
State of Florida 

DATE: February 21,2002 

-M-E-M-0-R-A-N-D -U-M- 

TO: John T. Butler, Esquire, for Florida Power & Light Company 
James A. McGee, Esquire, for Florida Power Corporation 
James D. Beasley, Esquire, for Tampa Electric Company 
Jeffrey A. Stone, Esquire, for Gulf Power Company 
Florida Industrial Power Users Group 
Office of Public Counsel 

FROM: Cochran Keating, Senior Attorney dw 
RE: Docket No. 01 1605-E1 - Review of Investor-Owned Electric Utilities' Risk Management 

Policies and Procedures. 

Via U.S. Mail 

Please note that staff will conduct an informal meeting in the above-referenced docket at 
the following time and place: 

1O:OO a.m., Tuesday, March 12,2002 
Room 309, Gerald L. Gunter Building 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 

Attached to this memorandum is a proposal offered by staff for the potential resolution 
of Issues 1-4, as listed in the Order Establishing Procedure for this docket. The purpose of this 
informal meeting is to hear from the parties concerning the attached proposal. If you have any 
questions concerning this meeting or the attached proposal, please call Cochran Keating at (850) 
413-6193. 

WCWjb 
cc: Division of Economic Regulation 

Division of Auditing and Safety 

I:\O 1 1605m2.wpd 



Proposal for Resolution of Issues 1-4 
Docket No. 01 1605-E1 

1 .  Each investor-owned electric utility shall provide information that constitutes a “risk 
management plan” in a form and manner deemed reasonable and appropriate by the 
Commission. 

2. Each investor-owned electric utility shall purchase each fuel at a fixed price in an amount 
no less than the minimum amount of each fuel that the utility must dispatch on its system 
in a given year. 

- Fuel shall refer to any fossil fuel that serves as a feedstock for any generation resource 
(owned or purchased) that the utility dispatches on its system. 

- Fixed price - each utility may establish these fixed price purchases in a manner which 
the utility deems most appropriate. Alternatives include, but are not limited to: a fixed 
price forward contract, a futures contract, an options contract, and a swap. 

- Each utility shall calculate the minimum amount of each fuel that the utility must 
dispatch on its system each year in a manner deemed reasonable and appropriate by this 
Commission. 

3. The Commission shall allow recovery through the fuel and purchased power cost recovery 
clause of gains and losses from exchange-traded futures contracts made pursuant to a 
Commission-approved risk management plan to hedge natural gas, coal, and fuel oil 
prices. 

4. The Cornmission shall allow recovery through the fuel and purchased power cost recovery 
clause of premiums received and paid for exchange-traded options contracts made 
pursuant to a Commission-approved risk management plan to hedge natural gas, coal, and 
fuel oil prices. 

5 .  

6. 

7. 

The Commission shall allow recovery through the fuel and purchased power cost recovery 
clause of transaction fees associated with futures and options contracts made pursuant to 
a Commission-approved risk management plan to hedge natural gas, coal, and fuel oil 
prices. 

The Commission shall not allow recovery through the fie1 and purchased power cost 
recovery clause of any cash receipts or payments associated with speculation. The 
Commission shall define speculation as forward, futures, options, and swap contracts in 
amounts greater than the amount of each fuel that the utility dispatches on its system in 
a given year. 

An investor-owned electric utility may engage in futures and options contracts to meet the 
objectives set forth in Part 2. I f  so, the utility shall adopt procedures consistent with or 
better than the intemal control guidelines set forth on the attached pages 40-47 in the New 
York Mercantile Exchange’s “A Practical Guide to Hedging: Operational and Accounting 
Controls, Financial Reporting, and Federal Income Tax” for its and any applicable 
affiliates’ officers and employees. 
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B o o k s  and R r c o  r d ~  mad Pro crdums 

Place order mth FCM or the broker on the floor of the Exhange, or through 
the NYMEX ACCESS@ electronic trading system 

Prepare internal trading ticker 

copy of trading trcke! forwarded to- 
Accountrng department 
Auditing (broker reconcilmbon) department 

Record trade on daily buy and sell registers for updating of open 
position reports 

Account for numencal sequence of all trade tickets 

Prepare listing of trades by broker for use in daily confmnZLon process 

Update open futures position report 

Reconcile open futures positlon repon to pnor day's report 

Notify independent officer of any discrepancies 

Produce repons by trader mlh daily. weekly. and year-to-dale results. 
realized and unrealrzed and open contracts 

Compare to preestablished tradtng limits 

Enter settlement prices and produce mark-tonarkel report 

Produce daily variation margin report , 

Compare broker's advice of variabon margin due or owed 

RequesVtrensmti funds 

Reconcile monthly brokerage account statements to appropnate 
internal reports 

Produce hedge performance report 


