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Aud:t Areas 'Aﬂdn ‘I‘ask!Qnesnons 'Audxt Netcs
No“ . . L . .
B What: are’ the current and ()bgechves “'should 'be: 1o -_FP&.L engages mhedgmg stratcgms
hls!oncql fuel procurement manage price volatility in the -faimedatreciucmg fuelprice . .
hedging + strategie_s and fuel and purchased power it ;volztxhty '
objectwes? purchases ‘ '
C What volume of each fuel Identify types of - hedgmg _P :cent of Fucl Hedgedta 303
type has been hedged for instruments - used, and  the | Forecasted Bum ‘program was tiot fully
the pt’:nod 2002-20077 volume and  type of fuel implemented..
associated ‘with each type .of S
instrument. - Seg- Grder No.
PSC-02-1484 fnr data. repomng'
-reqmremcms
D | Does the fuel procurement The utiti_ty _should have in place ﬂFP&L daes not engagein | Swffbelieves that FP&L
hedging program operate in policies and “procedures that | speculative fuel hedging strategies. | operates its hedging strategy in a
a manner ‘that is non- eosure © its.  associates  and |-aimed at giessing the market in the ~ | non-speculative manmer. The
speculative and where the management are effectively '_hopes of potentially returning fuel. - | company establishes monthly
fuel and other related costs evaluating all fuel pwchasing | savings to customers, - and annual hedging goals that
are prudently incurred? options in & non-speculative | FP&L agrees with the descnptxon af -are less than its forecast fuel
oo aud unbiased ‘manner, while | “speculative” as defined inthe: - | consumption,
remaining focused on:limiting | Commission’s Hedging Order-- . : S
unnecessary costs; as directed | “speculative refers to physically
in CcmmissicnfRuiss : -and/or.financially purchasing more - |
‘ofa cemmodtty than one {pvmhases
'I‘he u’uhty shoaid not be {or]. owns

hedging more fuel then needed |

to meet: gepera_non demand and
sales to other utilities. _

1FP&L added that speculaixve ﬁmi

trading involves executing -
_transactions with the intent of
profiting from an anuczpated :

movement m fuei pnces. :
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Datc Received:.

Comments: (i.e., Confidential)

Conc!uswns. R R I S -.-f” ST

Data Reqnest(s) Gen eratcd
No.  _ Descrption: =~
No. Descnpﬁon

--Fouw-upkequired

Document #4: -

Date Requested: -

Date Received:

Comments: (i.e., Confidential)

td

a Pleasc explam how the company tdeﬁnf ies and evafuates the nsk.s assoczatsd w:lth H:s fuel procurcmem
o hedgmg progxam R T AL R
b,

c. .

| Summary of Cuntents. ~

FPL identifies market sisk, opamnonal nsk and credxt rxsk

FPL maintains mdependeni mid-office trading risk
Risk reporting is curremiy handled manually, using various: systems

Risk reporting is in the ﬁna} stages of an autamauon pmj ect. When co;npiete, 1t wﬂl ehmmate patenua! errors *
ofduphcatxen ' : N SRR .

Cenclusions: o o T

Data Reqnest(s} Generated, _::::';;: e
No.__ " Description: =~ s
No. Description:

Follow-up Required: - .~ =7~ . oo

Document #5:

Date Requested:

Date Received:

Comments: (ie Conﬁdential)

Docament Title and Purpose of Review:

. Pleasc descnbeany spcclahzed systems, éoﬁware,ortoolsusedby theggmpany o aasmt m B

b. "What factors mﬁu_cnced fhe campany 5. deczsxcn_t;q _utﬂme these sgiéciéhggd tquis_?




