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March 4, 2008 

STAFF'S DATA REQUESTS 

Re: Docket No. 080001-E1 - Fuel and purchased power cost recovery clause with generating 
performance incentive factor. 

Dear Mr. Butler: 

On January 3 1 ,  2008, you filed a petition with the Commission seeking approval of an 
alternative to hedging. You requested that the Commission reach a decision on the petition prior 
to May 1 , 2008. Accordingly, Commission staff is gathering information to assist i t  in preparing 
a recommendation for an upcoming Commission agenda. By this letter, the Commission staff 
requests that Florida Power & Light Company (FPL) provide responses to the following data 
requests. 

1. Currently, companies typically file hedging plans for the projected year in September of the current 
year. Companies also typically file the results of their hedging programs for the true-up year in April 
of the current year. 

A. What comments does FPL have regarding the timing of reports on hedging activities'? 

B. Should the Commission determine the prudence of utility hedging plans for the projected 
ycar? 

V "  2. With this next set of questions, staff is seeking to iindcrstand the rclationship of file1 procurement.. , , , 80 L x j  
1 -  

4. and hedging activities. :... y 
' :  cz x 2 2 m r. ,c z 
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B. Does an electric utility's participation in financial hedging provide it with infomiation that x. a o 
allows it  more accurate and timely price discovery and enhanced ability to evaluate specific 2 - 1 

3 u 
C J  0 - deals and proposals from suppliers? 

A. Does an electric utility's participation in financial hedging activities for residual oil andk:j 
natural gas make it  a more effective purchaser of residual oil and natural gas? Please explain. $ m  

u 

Q. 
L 
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NOTE: Please refer to the attached tables and graphs for the remaining questions. Table 1 shows 
NYMEX Last-Trading-Day Settlement Prices for the month-ahead and the following 17 months, for 
June 1996 through January 2008. Staff views the month-ahead price as the “current market price.” 
Table 2 shows the differences between the month-ahead settlement price and comparable month’s 
fbtures prices for from one to 17 months. Graphs 1.1 through 1.4 show the month-ahead prices and 
the same month’s futures prices for contracts purchased six, nine, twelve, and fifteen months earlier. 
Graphs 2.1 through 2.4 show the differences between the prices graphed in Graphs 1.1 through 1.4, or 
the difference from Table 2, for the six-month, nine-month, twelve month, and fifteen-month 
columns. 

3. Do the prices in Table 1 agree with the historical market prices used by FPL? If your response is 
no, please explain what the historical market prices are that are used by FPL. 

4. Does FPL agree that the differences in Table 2 and Graphs 2.1 through 2.4 resemble the hedgmg 
gains and losses that would have been realized over the 140-month period, had the Last-Trading-Day 
Settlement Prices been realized (ignoring transactions costs)? If your response is no, please explain. 

5.  Does FPL agree that, on the average, the differences in Table 2 and Graphs 2.1 through 2.4 
resemble the hedging gains and losses that would have been realized over the 140-month period, had 
the Last-Trading-Day Settlement Prices NOT been (exactly) realized? Explain your response. 

6. Does FPL agree that during the natural gas “price spikes” in 2000-2001 (all graphs), 2002-2003 (6- 
and 9-month graphs), and 2005-2006 (all graphs), large gains would have been realized by anyone 
purchasing futures contracts several months in advance and selling those contracts during the high- 
price periods? Explain your response. 

7. Does FPL agree that following the high-price periods, beginning in 2001 and again in 2003, losses 
would have been realized by anyone purchasing futures contracts several months in advance and 
selling those contracts during the lower-than-high-price periods (the periods immediately following 
the high-price periods)? Explain your response. 

8. Does FPL agree that immediately following the 2000-2001 and 2002-2003 price spikes, losses 
would have been realized for only about twelve months? Explain your response. 

9. Does FPL agree that between the each of the 2000-2001 and 2002-2003 price spikes and the 
twelve-month periods immediately following each of those periods, gains and losses would have 
roughly cancelled each other, and price stability would have resulted for anyone purchasing fiitures 
contracts several months in advance and selling those contracts during the lower-than-high-price 
periods, and using the gains and losses to offset “market price volatility”‘? Explain your response. 

