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DIRECT TESTIMONY OF KATHY L. WELCH
Q. Please state your name and business address.
A. My name is Kathy L. Welch and my business address is 3625 N.W. 82nd Ave.,

Suite 400, Miami, Florida, 33166.
Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Public Utilities

Supervisor in the Office of Auditing and Performance Analysis.

Q. How long have you been employed by the Commission?

A, I have been employed by the Florida Public Service Commission since June, 1979.
Q. Briefly review your educational and professional background.
A. I have a Bachelor of Business Administration degree with a major in accounting

from Florida Atlantic University and a Masters of Adult Education and Human Resource
Development from Florida International University. I have a Certified Public Manager
certificate from Florida State University. 1 am also a Certified Public Accountant licensed
in the State of Florida, and I am a member of the American and Florida Institutes of
Certified Public Accountants. [ was hired as a Public Utilities Analyst I by the Florida
Public Service Commission in June of 1979. [ was promoted to Public Utilities

Supervisor on June 1, 2001.

Q. Please describe your current responsibilities.
A. Currently, I am a Public Utilities Supervisor with the responsibilities of

administering the District Office and reviewing work load and allocating resources to
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complete field work and issue audit reports when due. I also supervise, plan, and conduct
utility audits of manual and automated accounting systems for historical and forecasted

data.

Q. Have you presented testimony before this Commission or any other
regulatory agency?
A, Yes. 1 have testified in several cases before the Florida Public Service

Commission. Exhibit KLW-1 lists these cases.

Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Florida Power
& Light Company (FPL or Utility) which addresses the Utility’s August 1, 2009 through
July 31, 2010 hedging activities. This audit report is filed with my testimony and is

identified as Exhibit KLW-2.

Q. Was this audit prepared by you or under your direction?

A, Yes, it was prepared under my direction.

Q. Please describe the work you performed in these audits.

A. We obtained a summary schedule of all financial futures, options and swaps that
were executed by the Utility for the 12-month period ended July 31, 2010. We
reconciled the monthly gain or loss to the Company’s filing. We traced these gains and
losses to the calculation of the average unit cost of gas and oil and to FPL’s books and
records. FPL’s accounting treatment of hedging gains and losses was verified to be in

compliance with Commission Order PSC-02-1484-FOF-EL issued October 30, 2002.
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We reviewed the Company’s external auditor’s reports and workpapers on
dertvative activity for the 12-month period ended July 31, 2010. We confirmed that
FPL’s accounting treatment is consistent with applicable FASB statements.

We obtained the monthly level of hedging gains and losses and verified that they
are consistent with the requirements of Commission orders and FPL’s Hedging Plans.
We traced the monthly hedging gains and losses to the supporting documents that were
used to prepare FPL’s filing. FPL provided the “Derivative Settlements-All Instruments”
report that shows the calculation of all gains and losses by deal options and swaps made
by each counter party. This report was traced to the filing. A sample of the September
2009 natural gas and heavy oil transactions were selected for testing. The deals sampled
were traced to confirmation letters, bank invoices, deal forms, and purchase statements.
In addition, the settle price was traced to Platts and NYMEX market data. In order to
trace the September 2009 gains and losses to the general ledger, account 151 Fuel
Inventory, we first reconciled the gains and losses to the “Monthly Gas Closing Report”
and “Allocation of Qil Financing Instrument” report, which, in turn, were reconciled to
the general ledger.

We obtained the 2009 Risk Management and the Planned Position Strategy (PPS)
procedures, which show the hedged targets by months. The natural gas and the heavy oil
actual percentage hedged were compared to the target hedged and verified to the specified
tolerance bands. If the actual percent hedged of a particular month was not within the
tolerance band, then a rebalance would be required. The rebalancing was implemented by
either purchasing or selling the swaps to meet the established targets. We verified and
recalculated the percent of hedge amounts and the rebalancing by month. No exceptions
were noted.

We verified that the Value at Risk Activities were within the transaction limits and
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authorization as stated in the Risk Management Plans.

We reviewed all of the invoices related to commission costs. No exceptions were
noted.

We obtained an organizational chart and identified new employees since August 1,
2009. We obtained FPL’s procedures related to the separation of duties and determined
the change in the procedures from August 1, 2009 to July 31, 2010. We also compared
the procedures and the employees to the prior audit to determine if any changes had been
made.

We obtained a detail report from FPL’s general ledger detailing the source of the
transactions. A sample of the various charges was reviewed to determine if the charges
were incremental in nature compared to prior years. We also reconciled the charges to

invoices, expense reports and payroll reports. No exceptions were noted.

Q. Does the staff audit report of Florida Power & Light Company which
addresses the Utility’s annual Hedging Information Report and marked as Exhibit
DDB-1 contain any findings noting any errors or exceptions taken by staff?

A. No it does not.

Q. Does this conclude your testimony?

A Yes it does.




Docket No. 100001-EI
History of Testimony
Exhibit KLW-1 Page 1 of 2

History of Testimony
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In re: Application for approval of rate increase in Lee County by Tamiami Villase Utility,
Inc., Docket No. 910560-WS

In re: Application for transfer of territory served by Tamiami Village Utility, Inc. in Lee
County to North Fort Myers Utility, Inc., cancellation of Certificate No. 332-S and

amendment of Certificate 247-S; and for a limited proceeding to impose current rates,

charges, classifications, rules and regulations, and service availability policies, Docket No.
940963-SU

In re: Application for a rate increase by General Development Utilities, Inc. (Port Malabar
Division) in Brevard County, Docket No. 911030-WS

In re: Dade County Circuit Court referral of certain issues in Case No. 92-11654
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from Econ Utilities Corporation to Wedgefield Utilities, Inc., Docket No. 960235-WS

In re: Application for increase in rates and service availability charges in [.ee County by
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Utilities Corp., Docket No. 070293-SU
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Office Of Auditing And Performance Analysis
Auditor’s Report

September 22, 2010

To: Florida Public Service Commission
Purpose

We have performed the procedures described later in this report to meet the agreed upon
objectives set forth by the Division of Economic Regulation in its audit service request. We
have applied these procedures to the Natural Gas and Heavy Oil Procurement report, filed
August 24, 2010, prepared by Florida Power & Light Company (FPL) on its Hedging Activities
in Docket No. 100001-EIL

This audit was performed following general standards and field work standards found in the .
AICPA Statements on Standards for Attestation Engagements. Our report is based on agreed
upon procedures, and the report is intended only for internal Commission use.




Docket No.: 100001-E]
Audit Report — Hedging

) Exhibit: KLW — 2, Page 4
Objectives And Procedures LR dE

Accounting Treatment

Objective: To verify that the accounting treatment for future option and swap contracts between
the utility and its counter parties are in compliance with the Commission Order and Rules and
other applicable Financial Accounting Standards Board (FASB) statements.

Procedures: We obtained a summary schedule of all financial futures, options and swaps that
were executed by the utility for the 12-month period ended July 31, 2010. We reconciled the
monthly gain or loss to the company’s filing. We traced these gains and losses to the calculation
of the average unit cost of gas and oil and to FPL’s books and records. FPL’s accounting
treatment of hedging gains and losses was verified to be in compliance with Commission Order
PSC-02-1484-FOF-E], issued October 30, 2002. We reviewed the company’s extemal auditor’s
reports and workpapers on derivative activity for the 12-month period ended July 31, 2010. We
confirmed that FPL’s accounting treatment is consistent with applicable FASB statements.

Objective: To verify that the level of hedging gains and losses associated with FPL’s
financial activities from August 2009 through July 2010 is consistent with the requirements of
Commission Order PSC-02-1484-FOF-EL issued October 30, 2002, applicable FASB statements
and FPL’s 2009 and 2010 Hedging Plans.

- Procedures:  We obtained the monthly level of hedging gains/losses and verified that they are
consistent with the requirements of Commission orders and FPL’s Hedging Plans. :

Gains and Losses

Objective: To reconcile the hedging results reported in the utility’s final July 31, 2010 filing to
FPL’s books and records.

Procedures: We traced the monthly hedging gains and losses to the supporting documents that

- were used to prepare FPL’s filing. FPL provided the “Derivative Settlements-All Instruments”
report that shows the calculation of all gains and losses by deal options and swaps made by each
counter party. This report was traced to the filing. A sample of the September 2009 natural gas

~ and heavy oil transactions were selected for testing. The deals sampled were traced to
confirmation letters, bank invoices, deal forms, and purchase statements. In addition, the settle
price was traced to Platts and NYMEX market data. In order to trace the September 2009 gains
and losses to the general ledger, account 151 Fuel Inventory, we first reconciled the gain and
losses to the “Monthly Gas Closing Report” and “Allocation of Qil Financing Instrument™ report,
which, in turn, were reconciled to the general ledger.
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Objective:  To verify that the quantities of gas, residual oil, and purchased power hedged are
within the limits, i.e. the percentage range, specified in FPL’s risk management plans.