Conclusions

| Data Request(s} Generated:

No.__ " Description: .
No. Description:

Fellow-up -Rm;uire(i'

Oo~TFAS O QNN -

o " ”ﬁ
LV~

g
R N 7AN

o

Document # 3;

Date Requested:

Date Received: 1/8/08
Comments: (i.e., Confidential)

CONFIDENTIAL

: Mmbtu, prior to-actual burn),

A. - Theannual percentage of hedg

. Dm:ument ’I‘n‘.!e and- Purpese of Rewew. L
‘For gach of the years2003 tixmugh 2007 please provade

e transactlons in mlahon to the annuai naiuml gas: forec&st prc;ecnons (-

B. The anaual percentage of hedge n'ansachons m reiahon to the annual ﬁml Gli forecast prq ecﬁons (#2

and #6 prior to actual bum)

C. The combined annual percentage of hedge tmnsactlong in relatmn to the total fuei forecast prowctxons

(boih natural gas and eﬂ}

_ Summnry of Contents* '

2007

Gas
Gil
Combined: -

Conclusions; -

+ Data Reqaesi(s} Generated;

No. ___ Description: .
No, Description:

Follow-up Required'

Document # 4:

Date Reguested:

Date Received: 1/8/08
Comments: {i.e.,, Confidential)

‘Document Title and Purpose ef Reyiew: = ' :
For cach year 2003 through 2007, pleasc provide the annual pementage breakdown of -

by instrument type: swaps, collars, pats, calls.

Example: - 2007: 60% sw:aps

hedgir_ng transé&:tions +

Summary of Contents'

30% optwn calls : IG% coll&m
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CONFIDENTIAL

YEAR . NG TTon . on T

. OWE alls: [ o Swss Calls - Collars
2006
2005

2004
2003

_Conclnsions o T T I

Data Request(s} Generated: o
No. __ Deseription:: .
No. _“Deseription: RN

E‘ollaw—up Reqmred'

14
¢
e

Document # 5;

Date Requested

Date Received: 118108
Comments: (ic., Confidential)

CONFIDENTIAL

Document # 6:

Document ‘I‘:tte and Purpose of Revi‘ew. LT o o I
For each year 2003 through 2007, please provide the perccnt af the ﬁzei hedged in reiaf;xon to the total ﬁwl s

bum for edch month (please prowda a scparate chazt fer beth natmai gas and ml}
Summaryef(’lontﬁnts,-_ :

Chart Provxde(i for each mcmh

Yearly Avg N R A T T e T e P
GAS - :
OIL

Cenclusions

‘Data Request(s) Generated'

No._ Desenptmn Lo e _:-Q;.:j.fi_-;;

Foilow~upReqmreff R e

Date Requested:
Date Received: 1/8/08
Comments;. (i.e., Confidential)

-D{mummt.{‘ﬂem‘dP“"Paseofkeview, T T

For each year 2003 through 2007, please provide: . -~ .. i

A. . The number of financial h_t_:_c_lgm,g trﬁns&cncns soid pnor Eo settlement date {for
rebalancmg purposes} i

B. The settlement gains: or insses éssocaatcd wzth thc se of these transa,ctmns
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C.
“the t:ansa.ctmn was sold from the original settiemeat date.

- A chart showing the number of transacﬂons soiﬁ each year bmken down by the number of months out

Date Received: 1/8/08

CONFIDENTIAL Example: 10 transactions sold 1 month out from. sertlemcnt date
18 transacuons sold 2 months out ﬁ-om settiement date
- Summary of Contents o : -
GAS
| Year -.Purchaae_
2007 )
2006
2005
2004
. NETP&L (811,768,361) .
QIL e LU o
Year  Purchase . Csale o Sale
Transactions. ... P&L
2006
2003
2004
2003
Conclusions:
Data Request(s) Gcnerated
No._____ Description:
No, Description:
Foilow‘»up Required:
Document # 7: Document Title and Purpuse ef Review: .
Date Requested:

Does FPL consider an *in the money’ n;:txen a gam, regardless of the net mxpact of thc prcmwm”

i




‘Option premiums paid for purchascd Gphciis are mciudcd as Iosses Optxon premmms recewed f‘or sold _-;
-options are mcluded as gains. : -

: Conc!usiu_ns:-'.'

