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What volume of each fuel 
type has been hedged for 
the period 2002-20071 

Does the he1 procuremcat 
hedging program operate in 
B manner thnt is non- 
speculative rind where the 
fuel and other related costs 
are prudontly incurred? 
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gas on the spot). 
-Daily spot for fuel oil- Qmi?ar to gas, but more complicated 

-More base load in summer under fum c.ontracts. 
-Spot purchase process: 

z~ 
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Goal- Reduce tolah:ily. 1.ooktng to reduce intra-year voiat,hly 
FPL hedges for the iipcoming year. [i.c, Hedges done in 

-Balance gas against oil (rebalmciq,) 

spot market. , .  
-Never have base load volume more than needed. 
-Daily spot for gas- Can get balance to the month (Le. easier to purchase 

UT 
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-Ex amp1 cs: 
-Bum IO0 DCF 
-Hedge- Hcdge~milliharrels &el oil 

Rum IO mi!ibarrels fuel oil 3~~ 37 
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i 
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-Forecasted Bums may vary with volatility of gas and fuel oil prices. (Le., gas hums may be reduced 
2nd fuel oils,incressed accordingly to adjust for price volatilify). As a result, 
gas aud under on fucl oil. FPL would rebalance the hedges. 
to innre online wirehalancing transactions. 

FPI, niay he overhedged oil 
Sell excessive financial hcdges to get back 

-Finencia1 h c d p  are directly lied to NYMEX. 
-Never ix;tmxl to rehalarice on physical fucl procuremcnli. 
-Factors for intra-).car hedgiiig ( i . c ,  110 hedges are done formore tiran a yeer out): 

1 
i 

-Stay close to ECR projection (don't forccast fuel adjustment f t r  ower a yCa1). 
-FPL is one of the largest cons?~me~s ofnatural gas md as a result, could comer 

^_ - ..-- the 1riarliet. 
1:\00 BURE.4G PERFOR\!.ANCE A M L Y  SlSIPerfnmncc ,Analysis Rc.p~ns '~edeicg '~~.PI ,~PLlnrenicu;  Su"ar)r.doc 
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-Watching inventories every day. Shod in any given rnoiiUi, buy on 

-Base load iiiorc sufficient. 
the spot. 
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b! 1 
-FPL sets parameters around volaiiliry of gas prices (PI’S) 
-Exemfive Management Conunittee me& every month. 
-2006-2007 -Met Objectives of Fuel Hedging Program - *Wave to look ai it a total fuel cost” 

-Cost to Hedging: 
-“Given market conditions, the program reacted i o  the marker” 

-Rebalancing used to manage cost to customers. 

-Predetermined price and volume targets. h4anagement approves plat and monitored by Risk 

-Spread out transactions over time and use 10-15 counterparties to minimize credit risk. 
-Alex’s goup will look a! weekly fuel forecast a id  compare to monthly hedge targets. 
-Execute hedging on a calendar cycle. 

Exampk: May 2,2008, hedge 10,000 BTUs for 2009. Determine counterparty 
for best ofier (use Fdture source for detennination, i.e. ICE and “ b f E X )  ICE- 

(Michele’s group). 
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-Swaps (Bilateral agreements that magins woufd not have to be posted) 
-Direct trades (repire margins regardless oicredit rating)). Margins posted 

wkasb. Market changes could occur if buyir.~ direclly from markel since FPL i s  one of 
the largest coii~nmers of natural gas. tfmarkctn kno\vs FPL is btiying 
market, m’g p.rices could r ise- hence, FPL is driving the market. 

directly on the 

-Formulate hedging a a k g y  to include the best mix ofproducts to mkiimizc mid-come corrections. 

Options: 
-2005 to 2007, Options were used as 21.11 insurance policy. 
-Example 1 : Call (Buy) Option 

Enter into call option in 2005 for 59 
If market settlemwit price in 2006 is S 10 
Opuon premiiini $1 .50 (cost premiiuns arc paid up h i i t  arid are tied :o slriite 

A’ct 1 . n m  S O  

Extcr info put option in 2005 for 59 
If mnrket se?tlemeflt price in 2006 i s  S8 
Option Preniimn is $1.50 
N e t  Gain .50 

pice) 

-Example 2:  Sell {Put) Option 

-Collar . combination o f  hcying a call and selling a piit 

i 



-Gas Daily Index can be used in situations when hedged is unwound. GPL does not use Gas Daily. 

Middle Office (Mlchele Caoiao): 
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