Procedures: We obtained the 2009 Risk Management and the Planned Position Strategy (PPS)

_procedures, which show the hedged targets by months. The natural gas and the heavy oil actual
percentage hedged were compared to the target hedged and verified to the specified tolerance
bands. If the actual percent hedged of a particular month was not within the tolerance band, then
a rebalance would be required. The rebalancing was implemented by either purchasing or selling
the swaps to meet the established targets. We verified and recalculated the percent of hedge
amounts and the rebalancing by month. No exceptions were noted.

Value At Risk (VAR)

Objective:  To verify that the individual and group transaction limits and authorizafions set
forth in FPL’s 2009 and 2010 Risk Management Plans have been followed. '

Procedure: ~We verified that the VAR Activities were within the transaction limits and
authorization as stated in the Risk Management Plans.

Transaction Costs

Objective: To verify that the transaction cost associated with each financial hedging instrument,
which can be identified, is properly accounted for in the company’s books and records.

Procedure: The staff audit reviewed all of the invoices related to commission costs. No
exceptions were noted.

S ation Of Duties

Objective: '-I‘d verify that FPL has followed the procedures for separating duties related to the
front office, middle office and back office.

Procedures: We obtained an organizational chart and identified new employees since August 1,
2009. We obtained FPL’s procedures related to the separation of duties and determined the
change in the procedures from August 1, 2009 to July 31, 2010. We also compared the
procedures and the employees to the prior audit to determine if any changes had been made.
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Objective: To verify that the incremental hedging operating and maintenance expenses are
incremental in nature as set forth in PSC Order No. PSC 02-1484-FOF-EI.

Procedures: We obtained a detail report from FPL’s general ledger detailing the source of the
transactions. A sample, of the various charges, was selected and we determined if the charges
were considered to be incremental in nature in prior years. We also reconciled charges to
invoices, expense reports and payroll reports. No exceptions were noted.
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DIRECT TESTIMONY OF KATHY L. WELCH
Q. Please state your name and business address.
A. My name is Kathy L. Welch and my business address is 3625 N.W. 82nd Ave.,

Suite 400, Miami, Florida, 33166.

Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Public Utilities

Supervisor in the Office of Auditing and Performance Analysis.

Q. How long have you been employed by the Commission?

I have been employed by the Florida Public Service Commission since June, 1979.

Q. Briefly review your educational and professional background.

A. | have a Bachelor of Business Administration degree with a major in accounting
from Florida Atlantic University and a Masters of Adult Education and Human Resource
Development from Florida International University. I have a Certified Public Manager
certificate from Florida State University. I am also a Certified Public Accountant licensed
in the State of Florida, and I am a member of the American and Florida Institutes of
Certified Public Accountants. I was hired as a Public Utilities Analyst 1 by the Florida
Public Service Commission in June of 1979. 1 was promoted to Public Utilities

Supervisor on June 1, 2001.

Q. Please describe your current responsibilities.
A. Currently, I am a Public Utilities Supervisor with the responsibilities of

administering the District Office and reviewing work load and allocating resources to
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complete field work and issue audit reports when due. I also supervise, plan, and conduct

utility audits of manual and automated accounting systems for historical and forecasted

data.

Q. Have you presented testimony before this Commission or any other
regulatory agency?
A. Yes. I have testified in several cases before the Florida Public Service

Commission. Exhibit KLW-3 lists these cases.

Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Florida Public
Utilities Company (FPUC or Utility) which addresses the Utility’s True-Up for the Fuel
Adjustment Clause for the 12-months ended December 31, 2009. This audit report is

filed with my testimony and is identified as Exhibit KLW-4.

Q. Was this audit prepared by you or under your direction?

A. Yes, it was prepared under my direction.

Q. Please describe the work you performed in these audits.

A. We compiled a schedule of all increases to the general ledger and reconciled them

to the filing. We obtained the company billing summary reports for the kilowatt hours
(KWHs) sold by rate class for the year. We recalculated the revenue by applying the
Commission authorized fuel adjustment factor to the KWHs sold. We selected customer
bills from each rate class at random and recalculated them.

We traced the cost of fuel amounts to invoices. We reviewed the matenial “other
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cost” invoices to make sure they were in accordance with prior orders. We read the prior
audit report and prior relevant PSC Orders. We reviewed the general ledger and journal
entries to determine if the adjustments required from the previous audit and Commission
orders were made. We recalculated the true-up using the Wall Street Journal interest rates

and agreed the beginning balance to the prior ending balance.

Q. Please review the audit findings in this audit report, KLW-4, which addresses
the Fuel Adjustment Clause True-Up for the 12-months ended December 31, 2009.
A. There is one audit finding in the audit report that was provided for informational
purposes only. On January 26, 2009, Jefferson Smurfit (Smurfit-Stone) filed for
bankruptcy protection. Smurfit-Stone is a Schedule GSLD-1 customer. Although
GSLD1 customers get billed a fuel charge, the fuel revenue and fuel expense are the
same, offset each other in the filing, and do not effect the calculation of the over or under-
recovery of the fuel adjustment clause.

Due to the bankruptcy the utility had to send two bills, one for the part of the
month for the pre-bankruptcy and one for the part of the month for the post-bankruptcy.
The utility was able to bill more than what it would have if it had sent out one bill for the
month. The difference is due to the peak usage that was used in the last part of the month
which the Utility was able to bill. The total billed to this customer for January 2009 for
both pre-and post-bankruptcy was $258,778.40. However, if Smurfit-Stone had not had
the bankruptcy and FPUC had sent one bill, the bill would have been $158,630.32.
Because FPUC recovered $118.136.38 it only has a loss of $40,493.94 and not the
$140.642.02 billed for the pre-bankruptcy. The utility wanted to reduce the revenue
recorded from the actual billed amount to the amount that would have been billed if there

were no bankruptcy and only show an uncollectible of $40,493.94 instead of the
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$140,642.02 billed before the bankruptcy. Since the revenue and expense for the GSLD

offset, this has no effect on the calculation of the true up.

Q.

A.

Does this conclude your testimony?

Yes it does.
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Division) in Brevard County, Docket No. 911030-WS
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Lake Placid, L.P., Docket No. 020010-WS

In re: Application for rate increase in Marion, Orange, Pasco, Pinellas, and Seminole
Counties by Utilities, Inc. of Florida, Docket No. 020071-WS

In re: Petition for rate increase by Florida Power & Light Company, Docket No. 050045-EI

In re: Petition for issuance of a storm recovery financing order. by Florida Power & Light
Company, Docket No. 060038-EI

In re: Application for increase in wastewater rates in Monroe County by K W Resort
Utilities Corp., Docket No. 070293-SU
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OFFICE OF AUDITING AND PERFORMANCE ANALYSIS
AUDITOR’S REPORT

May 7, 2010

TO: FLORIDA PUBLIC SERVICE COMMISSION

We have performed the procedures enumerated later in this rep.ort t_o rpeet thg agre_ed
upon objectives set forth by the Division of Economic Regulation in its audit service
request. We have applied these procedures to the attached sch.eduies prepared by
Florida Public Utilities Company in support of its filing for the fuel adjustment clause.

This audit is performed following general standards and field work standards _found in
the AICPA Statements on Standards for Attestation Engagements. Our report is based
on agreed upon procedures and the report is intended only for internal Commission use.
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OBJECTIVES AND PROCEDURES:

Objective: To verify that the filing amounts agree with the general ledger.

Procedure: We scheduled all increases to the general ledger and reconciled them to
the filing.

Objective: To determine if fuel revenue and kilowatt hours (KWH) sold as filed agree
with the company books and are accurately recorded.

Procedure: We obtained the company provided, billing summary reports, for the KWHs
sold by rate class for the year. We recalculated the revenue by applying the
Commission authorized fuel adjustment factor to the KWHs sold. We selected
customer bills from each rate class at random and recalculated them.

Objective: To determine that the amounts recorded as cost of fuel agree with the
supplier invoices and that the costs are in accordance with prior Commission orders and
contracts.

Procedure: We traced the cost of fuel amounts to invoices. We reviewed the material
“other cost” invoices to make sure they were in accordance with prior orders.

Obijective: To determine if the prior year's adjustments were included on the company
books and in the fuel filing.

Procedures: We read the prior audit report and PSC Orders. We reviewed the
general ledger and journal entries to determine if the adjustments were made.