Bataineqnest(s} Genemtet_i: ::QZ:-‘_' '

Follow—up Required*

Document #10: - ‘Docyment ’I’xﬂe and Ptxrpase 01‘ Revxem 3 N S
Date Reguested: - . A.- . Foreach year 2003 through 2097 dz& the put and call prmums assomated thh i’he uﬁe of coﬁars
Date Received: 1/8/08 -always offset? .~ - o
Comments. (i 2., Conﬁdentml) B. If not, piease pmvxde, annualiy
Iz v " 1..The amoust ofpremmms from collar call opi:lons
] ' " _ 2. The amount of premiums fmm collar put op‘txons
It C‘ON.FIDENTIAL - Summary of Contents: - - o B T
3 ' FPL implemented collar hedges as pan of. the hcdge pmgram cnly in 2{){}? "f‘hc premmm {hd ot offset
A because FPL purchased at-the-money calls and sold out»of tlwnaoney puts. M&Ikﬁis am_bzased towards a-
id -ingher prcmmm for cally mlher man pms LT RN L .
6
17 Gas -
1% Ol
14 _ Tatai'

Canciusmns. g

Data Request(s) Generated* o

No. E}escnp_tx;m,_ :
No. - Description:™

Follow-up Reguired:

Document # 11:

Date Requested:

Date Received: 1/8/08
Comments: (i.e., Confidential)

Document Title and Purpose of Rev:ew' 3

A. Please provide a listing of all current mdlceé (&. g NY'MEX Gas Daﬂy, FGT Zane 3) that the compauy
uses to initiate and settle a financial hedge :

B. Tor each -year 2003 through 2007, pleaéc pmv:de an annual breakdown of ths number of ﬁnancxai
transactions settied agamst each mdex refersneed i IlA ' -

6;_'
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Summary of Contents:
Gas: NYMEX Henry Hub
Qil: Platts 1% NYH Spot Cargo Mean

In 2003, some swaps were purchased that settled against HH Gas Daily. Al other swaps for 2003-2007 |
are NYMEX : .

Conclusions:

Data Request(s) Generated; -
No.__ Description:
Nao. Description:

Follow-up Required:

Document # 12:

Date Requested:

Date Received: 1/8/08
Comments: {i.e., Coufidential)

CONFIDENTIAL

Document Title and Purpose of Review:

Please provide the annual usage or membefsmp costs associated with accessmg external trading databases
(i.e., ICE, NYMEX, ISDA memberships, eto),

Summary of Contents:

Conclusions:

Data Request(s) Generated:
No. Description:
No. Description:

Follow-up Required:

Docament # 13:
Date Requested:

Document Titie and Purpose of Review: _- "
For each financial counterparty please pmwde a hstmg of the counterparty’s credit rating and the mtemai

7




Date Received:

Comments: (i.e.,, Confidential)

tradmg limits and thwshoi&s get by FPL

/
= SnmmaryofContents* 3 ) . o e

3 | CONFIDENTIAL 24 Counterparties listed thk s&p Ratmgs, Meody 5 Ramlg_, Credu ants and cm seit by FPL

« Cenclusions: = - : e

g Data Request(s) Generated

b No. i Descnpuo;x '

? No. Description:

) _Follow-up Required: E

¢ | Document # 14: - Document Title and Purpaae of Rgview. P BT g Lo - '
¢2 | Date Requested: Please pmv;ds a copy’ 0f each active ISDA Master Agreement between the company ami a ﬁnanclai

it | Date Received: conmerparty Do

}%-| Comments: (L., Confidential). _ ' -

13 T o Summary of Contents' .

+¥{ CONFIDENTIAL e TR e R L e T

fr { FPL prowd:.d coplcs af eaf;h ESDA

[¢ Couclusions : e

> Data Reqnest{s} Generated' s

74 No.: Descmpnen f-_f. L

14 No,* Descnphon

% : t Follaw—up Required: - =0 o7 e
2!/ | Document # 15; Document Title and Purpose of Review. REETI R e FER
1 | Date Requested: A. . DoesFPL have a financial counterparty relat:\onshlp (1 ¢, purchases ﬁna,m:lal hedgas) w;th compames .
13 | Date Received: or thexr subsxdmrws, that also produce and suppiy nam;_x;} gas or cll? : s__z -

2y| Comments: - (i.c., Confidential) SR L '
pg L 1B, For each company wnh a dua} relatmnshxp, piease prav;de the countexparty name, the numbex: of

26| CONFIDENTIAL financial transactions purchased, and the total ﬁml purchasead Mmbm) for eash year 2003 thmugh 2007,

37 SummarynfContents, ST o o ) _
28 A. FPLhasa fmancmi cmmtezpany 1613&0115%119 wzih the foﬂomng compmxes that also pmduce and supply g
249 g :

30

gas/oil;
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Document # 16;°

E T T N
23 SSe™ >

L e
-

Date Requ&eted. _
Date Received:

Comments' (x‘e.;'Cohﬁdenhaf) i

CONFIDENTIAL .