10. Does FPL agree that losses are still occumng roughly 24 months after the 2005-2006 price spike‘? 
Explain your response. 

1 1 .  Can FPL tell LIS why, roughly 24 months after the 2005-2006 price spike, fiitures prices are still 
one to two dollars above their comparable current market prices? 
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12. Should another price spike occur in the near future, with regard to natural gas market prices and 
futures prices, does FPL think that the period following the spike would resemble the period following 
the 2000-2001 and 2002-2003 spikes, or the period following 2005-2006 price spike? Why? 

13. In canylng out hedging activities to achieve reduced price volatility, does FPL regard "volatility" 
as 1) unknown prices in hture periods, or 2) period-to-period price variability? 

14. Generally, the longer the refundrecovery period for rehnding over recoveries or recovering under 
recoveries, the smoother will be the period-to-period recovery factors. Agree? Explain your response. 

15. Is this truer for under recoveries than it is for over recoveries? 

16. If an under recovery is extraordinarily small (negative sign, large number of dollars) or an over 
recovery is extraordinarily large (positive sign, large number of dollars), what benefit is there to 
ratepayers deferring part of the amount beyond the next immediate recovery period? 

17. As future months draw nearer, if you realize that your natural gas (heavy oil) needs are going to be 
lower than anticipated when swaps were initiated, do you reverse your short positions to maintain 
your percentage of hedged MMBtu's (barrels)? 

Table 3 shows the estimated End-of-Period Total Net True-ups [Column (c)], estimated Total Fuel 
Revenue [Column(d)], and estimated Fuel Revenue Applicable to Period [Column (f)] for the last five 
years' reprojected estimates. The table also shows over-recovery percentages based on total revenue 
[Column (e)] and over-recovery percentages based on applicable revenue [Column (g)]. The percents 
are also based on reprojected estimates. 

18. 
dollar amounts. 

Do you agree that the amounts in Table 3 are correct for FPL? If not, please provide corrected 

19, Do you agree that the percents in Column (g) are calculated according to the mid-course percent 
method actopfeci in 2007 (Order No. PSC-07-0333-PAA-E1)? I f  not, please provide corrected 
percents. 

20. Although none of the four large IOU's have petitioned for mid-course corrections sincc early 
2003, do you agree that during the previous five years, your mid-course percents have been greater 
than I O  percent, at least at the times that some of the estimated revenues and expenses were 
"reproj ec ted. " If you disagree, please exp 1 ai n. 

2 1. Please indicate the years from 2003 through 2007 in which hedging gains or losses prevented the 
percents in columns (e) and (g) from being less than -10% or greater than + I O %  at the time that the 
estimates were reproj ec ted. 

22. Please indicate the years from 2003 through 2007 in which hedging gains or losses caused the 
percents in columns ( e )  and (g) to be greater than - I  0% or greater than + IO'%, at the time that the 
estimates were reprojected. 
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Please file the original and five copies of the requested information by Friday, March 14, 
2008, with Ms. Ann Cole, Commission Clerk, Office of Commission Clerk, 2540 Shumard Oak 
Boulevard, Tallahassee, Florida, 32399-0850. Please feel free to call me at (850) 413-6230 if 
you have any questions. 

Sincerely, 

Lisa C. Bennett 
Senior Attomey 

LCB:th 

cc: Office of Commission 
Division of Economic Regulation (McNulty, Lester) 
Docket 080001 -E1 - Parties 
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Graph 1.1 - Current Futures Prices and 
Prices of MMBtus Purchased 6 Months Earlier 
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Graph 1.2 - Current Futures Prices and 
Prices of MMBtcis Purchased 9 Months Earlier 
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Graph 1.3 - Current Futures Prices and 
Prices of MME3tus Purchased 9 Months Earlier 
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Prices of MMBhis Purchased 15 Months Earlier 
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Table I - Natural Gas Futures Prices 
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