Objective: To determine if the true-up calculation and interest provision as filed was
properly calculated using the FPSC approved interest rates.

Procedure: We recalculated the true-up using the Wall Street Journal interest rates
and agreed the beginning balance to the prior ending balance.
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SUBJECT: BANKRUPTCY

AUDIT ANALYSIS: January 26, 2009, Jefferson Smurfit (Smurfit-Stone) declared
bankruptcy. They are a GSLD-1 customer. Although GSLD1 customers get billed a
fuel charge, the revenue and expense are the same and do not go in to the calculation
of the over or under-recovery.

Because the utility had to send two bills, one for the part of the month for the pre-
bankruptcy and one for the part of the month for the post-bankruptcy, the utility was able
to bill more than what it would have if it had sent out one bill for the month. The
difference is due to the peak usage being in the last part of the bill which they were able
to collect. The total billed to this customer for January 2009 for both pre and post
bankruptcy was $258,778.40. However, if Smurfit-Stone had not had the bankruptcy
and FPUC had sent one bill, the bill would have been $158,630.32. Because FPUC
recovered $118,136.38, they only have a loss of $40,493.94 and not the $140,642.02
billed for the pre-bankruptcy. The utility wanted to reduce the revenue recorded from
the billed amount to the amount that the actual bill would be and only show an
uncollectible of $40,493.94 instead of $140,642.02 billed before the bankruptcy. Since
the revenue and expense for the GSLD offset, this has no effect on the calculation of
the true up.

EFFECT ON THE GENERAL LEDGER: This finding is provided for informational
purposes only.

EFFECT ON THE FILING: This finding is provided for informational purposes only.
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MARIANNA DIVISION

Tolal System Sales - KWH
Total System Purchases - KW
Syslem Billing Demand - KW
Peak Billing Demand-Kw
Purchased Power Rales:
Energy/Environmental - $/CWH
Demand and Non-Fuel:
Capacity Charge - $/KWH
Transmission and Interconnection - $/KWH
Distribution Charge
Purchased Power Costs;
Base Fuel Costs
Subtotal Fuel Costs
DOemand and Non-Fuel Costs:
Capacity Charge
Transmission and Intercanection
Distribution Facilitles Charge (inct, FERG 11 chrg)
Meter Reading and Processing Charge
Sublotal Demand & Non-Fuel Costs
Total System Purchesed Power Costs
Special Costs
Tolal Costs and Charges
Ssles Revanues - Fuel Adjusiment Revenues:

Residential< .10088
Residential> 11085
Commaercial, Small 10259
Commercial, Large 09818
Industrial 08400
Outside Lighting Private 08112
Street Lighting-Public 08173
Tolal Fuel Revenues
Non-Fuel Revenues
Total Sales Revenue
KWH Sales:
Residential< RS
Residential> Lt
Commercial, Smai as
Commercial, Large aso
Industrial aswo
Outside Lighling-Private oL0L2
Stree! Lighting-Public 51,2,

Total KWH Sales
True-up Calculation:
Fuel Revenues
True-up Pravision for the Period - collect/{refund)
Gross Receipts Tax Refund
Fuel Revenue
Total Purchased Power Costs
True-up Provision for the Period
Interest Provision for the Peried
True-up and Interest Provision
Beginning of Perod
True-up Collected or (Refunded)
End of Perfod, Net True-up
10% Rule - Interest Provision:
Beginning True-up Amount

Ending True-up Amount Before Interest
Tolal Beginning and Ending True-up

Average True-up Amount
Average Annual Interast Rate
Monthly Average Interest Rate
Interest Provision