Dccument # 17' :

Date Requested
Date Rece[ved




-Factors for intra-year hedging (1., no hedges are done for more than a year out):
-$tay close to ECR projection {don't forecast fuel adjustment for over a year).
-FPL 15 one of the largest consumers of natural gas and as a result, could corner

the market,

on the

he

FPL. may be overhedged on

f «A PETOX. 60%-70% of consu roption i natural gas in 08 {increase as aresult of
z environmental’emissions issnes).
3 ~Approx. 15% consumption is fuel oil,
2 -Remaining is coal and nuke.
. -Approx. H0%-80% of fuel par“;olio is 1/T basis {contract for prompt year plus 2 years)
4 -L/T gas contracts for up to 3 years.
7 - Contracts for finm gas trensportation up o 23 years.
4 ~Pipelines (FGT and Gulfstream)
g 17T ol contracts for T year magimem,
7 -Remaining fuel is purchased on a short term basis at a daily index price.
74 -Bill Murphy and Tim Gerrish negotiate “how much gas to procure”-looking for
¢ 24 supply.
+3 -Alex Brinis-Risk Analytics group-znalyzes fuel mix
44 -Gerry Yupp-
,;: A ' ,counterparties make up larger contracts of L/T contracts for baseload.
¢
16 “-Firm contracts ‘W!supp ier for the most part. Try to cwmd margins.
n ~More base load in summer ymder firm contracts,
L -Spot purchase process:
.19 -Hold meetings for fuel projections ~ a couple of weeks prier to vpummng
“sdio month. Determine base load volume and burn 2sd remainder to purchased
24| spot market.
a2 ~Never have base Ioad vo 1ume more Tlhan aceded.
a5 -Daily spot for gas- Can get balance to the month (i.¢. essier to purchase
a4 gas on the spot).
hig -Daily spot for fuel oil- Similar to gas, but more complicated.
2 -Securing transportation is a challenge for fuel oil.
an ~Watching inventories every day. Short in any given mouth, buy on
a3 the spot.
2% -Rase load more sufficient,
3¢ | Hedging Process:
3¢ -Goal- Reduce volatility. Looking to reduce intra-year volatility.
ESC FPL hedges for the upconuing year. (L.e., Hedges done in
%3
3¥ -Balance gas against oil (rebalancing}
35 ~Examples:
EH ~Burn 100 BCF Burn 10 milibamels fuel ol
37 -Hedge Il Hedgelff millbarrels fuel oil
-Forecasted Burng may vary with valatxhty of gas and fuel oil prices. (i.c., gas burns may be reduced
and fuel eils increased accordingly to adjust for price volatility). As a result,
gas and under or: fuel 0il. FPL would rebalance the *zac%gcv; Sell excessive finencial hedges to get back
to more online wirebalapcing transactions.
-Finencial hedges are directly tied to NYMEX.
-Never intend to rebalance on physical fuel procurements.

