an eschange, and dcared by a 
clearinghouse. 

.4 uading suatcg- iutended to  reduce dsk. 
--i marker characterized by wide bid/offer spmds, lack bi trailspnrenq, 
2nd lirge movcnients in price nfter m y  siznhlc deal. 



hlnrket Positions 

Net Open Posirioii 

Open Position 

Option 

(3 tiginator 

I’&L 

Premiscs 

Risk Book 

RMP 

Scpnmtion I’rotocol 

scs 
Sl’C 

SWps 

Srnicrured 
Transaction 

’I’ransncdons 

‘Ihe raluc of B financial iwrument, or risk book OF such 
instrutnetits, at ciicrcrit niiuket ma, or prices of the un&xI!-irig 
commodity. 

I’osidoiis taken char mi! readily liquidated nr a readily obrcrrnble 2nd 
rrnnsparcnr price. 

‘Ihc stun of aU open positions for the nppror-ed commadirics on PU 
equidcnt  b:isis. 

llir differencc bem-ccn long positions and short positions in m y  gix-cn 
risk bwk. 

. in iiircrumenr \vhich proridcz rlic holder the right. bur nor rhe obligation, 
to sell ti3 (or b q  Fruni) the oprion seller the undcrl!ing coinmodiy :it a 
specified price nud rime. 

‘Tlxc lead indkiiiud rqponsiblc. For ncgorindng the tmiimctioti with rhu 
counterparty. 

I’rotir a d  loss 

Southrnr Company C;;.ner:irion business office locnrrd in tILmuir&m, 
.\lnbnm;a. 

iiiiancial instmmcncs .ind rt4rrerl rrmsncuons for approx-ed commodiues 
ns dicwtrd bs usage. 

Uie officinl rccord in d i c h  iletnils of all rraflpncdons arc nuinrained for 
valuing, iiionitoring: inaimxging. md reponiq said risk, 

Risk Alainapncor Pok)  

The separation of SPC function$ fmrn die Sourlicrii Operating Cotnpmies 
(:\Libania l’nwer Con~paxiy. (;eorgia Power Coriipmy, Gulf I’ovver 
( :ompiny, aud Xlississippi Power Conipiny) including information sh:iLing 
Lnd a scpration of pcrsomcl in order to complr with (i Fedcrd Energy 
Ilrgi&toty Commission (FERC) Order. 

Southem C:oinpnny Scnices, Inc. 

Southern 1’on.er Com?aur 

.\n agrcemcnr to exchange ner fururc cnsh tlows. 

. b i y  neguunrcrl mnsncdon nor readily tmdcd in rlic m d r t  and the price 
of which is not end? rxlidatd. 

I:uturca, forwards, options, swsps, or orher Lrvtrummts conducred over- 
riic-counter or ria orplizcd rrchangcs indilding long- and short-remi 
npernents inrolring npprored commoditics or financial insmimaits. 



Vnlur at Risk (Tan) The csl~ccccd loss that uill be incurred on thc portfolio 1 4 1  a @err level 
of conhence over a spccitid lidding pcrind, brsed on the distribution of 
prhc chaiiges or-er a given listorla1 obsem:iunn period. (-Ilk is 1101 an 
esrinlati: of Uomt possihlc loss.) 

I 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

IN RE: Fuel and Purchased Power Co'st ) 
Recovery Clause with Generating ) 
Performance Incentive Factor ) Docket No.: 120001-El 

- CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true copy of the foregoing was furnished by US.  mail this 31*'day of 
July, 2012 on the following: 

Ausley Law Firm Brickfield Law Firm Federal Executive Agencies 
James D. Beasley James W. Brew Captain Samuel Miller 
J. Jeffry Wahlen F. l\lvin Taylor USAFIAFLONJACLIULFSC 
Post Office Box 391 Eigllth Floor, West Tower 139 Barnes Drive, Suite 1 
Tallahassee, FL 32302 1025 Thomas Jefferson St, NW Tyndall AFB, FL 32403-5319 
jbeaslev@auslev.com Washington, DC 20007 Sarnuel.MiIler@Tvndall.af.mil 

bw@bbrslaw.com 

Florida Industrial Power Users 
Group John T. Butler Company 
c/o Keefe Law Firm 70Cl Universe Boulevard Kenneth Hoffman 
Vicki Gordon Kaufman (LAWNB) 21 5 South Monroe Street, 
Jon C. Moyle, Jr. Juno Beach, FL 33408-0420 Suite 810 
11 8 North Gadsden Street John.Butler@fpl.com Tallahassee, FL 32301 -1858 
Tallahassee, FL 32301 KemHoffman @fol.com 
vkaufman @ kaamlaw.com 

Florida Power & Light Company Florida Power & Light 

Florida Public Utilities Company Florida Retail Federation Gunster Law Firm 
Cheryl Martin Robert Scheffel Wright / John Beth Keating 
P.O. Box 3395 T. L.aVia 215 South Monroe Street. 
West Palm Beach, FL 33402- 
3395 1300 Thomaswood Drive Tallahassee, FL 32301-1804 

c/o Gardner Law Firm Suite 601 

Tallahassee, FL 32308 
- schef@abwleaal.com 

bkeatina @ aunster.com 

Office of Public Counsel 
J. Kelly PaLil Lewis. Jr. Company, LLC 
P. Christensen 106 East College Avenue, Suite John T. Burnett 
C. Rehwinkel 800 Dianne M. Triplett 
c/o The Florida Leaislature 

Promgress Energy Florida. Inc. Progress Energy Service 

Tallahassee. FL 32301: Post Office Box 14042 ~~ ~ ~~ ~ 

111 W. Madison Sireet, Room PaLii.lewisir@oanmail.com St. Petersburg, FL 33733 
812 John.burnett@pqnmail.com 
Tallahassee, FL 32399-1 400 
ChriStensen.Dattv@ lea.state.fl.us 



Tampa Electric Company 
Ms. Paula K. Brown 
Regulatory Affairs 
P. 0. Box 11 1 
Tampa, FL 33601 -01 11 
Readeut @tecoenerav.cz 

White Springs Agricultural 
Chemicals, Inc. Counsel 
Randy B. Miller Jennifer Crawford 
Post Office Box 300 
White Springs, FL 32096 

Off ice of the General 

Lisa Bennett 
Martha Barrera 

- RMilIer@uc&hosuhate.com 2540 Shumard Oak Blvd 
Tallahassee, FL 32399-0850 
Icrawtord@Dsc.state f l . ~ s  
moarrera@psc.stale.fl.bs 
lbennell@usc.state.l. JS 

-4kJL JEFFRE A. TON 
Florida Bar No. 325953 
RUSSELL A. BADDERS 
Florida Bar No. 007455 
STEVEN R. GRIFFIN 
Florida Bar No. 0627569 
BEGGS & LANE 
P. 0. BOX 12950 
Pensacola FL 32591 -2950 

Attorneys for Gulf Power Company 
(850) 432-2451 