FLORIDA PUBLIC UTILITIES COMPANY

Schedule M1
CALCULATION OF PURCHASED POWER COSTS AND CALCULATION OF TRUE-UP AND INTEREST PROVISION
ESTIMATED FOR THE PERIOD: JANUARY 2009 - DECEMBER 2009
BASED ON TWELVE MONTHS ACTUAL
ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL
JANUARY FEBRUARY MARCH APRIL MAY JUNE JULY Auaust SEPTEMBER OCTOBER NOVEMBER DECEMBER Total
2000 1009 2008 2008 2008 2009 2009 2008 2008 2008 2000 2008
25,565,160 25,637,889 25,076,685 19,853 831 21,681,255 26,419,745 33,135,757 29,196,864 28,204,725 27,311,500 23,539,101 24,590,727 310,213,239
28,474,919 24,099,882 23,545343 22,679,387 27,126,426 33,879,707 32,306,341 31,785,756 29,494,785 26,767,445 23,598,371 29,474,077 334,222,438
97,944 97,944 97,844 97,944 97,944 97,044 97,044 97,944 97,944 97,844 97,944 97,944 1,175,328
64,674 64,731 64,540 64,981 65,510 65,739 65,600 65,980 65,277 64,914 64,518 65,277 781,741
0.06738 0.06726 0.06726 0.06726 0.06728 0.06726 0.06728 0.06726 0.06726 0.06728 0.06726 0.06726
835000  8.350000  8.350000 8350000 8.350000  8.350000 8.350000 8.350000  8.350000 8.350000  B.350000  8.350000
227708 227708 227708 2.27708 227708 227706 227706 227706 227708 227708 227706 2.27706
38,871 38,871 38,871 38,871 38,871 38,871 38,871 38,871 38,871 38,871 39,736 39,7236 468,182
1918895 1,677,952 1,583,620 1,525387 1824489 2278708 2178937 2137 869 1983782 1,800,344 1.587 196 1,982 389 22,479,278
1918695 1677952 1,583,630 1525387 1824488 2 278706 2,178,937 2137868 1,983 782 1,800,344 1,587 196 1982 380 22,479,376
817,832 817,832 817,832 817,832 817,832 817,832 817,832 817,832 817,832 817,832 817,832 817,832 9,813,984
147,267 147,398 146,961 144,748 148,170 91,848 149,375 150,240 148,640 142,962 146,911 148,640 1,714,156
36,819 40,264 40,094 40,022 39,981 40,198 40,528 40,456 40,425 40,208 41,578 41,357 482,018
775 775 775 775 175 775 775 775 775 775 775 775 9,300
1,002893 1,006,267 1,005,662 1,003,377 1,007,758 950,651 1,008510 1,009,302 1,007,672 1,001,867 1,007,094 1,008,604 12,019 458
2,921,388 2,684,219 2,589,292 2,528,764 2832247 3229357 3,187,447 3,147,172 2,901,454 2,802,211 2,504,280 2,990,093 34,498,834
511 491 39,081 (16,082) (529) 583 1,490 324 2,293 2916 265 6,800 39,043
2921899 2684710 2629273 2 512682 2831718 3229 940 3188937 3147496 2 993,747  2.805,127 2,594,555 2997793 34,537,877
_-‘—‘—-ﬂ—-l-——l—-&—._h_a_.—d_‘___‘__, e
796,764 803,934 783,367 666,624 683,763 766,136 850,923 819,482 800,076 775,035 718,038 755,150 9,220,192
458,882 524,653 398,099 130,674 179,732 363,525 733,489 519,635 452,410 378,539 207,024 328,244 4,674,908
217,191 224,581 225,633 181,955 194,982 238,131 305,564 275777 256,605 252,755 211,828 198,024 2,784,026
657,936 627,216 671,699 576,948 631,511 750,346 877,515 809,489 799,651 810,424 705,458 664,143 8,582,346
401,884 369,156 398,708 374,978 425,048 483,549 539,584 472,419 481,243 476,485 457 587 472,353 5,353,992
27,695 27,321 27,153 26,887 27,230 27,228 27,248 27,164 27,180 26,168 27,165 27,056 325,295
7,732 7,727 7,728 7.728 7.723 7.729 7,762 7.762 7,761 7,758 7,762 7,760 92,928
2,568,084 2,584,588 2,513,383 1,985,592 2,149,989 2637644 3,342,085 2,931,738 2,824,926 2,727,164 2,335,762 2,452,730 31,033,685
953,885 972,411 934,358 793,332 833,354 949,746 1,127,502 1,030,085 998,242 974,597 879,908 916,389 11,363,809
3,521,989 3556999 3447741 2758024 2,983,343 3587390 4,469,587 3,061,823 3823168 3701761 3215670 3.489.119 42,397 494
7901931 7972325 7,767,135 6,610,334 6,779,508 7506230 8,436,883 8,125,148 7,932,743 7,684,481 7128253 7,486,339 91,421,290
4,139,732 4,732,993 3,591,318 1,178,824 1,621,388 3279427 6,618,044 4,687,725 4,081,283 3,414,874 1,867,509 2,060,992 42,173,099
2,114,975 2,180,188 2,199,444 1,773.683 1,900,673 2,331,938 2978612 2,688,255 2,501,368 2,463,835 2,084,878 1,930,298 27,137,148
6,701,385 6,388,468 6,841,557 5,876,469 6,432,234 7,642,802 8,937,878 8,245,109 8,144,806 8,254,536 7,185,406 6,764,600 87,415,048
4,271,168 3,923,340 4,248,024 3985218 4,517,352  5139,088 5734624 5020808 5114,580 5,064,020 4,863,180 5,020,104 56,901,484
341,359 337,029 334,680 334,780 335,810 335,889 335,841 334,844 334,990 334,857 334,810 333,451 4,028,140
94610 84 548 94,527 94 525 94,490 94 571 94,975 94,975 94 875 94,917 94,974 94 943 1,137,030
25,565,160 25837889 25076,685 19.853.831 21681 255 26,419,745 33 135757 29,196,864 28,204 725 27,311,500 23539101 24.500,727 310,213,239
to Date
2,568,084 2,584,588 2,513,383 1,965,592 2,149,989 2,637,844 3,342,085 2,931,738 2,824,926 2,727,164 2,335,782 2,452,730 31,033,685
15,639 15,638 15,638 15,638 15,638 15,638 15,638 15,638 15,638 15,638 15,638 15,638 187,657
0 0 0 0 0 0 0 0 0 0 0 0 0
2,552,445 2568,950 2,497,745 1,949,954 2,134,351 2,622,008 3,326,447 2,916,100 2,809,288 2,711,526 2,320,124 2,437,092 30,846,028
2,921,899 2684710 2,629,273 2,512,682 2,831,718 3,229,940 3,188,937 3,147,495 2,993,747 2,805,127 2,594,555 2,997,793 34,537,877
(369,454)  (115,760) (131,528)  (562,728) (697,367) (607, 834) 137,510 (231,396)  (184,459) (93,601)  (274,431) (560,701) (3,691,849)
126 0 (58) (174) (308) (458) (518) (445) (444) (443) (425) (473) (3.620)
404,227 50,638 (49,484)  (165,432)  (712,696) (1.384,733) (1,987,487) (1,824,857) (2,051,080) (2,220,325) (2,298,731) (2,557,949) 404,327
15,639 15,638 15,638 15,638 15,638 15,628 15,638 15,638 15,628 15,638 15,638 15,638 187,657
50,638 (49484) (165432) (712 696) (1,394.733) (1,967,487) (1,834,857) (2,051,060) (2,220,325) (2,298,731) (2,557,949) (3103 485) (3,103,485)
-9.00%
404,327 50,838 (49,484)  (185432) (712,896) (1,394,733) (1,987,487) (1,834,857) (2,051,080) (2.220,325) (2,208,731) (2,557,949)
50,512 (49.484)  (165,374)  (712,522) (1,394.425) (1.987,029) (1,834,335) (2,050,615) (2,219,881) (2,298,288) (2,557,524) (3,103,012)
454,839 1154 (214,858)  (877,954) (2,107.121) (3,381,762) (3,821,826) (3,885,472) (4,270,941) (4,518,614) (4,856,256) (5,660,962)
227,420 577 (107,429) (438,977) (1,053,561) (1,690,881) (1,910,913) (1,942,736) (2,135,471) (2,259,307) (2,428,128) (2,830,481)
0.6650% 0.7700% 0.6500% 0.4750% 0.3500% 0.3250% 0.3250% 0.2750% 0.2500% 0.2350% 0.2100% 0.2000%
0.0554%  00842%  00542%  0039%  0.0292% 0.0271%  0.0271%  0.0229%  0.0208% 0.0198%  0.0175%  0.0167%
126 0 (58) (174) (308) (458) (518) (445) (444) (443) (425) (473)
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FLORIDA PUBLIC UTILITIES COMPANY Schedule F1
CALCULATION OF PURCHASED POWER COSTS AND CALCULATION OF TRUE-UP AND INTEREST PROVISION-EXCLUDING GSLD1
ACTUAL/ESTIMATED FOR THE PERIOD: JANUARY 2009 THROUGH DECEMBER 2009
BASED ON TWELVE MONTHS ACTUAL
- (EXCLUDES LINE LOSS , EXCLUDES TAXES)
EERNANDINA BEACH
ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL ACTUAL
Jan 2009 Feb 2009 Mar 2008 Apr 2009 May 2009 Jun 2009 Jul 2009 Aug 2009 Sep 2009 Oct 2008 Nov 2009 Dac 2009 Total
Total System Sales - KWH 31,620,704 31,870,058 32,502,785 28,043,137 28,284,081 33,047,280 40,848,116 38,034,806 35,287,075 32,678,631 27,000,794 27,137,057 387,455,413
CCA Purchasas - KWH 522,190 491,867 1,202,500 200,187 356,471 295,862 877,742 1,118,084 222,527 898,334 2,348,494 90,000 8,624,018
JEA Purchases - KWH 35,503,962 31,334,435 27,373,300 29,661,430 34,018,808 38,822,731 40,449,326 39,033,037 235,738,650 29,109,124 24,215 475 31,399,054 396 660,132
System Billing Demand - KW a7,171 99,187 77,190 67,648 69,709 82,387 89,288 98,338 75,088 8,220 54 586 75,887 954,462
DEMAND-KW-{netwark load) 118,955 126,320 89,192 80,508 87,031 108,095 111,868 103,811 97,671 98,504 73,169 98,547 1,191,762