1760 BUREAU PERFORMANCE ANALYSISWPerformance Anslysis ReportsiHedgingFPLFFLInterview Summary.doc
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. “Percentage hedez goal for 2008 IR (No options)
< 2007 — Hedging approximatelyjJJj swaps and -for options
2 -Hedges begin i of each year: ‘
Y Future prices are
s more stable.
& -FPL sets parameters around volatiiity of gas prices (PPS)
7 ~Bxecutive Management Cormnittes meets every month,
4 -2006-2007 ~ Met Objectives of Fuel Hedging Program —~ “Have to look at it 28 total fuel cost”
¢ -“Given market conditions, the program reacted to the market”
e -Cost to Hedging:
/i -Rebalancing used to manage cost to customers.
#2- | Front-Office (Paul Zbang):
13 ~Predetermined price and volume targets. Management approves plan and monitored by Risk
7y | (Michele’s group).
A -Spread out transactions over time and use 10-15 counterparties to minimize credit nsk.
/e ~Alex’s group will Jook at weekly fuel forecast and compare to monthly hedge targets.
7 -Execute hedging on a calendar cycle.
4 Example: May 2, 2008, hedge 10,000 BTUs for 2009. Determine counterparty
/ f for best oifer (use future source for determination, i.e. ICE and NYMEX). ICE- Inter
20 | Continental Exchange. -
2] ~Approximately 95%-98% hedges with counterparties,
2z -Fuel Oil - few counterparties will frade—fuel oil not very liquid (not an exchanged based
23 product). Look at spread between fuel oil and crade oil. Spread difference is roughly the price
2¢! for fuel oil. Counterparty provides spread.
24 -Benefits to using cowerparty as opposed to trading directly on ICE or NYMEX:
24 -Swaps (Bilateral agreements that margins would not have to be posted)
27 -Direct trades {regitire margins regardless of credit rating), Marging posted
28 wicash. Market changes could oceur if buying directly from rmarket since FPL is one of
2F | the largest consumers of natural gas. I marketer knows FPL is buying directly on the
3 o market, n/g prices could nise- hence, FPL is driving the market.
3/ -Formulate hedging stralegy to include the best mix of products to minimize mid-cowse  corrections.
3 Z { Options:
33 ~2005 1o 2007, Options were used as an insurance policy.
3¢ ~Lxample 1: Call (Buy) Option
kig Enter into call option in 2005 for 59
3L If market settlement price in 200615 $10
37 Option premium §1.50 {cost premiums are paid up front and are tied to strike
38 price)
3y Net Loss .50
&0 -Example 2: Sell {(Put) Option
= Enter into put option in 2005 for 9
4z If market settlement price in 2006 13 $8
{3 Option Premivm is $1.50
Gy Net Gain 50
qy -Coliar — combination of buying a call and selling a put.
6 -FPL only sells put options and buys call options
7 -1n 2007- Approximately-mi!]ion of ﬁze-mil}ian in hedging losses were option
premium payrmsants.

00 BUREAU PERFORMANCE ANALYRIS Performance Analysis Reports\Hedeing FPLAFPLInterview Summary.doc
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-1 2007, approximately Il swaps and Iillcal! options and [t options.
-Inn 2008, FPL will not enter into options, '

tebalancing:
- Hedging band around FCR cost
- Based on burn forecast
- Adjusted to actual bums.

Example:
Estimate 30 BCF burn Jan 09
If goal is to hedge 60 % of burn forecast, 18 BCF would be hedged in Jan 09.
In Dec. 08, adjusted BCF bumn is 32 BCF.
18 BCF Hedged only represents 57% of burn. : _
Need to get back to 60% Hedge target. As a result, need another 1.2 BCFtobe  hedged.

Enter into hedge of 18 BCF at $9, settles for $8.50 (net loss .30)
Enter into hedge of 1.2 BCF at $8.50, settles for $8.50 (wash)

Reduced Hedge

Estimate 30 BCF bum Jan 09

If goal is to hedge 60% of bum forecast, 18 BCF would be hedged in Jan 09.
In Dec. 08, adjusted BCF burn is 27 BCF.

18 BCF Hedged represents 62% of burn.

Need to get back to 60% Hedge targets. As a result, need to sell 1, BCF,

Enter into hedge of 18 BCF at 89, market settles for $8.75 (.25 loss)
Sell 1 BCF {to get back to 60%) at $9.50, market settles for $8.75 (73 gain)

Settlements:
-Settlement occurs three busingss days before the last business day of the month,

-Settlement price is based on NYMEX Exchange
-Gas Daily Index can be used in situations when hedged is unwoeund. GPL does not use Gas Daily.

Middle Office (Michele Canino):
-Reports to CFO who chalrs Risk Commities
-FPL Group Executve Risk Committee
-Chief Accounting Officer
~Treasurer
-Accounting
-General Counsel
-Pres. FPL {Armando)
-non-voling members: 1A, Michele
<Tenor and counterparty limits are approved by Executive Risk Comumitiee
-Limits are set using a VaR equation {Value at Risk). Assessment of Risk—i.e, what  does it take to
zet to the next level of aredit downgrade.
~CTA- collateral threshold amount {covnterparty credit exposure limits)—-determines  margin

requirements.
~Trading crediting limits are aggregated at the trading level. i.e., trading floor assigned a2 certain

amount.
-Monitor, daily, the credit limits and ligundity risks of the counterparties.
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