Purchased Power Rales:
CCA Fual Costs - SKWH 0.05598 0.05598 0.05598 0.05508 0.05508 0.05598 0.05598 0.05598 0.05598 0.04483 0.04483 0.04483
Base Fuel Costs - $/KWH 0.05514 0.058514 0.05514 0.05514 0.05514 0.05514 0.05514 0.05514 0.05514 0.04416 0.04416 0.04416
Energy Charge ~ $KWH 0.00300 0.00300 0.00300 0.00300 0.01441 0.01441 0.01441 0.01441 0.01441 0.01523 0.01523 0.01523
Cemand snd Non-Fuel;
Demand Charge - $/KW 7.00 7.00 7.00 7.00 8,91 8.91 891 8.91 8.91 10.67 10.87 10.67
Oistribution Faclliles Charge - § 3887100 3887100 3887100 38,871.00 938,879.00 93887100 3BE7I.00 38871.00 038,871.00 38,871.00 39,736.00 38,736.00
Transmisslon Charge $/KW 1,51000 1.561000 1.51000 1,51000 1.51000 1.51000 1.51000 1.51000 1.51000 1,51000 1.51000 1.51000
Purchased Powar Costs: CCA Fuel Costs 29,232 27,523 67,316 11,205 19,055 16,563 49,136 62,589 12,457 40,179 105,283 4,035 445,473
JEA Base Fuel Cost 1,957,688 1,727,780 1,509,384 1,635532 1,875797 2,140,685 2,230,378 2,152,331 1,970,624 1285450 1,089.355 1,386 582 20,841,573
JEA Fusl Adjustment 106,512 94,003 82,120 88,084 501,491 559,438 582 875 562,478 514,993 443,332 368,802 478,208 4,383,235
Sublotal Fuel Costs 2,003,432 1849306 1,658,800 1735721 2397243 2716684 2862,387 2777369  2.498.074 1 768,970 1543440 1868825 25,770,281
Demand and Non-Fuel Costs:  Demand Charge 680,197 694,310 540,329 473,536 621,107 34,088 795,538 876,174 669,007 728,014 582,219 807,367 8,201,866
Distribution Facilites Charg 38,871 38,871 38,871 38,871 38,871 38,871 38,871 38,870 38,871 38,871 39,738 39,738 488,184
Transmission Charge 179,822 190,743 134,680 121,703 131,417 180,203 168,921 156,755 47,482 148,741 110,488 148,808 1,799,559
Sublotal Demand & Non-Fual Costs 8980690 023924 713880 634,110 791,305 933142 1,003,330 1,071,799 55360 015628 732441 095009 10,469,606 _
Total System Purchased Power Costs 2992122 2773230 2372680 2369831 3188638 3640828 3865717 3649198 3 53,434 2684596 2275881 2864734 36,2390 887
Less Direct Billng To GSLO1 Class: Demand 238,022 103,721 149,430 200,789 182,617 97,882 345,903 308,724 17,016 85,213 65,650 204,802 2,207,769
[ Y 448,513 380,876 404,828 357,405 392,472 348,344 353,889 414 667 314,789 208,380 241,224 346,414 4,192,759
Nel Purchased Power Costs 2,304,587 2,308,633 1,818,424 1,811,637 2613548 3,203,600 3,165825 3,127,807 2,721,649 2,391,023 1,069,007 2,313,518 28,748,359
Special Costs 3,461 579 38,350 23,851 17,441 1,487 519 3,942 2925 482 (60) 348 93,305
Total Costs and Charges 2308048 2309212 1856774 1835488 2630990 3205087 3166444 3131749 2724574 2301505 10660947 _ 2.313.860 29,842 8B4
Sales R = Fuel Adjustment R
RS« 08891 09431 831,759 900,859 872,318 811,757 858,229 980,801 1,103,491 1,084,408 1,033,975 995,814 873,451 826,708 11,151,750
RS> 09891 10430 430,735 574,565 445,289 242,724 320,200 578,003 1,039,178 785,878 718,456 611,830 327,097 294,580 8,368,533
as 0ares 09482 183,873 183,363 190,873 179,487 193,239 228,869 278,103 261,837 252,408 245,787 210,389 182,447 2,590,655
GsD 08441 09049 499,941 458,155 570,259 621,416 575,937 675,002 797,668 743,996 724,581 734,837 625,302 533,854 7,661,028
GSLD 08496 098118 158,877 154,661 181,867 167,876 185,120 196,043 206,242 200,353 196,253 191,402 183,770 168,878 2,200,940
oL 08834 07075 8,156 8,057 8,174 8,334 8,374 8,383 7,948 8,257 8,444 8,332 8,350 7.609 98,418
SLCSL 08838 07078 8,419 8,418 8877 6,485 6,684 8,681 8,881 8,678 6,895 6,680 8,696 6,719 78,490
Total Fuel Revenues (Excl, GSLD1) 2,119,560 2,286,078 2,275457 2,038,049 2145780 2,673,782 3,439,309 3,071,495 2,940,812 2,794,671 2245145 2,020,683 30,050,822
GSLO1 Fuel Revenues 00000 687,535 484,597 554,256 568,184 575,089 446,228 699,792 721,391 831,785 293,573 308,874 551,216 6,490,528
Non-Euel Revenues 917,642 953,899 940,957 837,816 868,217 971,191 1,182,195 1,112,740 1,054,452 1,002,335 878,601 830,082 11,559 807
Total Sales Revenus 3724737 3704375 3770670 3,434,059 3589086 4,091,199 5331296 49056268 4627,040 4090579 3.430,620  3.401,081 48,101,257
KWH Sales: RS« 9,570,951 10,365,670 9,937,038 8,698,936 9,079,205 10,399,576 11,702,370 11,286,958 10,963,333 10,558,710 9,265,073 8,766,548 120,594 366
RS> 4,445,142 5020453 4,564,129 2,356,076 3,069,843 5541470 0,962,885 7,534,413 8,888,034 5,865,786  3,135972 2,824,205 62,117,408 gﬁ g"
[} 2,090,826 2,084931 2,156,643 1,907,129 2,038,006 2,413,667 2,032,910 2,761,358 2661914 2501886 2220584 1,924,105 27,783.952 = a
GsD 5,922,832 5427783 6,802,983 6,080,274 6,384,310 7,459,017 8,814,485 8221412 8006872 8,120,211 6,010,809 5,809,280 84,930,248 E. T
asLo 1,867,680 1,820,420 2,058,820 1,917,940 2,030,840 2,150,680 2,262,560 2,197,980 2,152,980 2,009,760 2,125,740 1,850,440 24,535,820 = =
GSLD1 7,510,000 6,030,000 6,770,000 5,970,000 5480,000 4,870,000 4,960,000 5820000 4,400,000 3,430,000 4,030,000 5,670,000 64,950,000 R
oL 119,376 117,904 118,809 118,397 118,372 118,494 118,521 118,361 119,355 117,773 118,011 107,557 1,410,930 p: =
SL.CsL 93,897 93,897 94,385 94 385 . 94 385 94,385 94,385 94,344 94 587 94,506 84 605 94,922 1,132,682 - P,'
Total KWH Sales 31,620,704 31,870,058 32502 785 28,043,137 28,284,961 33,047,289 40848116 38034806 35287075 32 878,631 27,800,794 27,137,057 387,455 413 s o=
Truaup Caleulation (Excl, GSLOY): |
Fuel Revenues 2,119,560 2,288,079 2275457 2,038,048 2145780 2873782 2,439200 3071,495 294082 2794871 2245145 2,020,682 30,050,822 .|
Ttue-up Provision - collect/(refund) 37,988 37,989 37,989 237,604 237,604 237,604 237,604 237,604 237,604 237,604 237,604 237,604 2,252,400 = g
Gross Receipts Tax Rafund 0 0 Q 0 ] [} 0 0 [} -
Fusl Revenue 2,081,674 2,248,090 2,237,468 1,800,445 1,908,176 2,436,178 3,201,705 2,833,891 2,703,208 2,557,067 2,007,541 1,783,079 27,798,422 B P>
Net Purchased Powsr and Othet Fuel Costs 2,308,048 2309212 1856774 1,835488 2630,000 3205087 3166444 3 131,749 2724574 2391505 1968947 2313866 29,842 664 U'g &
Ttue-up Provision for the Pedod (226,474) (61,122) 380,694 (36,043)  (722,814) (768,889) 35,261 (297,858) (21,366) 165,562 38,594 (530,787) (2,044,242) o S
Interest Provision for the Period 615 845 652 600 401 235 200 103 192 241 275 261 4,510 . <4
Beginning of Petiod Trus-up and Interest Provisian 1,203,944 1,016,071 993,583 1,412,918 1,818,079 1,131,270 600,220 873,285 813224 1,029,654 1,433,081 1,709,534 1,203,944 _- =
True-up Collacted of (Refunded) 37,988 37,889 37,983 237,804 237,804 237,604 237,604 237,604 237,604 237,604 237,604 237,604 2,252,400 oo
End of Period, Net True-up and Int. Prov, 1,016,071 993583 1412918 1616079 1,131,270 600,220 873,285 813224 1020654 1433061 1709534 1416612 1,416,812 =
Beginning True-up Amount 1,203,944 1,016,071 993,583 1,412,918 1,616,079 1,131,270 600,220 873,285 813224 1,029,654 1,433,061 1,109,534
Ending Ttus-up Amount Before Interest 1015436 962,938 1412266 1615479 1,130,869 599,985 873,085  B13,031 1,020,482 1,432,820 1700269 1416.351 [1ow Rure eerem
Totat Beginning and Ending Ttus-up 2219400 2,009,009 2,405,849 3028387 2,746948 1,731,255 1,473,305 1686316 1,842,686 2,462,474 3,142,320 3,125,885 Provision:
Averags Trus-up Amount 1,109,700 1,004,505 1,202,925 1,514,199 1,373,474 865,627 736,652 843,158 921,343 1,231,237 1,571,160 1,562,942 3.91%
Average Annual Interest Rate 0.8650% 0.7700% 0.6500% 0.4750% 0.3500% 0.3250% 0.3250% 0.2750% 0.2500% 0.2350% 0.2100% 0.2000%
Interest Provision 815 845 6852 600 401 235 200 193 192 241 278 264
Exhibit No.

DOCKET NO. 100001-E|
Florida Public Utilities Compan
(CDY-1)

Page 2 of 4
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DIRECT TESTIMONY OF DONNA D. BROWN

Q. Please state your name and business address,

A. My name is Donna D. Brown, and my business address is 2540 Shumard Oak

Boulevard, Tallahassee, Florida, 32399.

Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Professional Accountant

in the Office of Auditing and Performance Analysis.

How long have you been employed by the Commission?

A. I have been employed by the Commission since February 2008.

Q. Briefly review your educational and professional background.
A. I graduated from Florida A&M University’s School of Business & Industry in 2006 with

a Bachelor of Arts degree in accounting.

Q. Please describe your current responsibilities.
A. Currently, 1 am a Professional Accountant with the responsibilities of managing
regulated utility financial audits. [ am also responsible for creating audit work papers and

programs to meet the specific purpose of each audit.

Q. Have you presented testimony before this Commission?

A, No.

Q. What is the purpose of your testimony today?
|
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A, The purpose of my testimony is to sponsor the staff audit report of Guif Power Company
(Gulf Power, the Utility, or the Company) addressing the Utility’s August 1, 2009 through July
31, 2010 hedging activities. This audit report is filed with my testimony and is identified as

Exhibit DDB-1.

Q. Was this audit prepared by you or under your direction?

A. Yes, it was prepared by me and other audit staff under my direction,

Q. Please describe the work you performed in this audit.

A. We reviewed the Risk Management Plan for Fuel Procurement filed by Gulf Power with
this Commission on August 4, 2009 in Docket No. 090001-El. We compared pricing strategy
included in the Risk Management Plan to the Hedging Reports for the 12 months ended July 31,
2010 as filed by the Utility on March 11, 2010 and August 13, 2010,

We obtained the Utility’s supporting detail of the hedging settlements for the 12 months
ended July 31, 2010. The support documentation was traced to the general ledger transaction
detail for Account No. 547-4. We reviewed the compliance of the hedging settlements to the
risk management plan and verified that the accounting treatment for the hedging transactions as
well as any transaction costs were consistent with the criteria established in Docket No. 011605-
EL

We reviewed the quantity limits, individual and group transaction limits and
authorizations as well as the procedures for separating duties related to the hedging program as
set forth in the Risk Management Plan. We obtained the Utility’s analysis of the monthly
percent of fuel hedged in relation to fuel burned. We reviewed the applicable average price of
the financial transactions settled and the average costs of natural gas purchased for the 12

months ending July 31, 2010. We noted compliance of the hedging transactions to the
2
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Risk Management Plan.

We reviewed the Coal Sales Agreement (CSA) and all court issued orders from the
United States District Court for the Southern District of Iflinois and the United States District
Court for the Northern District of Florida — Pensacola Division. We traced the litigation-related
adjustments to fuel costs from the monthly-filed Schedule A-1 to the general ledger and to the
supporting invoices from 2005 through July 2010. We noted that the United States District
Court for the Northern District of Florida — Pensacola Division granted Gulf Power’s Motion for
Partial Summary which stated that Coalsales LLC breached the CSA. The trial was held on
Tuesday, February 9, 2010. No orders awarding damages have been issued as of September 21,

2010. We determined that the litigation costs appeared to be reasonable and prudent.

Q. Docs the staff audit report of Gulf Power Company which addresses the Utility’s
annual Hedging Information Report and marked as Exhibit DDB-1 contain any findings
noting any errors or exceptions taken by staff?

A, No it does not.

Q. Does this conclude your testimony?

A. Yes it does.
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OFFICE OF AUDITING AND PERFORMANCE ANALYSIS
AUDITOR’S REPORT

September 28, 2010

TO: FLORIDA PUBLIC SERVICE COMMISSION

We have performed the procedures enumerated later in this report to meet the agreed upon
- objectives set forth by the Division of Economic Regulation in its audit service request dated
May 7, 2010. We have applied these procedures to the schedules prepared by Gulf Power
Company in support of its filing on August 13, 2010 for its Hedging Information Report, Docket
No. 100001-EL : '

This audit was performed following general standards and field work standards found in the
AICPA Statements on Standards for Attestation Engagements. '‘Qur report is based on agreed
upon procedures and the report is intended only for internal Commission use.
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OBJECTIVES AND PROCEDURES

Hedging Transaction and Information Report Verntfication

Objective: To review and verify the information presented in Gulf Power’s Natural Gas Hedging
Transactions Report filed with this Commission on March 11, 2010 and its Hedging Information
- Report filed with this Commission on August 13, 2010.

Procedures: The audit staff reviewed the 2009 and 2010 Risk Management Plans for Fuel
Procurement filed by Gulf Power with this Commission in Docket No. 090001-El. Audit staff

.compared pricing strategy included in the plan to the Hedging Reports for the twelve (12)
months ended July 31, 2010 as filed by the utility on March 11, 2010 and August 13, 2010,

Accounting Treatments for Financial Contracts

Objective: To verify that the accounting treatments for futures, options, and swap contracts
between Gulf Power Company and one or more counterparties are consistent with FPSC Order
No. PSC-02-1484-FOF-E], issued October 30, 2002, and as clarified by FPSC Order No. PSC-
08-0316-PAA-E], issued May 14, 2008 and FPSC Order No. PSC-08-0667-PAA-EI, issued
October 8, 2008. To reconcile the data included in the two Hedging Reports with the books and
records of the utility including gains (losses), option premiums, swap settlements as well as fees,
commissions, and other transaction costs associated with each fipancial hedging instrument.

Procedures: The audit staff obtained the utility’s supporting detail of the hedging settlements for
the twelve (12) months ended July 31, 2010. The support documentation was traced to the
general ledger transaction detail for Hedging, Account No. 547-4. The audit staff reviewed the
adherence of the hedging settlements to the risk management plan and verified that the

- accounting treatment for the hedging transactions as well as any transaction costs were consistent
with FPSC Order No. PSC-02-1484-FOF-E], issued QOctober 30, 2002.

Risk Management Plan

Objective: To verify that the quantities of gas, residual oil, and purchased power hedged are

- within the limits specified in Gulf Power’s 2009 and 2010 Risk Management Plans. Verify that
the individual and group transactions limits and authorizations set forth in the Risk Management
Plan have been followed as well as the utility’s procedures for separating duties related to its
hedging activities per the Hedging Plan. To verify that the hedging operating and maintenance
expenses associated with maintaining a non-speculative financial and/or physical hedging
program are incremental in nature as set forth in FPSC Order No. PSC-02-1484-FOF-EL, issued
October 30, 2002.

Pro_cedurés: The audit staff reviewed the quantity limits, individual and group transaction limits
and authorizations as well as the procedures for separating duties related to the hedging program
~ .as set forth in the Risk Management Plan. We obtained the utility’s analysis of the monthly
- percent of fuel hedged in relation to fuel burmed as well as the applicable average price of the
financial transactions settled and the average costs of naturdl gas purchased for the twelve (12)
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months ending July 31, 2010 and reviewed for reasonableness The audit staff noted adherence
of the hedging transactions to the Risk Management Plan.

Objective: To verify the litigation-related Adjusﬁnents to Fuel Costs that the utility has incinred
from 2005 through July 2010. To verify that such expenditures were reasonable and prudent.

Procedures: The audit staff reviewed the Coal Sales Agreement (CSA) and all court issued

orders from the United States District Court for the Southern District of Illinois and the United .
States District Court for the Northern District of Florida — Pensacola Division. We traced the
litigation-related Adjustments to Fuel Costs from the general ledger to the monthly-filed -

Schedule A-1 to the supporting invoices from 2005 through July 2010. We noted that the United
States District Court for the Northern District of Florida — Pensacola Division granted Guif
Power’s Motion for Partial Summary Judgment which stated that Coalsales LLC breached the
CSA. The trial was held on Tuesday, February 9, 2010. No orders awardmg damages have been

issued as of September 21, 2010. The audit staff determined litigation costs appeared reasonable
and prudent.
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DIRECT TESTIMONY OF RONALD A. MAVRIDES
Q. Please state your name and business address.
A. My name is Ronald A. Mavrides and my business address is 4950 West Kennedy Blvd.,

Suite 310, Tampa, Florida 33609.

Q. By whom are you presently employed and in what capacity?
A, I am employed by the Florida Public Service Commission as a Professional Accountant

in the Office of Auditing and Performance Analysis.

Q. How long have you been employed by the Commission?

A. I have been employed by the Florida Public Service Commission since October 2007.

Briefly review your educational and professional background.
A. In 1990, T received a Bachelor of Science degree from the University of Central Florida
with a major in accounting. I am also a Certified Government Auditing Professional and a

Certified Management Accountant.

Q. Please describe your current responsibilities.
A. I perform conservation, environmental, hedging, and staff-assisted rate case audits.

Also, I perform various other financial audits of electric, gas, and water and wastewater utilities.

Q. Have you previously presented testimony before this Commission?
A. Yes. I presented testimony in the Fuel and Purchased Power Cost Recovery Clause with

generating performance incentive factor Docket No. 090001-EI.
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Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Progress Energy
Florida, Inc. (PEF, Company, or Utility) which addresses the Utility’s August 1, 2009 through
July 31, 2010 hedging activities. The audit report is filed with my testimony and is identified as

Exhibit RAM-1.

Q. Was this audit prepared by you or under your direction?

A Yes, it was prepared by me.

Q. Please describe the work performed in this audit.

A. I reviewed PEF’s Hedging Information Reports filed on April 1, 2010 and August, 16,
2010. I examined the report for reasonableness and used it as a basis for our sample tests. I
requested a listing of each futures, options, and swap contracts executed by PEF for the 12-
month period covered by the Hedging Information Report. I requested the volumes of each fuel
PEF actually hedged using a fixed price contract or instrument. I tested 35 sample transactions,
choosing an array of transaction types throughout the 12-month period for each hedged fuel
type. 1 traced the transactions to the general ledger and trade tickets. 1 did not note any
exceptions.

I recalculated the gains and losses by multiplying the volume by the difference between
the fixed price and the settlement price from the trade tickets, and compared them to the
recorded gains and losses per the general ledger. I determined that the gains and losses flowed
through the fuel and purchased power cost recovery clause as either a charge or a credit as
required in Order No. PSC-02-1484-FOF-EI. When there was existing inventory, the inventory
account was adjusted, and when there was no existing inventory, the gains and losses flowed

through the fuel expense account.
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I obtained and reviewed PEF’s Risk Management Plan. I compared the percentage
limits of purchased power hedged in the Risk Management Plan with the actual volumes of
hedged burns. The actual volumes of hedged burns fall within the percentage limits delineated
in the Risk Management Plan.

I reviewed PEF’s written procedures for separation of duties related to hedging
activities. I reviewed the internal and external auditor’s workpapers addressing the separation
of duties and no exceptions were noted.

I randomly chose four transactions for the diesel fuel used to transport coal. I traced the
invoices to the inventory adjustment per the general ledger, and recalculated the gain and loss.
There was one error by PEF that was subsequently corrected and is discussed in audit finding 1.

I reviewed the existing tolling arrangements and tested all tolling transactions for one

vendor for one month by tracing the invoices to the general ledger.

Q. Please review the audit findings in this audit report, RAM-1, which addresses the
hedging activities of PEF from August 1, 2009 through July 31, 2010.

A There is one audit finding in the audit report. In my analysis of #2 oil used to transport
coal, I sampled a fixed swap from April 2010 and independently recalculated a gain that was
greater than that recorded on the trade invoice by the amount of $252. PEF informed us this
was an error caused by incorrectly using a waterborne settlement price, rather than the correct
pipeline settlement price. PEF made and provided a copy of an adjusting journal entry to

correct this error.

Q. Does this conclude your testimony?

A. Yes.
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OFFICE OF AUDITING AND PERFORMANCE ANALYSIS
AUDITOR’S REPORT

September 13, 2010

TO: FLORIDA PUBLIC SERVICE COMMISSION
Purpose

We have performed the procedures enumerated later in this report to meet the agreed upon
objectives set forth by the Division of Economic Regulation in its audit service request dated
May 14, 2010. We have applied these procedures to the hedging activities of Progress Energy
Florida, Inc. (PEF) in Docket No. 100001-EI for the 12-month period ended July 31, 2010.

This audit is performed following general standards and field work standards found in the
AICPA Statements on Standards of Attestation Engagements. This report is based on agreed
upon procedures and the report is intended only for internal Commission use.
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OBJECTIVES AND PROCEDURES:

ACCOUNTING TREATMENT :

Objectives: - To review and verify the information presented in Progress Energy Florida’s
Hedging Information Report filed on April 16, 2010. To verify that accounting treatment from
futures, options, and swap contracts between Progress Energy Florida and counterparties are
consistent with Order No. PSC-02-1484-FOF-EI, in Docket No. 011605-E], issued October 30,
2002, and as clarified by Order No. PSC-08-0316-PAA-EI.

Procedures: - We reviewed PEF’s Hedging Information Report as filed on August, 16, 2010,
We examined the report for reasonableness and used it as a basis for our sample tests. We
requested a listing of each futures, options, and swap contracts executed by PEF for the 12-
month period covered by the Hedging Information Report. We requested the volumes of each
fuel PEF actually hedged using a fixed price contract or instrument. We tested 35 sample
transactions, choosing an array of transaction types throughout the 12-month period for each
hedged fuel type. We traced the transactions to the general ledger and trade tickets. No
exceptions were noted.

GAINS AND LOSSES

Objective: - Verify that the gainsflosses associated with each financial hedging instrument that
PEF implemented is consistent with Order No. PSC-02-1484-FOF-EI in Docket No. 011605-EI,
issued October 30, 2002.

Procedures: - Using the trade tickets, we recalculated the gains/losses by multiplying the
volume by the difference between the fixed price and the settlement price, and compared them to
the recorded gains/ losses per the general ledger. We determined they flowed through the fuel
and purchased power cost recovery clause as either a charge or a credit as required in Order No.
PSC-02-1484-FOF-EI. When there was existing inventory, the inventory account was adjusted,
and when there was no existing inventory, the gains/losses flowed through the fuel expense
account.

HEDGED VOLUME AND LIMITS
Objective: - Verify that the quantities of gas, residual oil, and purchased power hedged are
within the percentage range, as represented in PEF’s Risk Management Plan.

Procedures: - We obtained and reviewed PEF’s Risk Management Plan. We compared the
percentage limits of purchased power hedged in the Risk Management Plan with the actual
volumes of hedged bums. The actual volumes of hedged burns fall within the percentage limits
delineated in the Risk Management Plan.
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SEPARATION OF OFFICE

Objective: - Review the PEF’s procedures for separation of duties related to hedging activities:
Front Office, Middle Office, and Back Office.

‘Procedures: - We reviewed PEF’s written procedures for separation of duties related to hedging

activities. We reviewed the internal and external auditor’s workpapers addressing the separation
of duties. No exceptions were noted.

- DIESEL FUEL AND TRANSPORATOIN FUEL SURCHARGES

Objective: - Review and verify the hedging information for diesel fuel and transportation fuel
surcharges that are part of its coal transportation agreements.

Procedures: - We randomly chose four transactions for the diesel fuel used to transport coal. We
traced the invoices to the inventory adjustment per the general ledger, and t.ecalculated the
gain/loss. There was one error by PEF that was subsequently corrected. See Finding 1.

LING ARRANGEMENTS . .
'(r)(]:j[:active: - To determine if there are any tolling arrangements, and if there are, review them. A

tolling arrangement involves providing natural gas to generators under purchased power
agreements, and receiving back the generated power for a fee.

Procedures: - We reviewed the existing tolling arrangements and tested all tolling transactions
for one vendor for one month by tracing the invoices to the general ledger.
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Audit Finding 1

Subject: Diesel Fuel and Transportation Fuel Surcharges

Audit Analysis: In our analysis of #2 oil used.to teansport coal, we saﬁled a rijl);;doiwtﬁz f::éz
A“ri; 2010 and independently recalculated a gain thal was greater than PtEr[ej‘co e e
v by the amount of $252. PEF informed us this was an error due to i n'ectF 1 2
mvt(::tﬁm{c settlement price, rather than the correct pipeline settlement price. PEF made an
wa o T ; _

provided a copy of an adjusting journal entry to correct this error

Effect on the General Ledger: None

Effect on the Filing: None
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DIRECT TESTIMONY OF DANIEL ACHEAMPONG
Q. Please state your name and business address.

A. My name is Daniel Acheampong and my business address is 4950 West Kennedy Blvd.

?

Suite 310, Tampa, Florida 33609.

Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Regulatory Analyst II in

the Office of Auditing and Performance Analysis.

Q. How long have you been employed by the Commission?

A. I have been employed by the Florida Public Service Commission since June 1, 2007.

Q. Briefly review your educational and professional background.

A. I received a Bachelor of Arts in Economics in 1997 from the University of Ghana, a
Bachelor of Science with a major in Accounting in 2003 and a Masters in Accounting in 2006
from the University of South Florida. I am also a Certified Public Accountant and an

Accounting Instructor at Strayer University.

Q. Please describe your current responsibilities.
A. I perform conservation, environmental, hedging, and staff-assisted rate case audits.

Also, I perform various other financial audits of electric, gas, and water and wastewater utilities.

Q. Have you previously presented testimony before this Commission?

A. No.
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Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Tampa Electric
Company (TECO, the Company, or the Utility) which addresses the Utility’s August 1, 2009
through July 31, 2010 hedging activities. The audit report is filed with my testimony and is

identified as Exhibit DA-1.

Q. Was this audit prepared by you or under your direction?

A. Yes, it was prepared by me.

Q. Please describe the work performed in this audit,
A. I reviewed the information presented in the Utility’s Hedging Information Reports that
were filed on April 1, 2010, and August 16, 2010.

1 interviewed TECO representatives concerning derivative and hedging activities with its
affiliates. Additionally, I reviewed TECO’s policy regarding separation of transaction costs
with its affiliates. The Utility declared that it does not participate in any financial hedges with
any of its affiliates. However, TECO hedged gas for both TECO and Peoples Gas (PGS), a
subsidiary of TECO. I reviewed the general ledger for TECO derivatives and hedging activities
as well as the Settled Report. I found that TECO and PGS maintain separate portfolios for their
hedging activities and the transaction costs are separate.

I scheduled all financial futures, options and swap contracts that were closed by the
Utility from August 1, 2009, through July 31, 2010. I reviewed the listing and selected samples
for further testing. 1 reviewed fourteen contracts with the International Swap Dealers
Association Inc., seven contracts with Credit Support and thirty-two confirmation contracts. 1
also reconciled the Settlement Report to the Utility’s general ledger and supporting invoices. I

tested invoices for the proper amount, proper approval procedures and proper periods. [

2
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reviewed the internal audit report and workpapers for the year 2009. I confirmed that the
accounting treatment is consistent with applicable FASB statements.

I audited one hundred percent of hedging gains and losses, 1 recalculated the gains and
losses by multiplying the traded volume by the differences between fixed price and settlement
price (NYMEX price). [ reconciled the calculated monthly gains and losses to the Utility’s
general ledger. I traced general ledger numbers to the Mark to Market Report and supporting
journal entries. I reconciled the general ledger amounts and the Mark to Market Report to the
Utility’s filing. I verified that the Utility’s accounting treatment of hedging gains and losses
complies with Commission Orders and Rules. However, I did discover an error in the
Company’s filing relating to the December 2009 numbers. Audit Finding 1 addresses this issue.

I reviewed the TECO hedging plan for 2009 and 2010. I obtained the actual
consumption from Bayside, Polk, City of Tampa, and the Big Bend power plants. Irecalculated
the total volumes and reconciled them to the Ultility’s filing. I recalculated the hedged
consumption from the Utility’s Settled Report. I recalculated the hedged percentage and
compared it to allowable minimum and maximum limits prescribed by the Risk Management
Plan on a monthly basis.

I reviewed the TECO Risk Management Plan regarding transaction limits. I selected a
sample from the Mark to Market Report and compared it to the established credit limits for
counterparties shown in the Credit Exposure Report. I compared the selected sample to the
individual transactional limit and found the company followed its plan. I also compared the
selected sample to the Utility’s preset limits.

I reviewed the Risk Management Plan and interviewed key personnel concerning their
activities as they related to the Risk Management Plan. [ followed up with observations. I
determined that there are adequate separations among the Front Office, Middle Office, and Back

Office.
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Q. Please review the audit findings in this audit report, DA-1, which addresses the
hedging activities of TECQO from August 1, 2009 through July 31, 2010.

A. There is one audit finding in the audit report. TECO filed its hedging results on April 1,
2010, and August 16, 2010, for the 2009 hedging year and the first half of 2010, respectively. I
determined that the gains and losses amount, the hedged volume, as well as the consumption
quantity in the filing for December 2009 did not reconcile to the Utility’s general ledger.
However, the general ledger and the Utility’s Settled Report did reconcile for December 2009,
It was determined that the Utility erroneously entered January 2010 numbers as December 2009
in its filing. This affected TECO’s gains and losses, consumption, and hedged volume amounts.
The Utility agreed to file a revised Filing for the 2009 hedging year. A proposed revised filing

is included in the audit workpapers.

Q. Does this conclude your testimony?

A. Yes.
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OFFICE OF AUDITING AND PERFORMANCE ANALYSIS
AUDITOR’S REPORT

September 14, 2010

TO: FLORIDA PUBLIC SERVICE COMMISSION
Purpose

We have performed the procedures described later in this report to meet the agreed upon
objectives set forth by the Division of Economic Regulation in its audit service request dated
May 7, 2010. We have applied these procedures to the results of Tampa Electric Company’s
hedging activities for the 12-month period ended July 31, 2010, in Docket No. 100001-EL

This audit was performed following general standards and ficldwork standards found in the
AICPA Statements on Standards for Attestation Engagements. This report is based on agreed
upon procedures and the report is intended only for internal Commission use.
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OBJECTIVES AND PROCEDURES

GENERAL

Objective: To verify that the Hedging information and results of Tampa Electric Company’s
(TEC or the Utility) hedging activities are consistent with the Utility’s hedging plan filed with
the Commission for the 12 month period ended July 31, 2010.

Procedure: We reviewed the information presented in the Utility’s Hedging Information
Reports that were filed on April 1, 2010, and August 16, 2010. Audit Finding 1 addresses this
issue.

Objectives: To verify if TEC participated in any derivatives and hedging activities with any of
its affiliates and how operating and maintenance expenses associated with maintaining financial
and/or physical hedging program are separated.

Procedures: We questioned TEC representatives whether the Utility participated in any
derivatives and hedging activities with any of its affiliates. Additionally, a request was made for
TEC’s policy regarding separation of transaction costs. The Utility representative stated that
TEC does not participate in any financial hedges with any of its affiliates. However, TEC
hedged gas for both TEC and Peoples Gas (PGS), a subsidiary of TEC. We reviewed the general
ledger for TEC derivatives and hedging activities as well as the Settled Report. We found that
TEC and PGS maintain separate portfolios for their hedging activities; hence, the transaction
costs are separate,

ACCOUNTING TREATMENT

Objective: To verify that the accounting treatment for futures, options, and swap contracts
between TEC and counterparties are consistent with Order No. PSC-02-1484-FOF-EI, other
Commission Rules, and other applicable Financial Accounting Standards Board (FASB)
statements.

Procedures: We obtained a scheduled of all financial futures, options and swap contracts that
were executed (closed) by the Utility from August 1, 2009, through July 31, 2010. We reviewed
the listing and selected samples for further testing. We reviewed fourteen Intemational Swap
Dealers Association Inc. (ISDA Master Agreements) contracts, seven Credit Support contracts
and thirty-two confirmation contracts. We also reconciled the Settlement Report to the Utility’s
general ledger numbers and supporting invoices. We tested invoices for proper amount, proper
approval procedures and proper periods. We reviewed the internal audit report and workpapers
for the year 2009. We confirmed that the accounting treatment is consistent with applicable
FASB statements.

GAINS AND LOSSES

Objective: To verify that the gains and losses associated with each financial hedging
instrument that TEC implemented is consistent with Order No. PSC-02-1484-FOF-EL, in
Docket No. 011605-EL issued on October 30, 2002.

Procedures: We audited one hundred percent of gains and losses. We recalculated the gains and
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losses by multiplying the traded volume by the differences between fixed price and settlement
price (NYMEX price). We reconciled the calculated monthly gains and losses to the Utility’s
general ledger. We traced general ledger numbers to the Mark to Market Report and supporting
journal entries. We reconciled the general ledger amounts and the Mark to Market Report to the
Utility’s filing. We verified that the Utility’s accounting treatment of hedging gains and losses
comply with Commission Orders and Rules except an error in the December 2009 number.
Audit Finding 1 addresses this issue.

HEDGED VOLUME AND LIMITS
Objective: To verify that quantities of gas, residual oil, and purchased power hedged are within
the limits of the percentage range specified in TEC’s Risk Management Plan.

Procedures: We reviewed the TEC hedging plan for 2009 and 2010. We obtained the actual
consumption from Bayside, Polk, City of Tampa, and the Big Bend plants; we recalculated total
volumes and reconciled it to the Utility’s filing. We recalculated the hedged consumption from
the Utility’s Settled Report. We recalculated the hedged percentage. We compared the actual
percentage hedged to allowable minimum and maximum limits prescribed by the Risk
Management Plan on a monthly basis. Audit Finding I addresses this issue.

Objective: To verify that the individual limits, group limits and authorizations set forth in the
TEC Risk Management Plan have been followed.

Procedures: We reviewed the TEC Risk Management Plan regarding transaction limits. We
selected samples from the Mark to Market Report and compared it to the established credit limits
for counterparties (Credit Exposure Report). We compared selected samples to the individual
transactional limit and found the company followed its plan. We also compared selected samples
to the Utility’s preset limits.

SEPARATION OF OFFICE
Objective: To verify that TEC has followed utility procedures for separating duties related to
hedging activities (Front Office, Middle Office, and Back Office) per its Hedging Plan.

Procedures: We reviewed the Risk Management Plan and requested key personnel from each
Office to answer a series of questions. We followed up with observation and interviews. We
determined that there are separations among the Front Office, Middle Office, and Back Office.
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AUDIT FINDING 1

SUBJECT: DERIVATIVES AND HEDGING RESULTS

AUDIT ANALYSIS: TEC filed their hedging results on April 1, 2010, and August 16, 2010, for
the 2009 hedging year and the first half of 2010, respectively. We determined that the gains and
losses amount, the hedged volume, as well as the consumption quantity in the filing for
December 2009 did not reconcile to the Utility’s general ledger amount. However, the gcn_cral
ledger amount and the Utility’s Settled Report do reconcile. It was determined that the Utility
erroncously entered January 2010 numbers as December 2009 in its filing. This affected TF:C’s
gains/losses, consumption, and hedged volume amounts. The Utility agreed to file a revised
Filing for the 2009 hedging year. A proposed revised filing is included in the audit workpapers.

EFFECT ON GENERAL LEDGER: None.

EFFECT ON FILING: Informational.




