
In re: Fuel and purchased power cost recovery 
clause with generating performance incentive 
factor. 

STAFF'S PREHEARING STATEMENT 

Pursuant to Order No. PSC-09-0142-PCO-E1, filed on March 6, 2009, the Staff of the 
Florida Public Service Commission files its Prehearing Statement. 
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a. All Known Witnesses 

Witness 
Tomer Kopelovich 
Ronald A. Mavrides 

Subject 
Issue 5B 
Issue 1B 

b. All Known Exhibits 

Exhibit Witness Description 
TK- 1 Tomer Kopelovich Audit of TECO's 2009 Hedging Activity 

RAM- 1 Ron Mavrides Audit of PEF's 2009 Hedging Activity 
August 1,2008 through July 3 1,2009 

August 1,2008 through July 3 1,2009 

C. Staffs Statement of Basic Position 

Staffs positions are preliminary and based on materials filed by the parties and on 
discovery. The preliminary positions are offered to assist the parties in preparing for the hearing. 
Staffs final positions will be based upon all the evidence in the record and may differ from the 
preliminary positions stated herein. 

d. 

ISSUE 1A: 

Staffs Position on the Issues 

Should the Commission approve as prudent, PEF's actions to mitigate the 
volatility of natural gas, residual oil, and purchased power prices, as reported in 
PEF's April 2009 and August 2009 hedging reports? 
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ISSUE 1B: 

POSITION: 

STAFF: 

Should the Commission approve PEF’s 2010 Risk Management Plan? 

No position at this time. 

Florida Power & Light Company 

ISSUE2A: Should the Commission approve as prudent, FPL’s actions to mitigate the 
volatility of natural gas, residual oil, and purchased power prices, as reported in 
FPL’s April 2009 and August 2009 hedging reports? 

POSITION: 

STAFF: 

ISSUE 2B: 

POSITION: 

STAFF: 

ISSUE 2C: 

No position at this time. 

Should the Commission approve FPL’s 2010 Risk Management Plan? 

No position at this time. 

With respect to the February 26, 2008 outages, should FPL or its customers be 
responsible for replacement power costs associated with the outages? 

POSITION: 

STAFF: Pursuant to agreement between OPC and FPL, this issue should be considered in 
the 2010 fuel docket. Staff will defer the audit of the additional fuel costs 
incurred related to the February 26, 2008, electrical disturbance. FPL should 
maintain all records supporting the power purchased as a result of the disturbance 
so that staff can verify the cost and allocation methodology used to determine 
replacement power due to the outage and not for planned maintenance. Staff 
audit request number 26 is only the first request to address this issue and should 
not be interpreted as the basis for limiting records which must be maintained for 
the 2010 audit. In addition, FPL should be ready to provide in the first quarter of 
2010, FPL employees that will be able to explain and discuss how these 
calculations were developed, including, but not limited to, the methodology, the 
rationale, and the inputs. 
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Florida Public Utilities Company 

ISSUE 3A: Has FPUC pursued all reasonable avenues to protect its ratepayers from mid- 
course increases in fuel and demand charges from JEA in 2009? 

POSITION: 

STAFF: No position at this time. 

ISSUE3B: Should the Commission approve FPUC’s proposal to use a portion of storm 
hardening revenues to mitigate increases to customers in the Northwest Division? 

POSITION: 

STAFF: No position at this time. 

Gulf Power Company 

ISSUE 4A: Should the Commission approve as prudent, GULF’s actions to mitigate the 
volatility of natural gas, residual oil, and purchased power prices, as reported in 
GULF’s April 2009 and August 2009 hedging reports? 

POSITION: 

STAFF: No position at this time. 

ISSUE 4B: Should the Commission approve GULF’s 2010 Risk Management Plan? 

POSITION: 

STAFF: 

ISSUE 4C: 

No position at this time. 

Should the Commission approve GULF’s proposal to include the costs associated 
with construction and operation of the Perdido Landfill Gas to Energy Facility in 
the fuel clause? 

POSITION: 

STAFF: No position at this time. 
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ISSUESA: 
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Should the Commission approve as prudent, TECO’s actions to mitigate the 
volatility of natural gas, residual oil, and purchased power prices, as reported in 
TECO’s April 2009 and August 2009 hedging reports? 

POSITION: 

STAFF: 

ISSUE 5B: 

POSITION: 

STAFF: 

No position at this time. 

Should the Commission approve TECO’s 2010 Risk Management Plan? 

No position at this time, 

GENERIC FUEL ADJUSTMENT ISSUES 

ISSUE 6: What are the appropriate actual benchmark levels for calendar year 2009 for gains 
on non-separated wholesale energy sales eligible for a shareholder incentive? 

POSITION: 

STAFF: 

ISSUE 7: 

No position at this time. 

What are the appropriate estimated benchmark levels for calendar year 2010 for 
gains on non-separated wholesale energy sales eligible for a shareholder 
incentive? 

POSITION: 

STAFF: 

ISSUE 8: 

No position at this time 

What are the appropriate fuel adjustment true-up amounts for the period January 
2008 through December 2008? 

POSITION: 

STAFF: 

ISSUE 9: 

No position at this time. 

What are the appropriate fuel adjustment true-up amounts for the period January 
2009 through December 2009? 

POSITION: 
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STAFF: No position at this time. 

ISSUE 10: What are the appropriate total fuel adjustment true-up amounts to be 
collectedhefunded from January 2010 to December 2010? 

POSITION: 

STAFF: 

ISSUE 11: 

No position at this time 

What is the appropriate revenue tax factor to be applied in calculating each 
investor-owned electric utility’s levelized fuel factor for the projection period 
January 2010 through December 2010? 

POSITION: 

STAFF: 

ISSUE 12: 

No position at this time 

What are the appropriate projected net fuel and purchased power cost recovery 
and Generating Performance Incentive amounts to be included in the recovery 
factor for the period January 2010 through December 2010? 

POSITION: 

STAFF: 

ISSUE 13: 

No position at this time. 

What are the appropriate levelized fuel cost recovery factors for the period 
January 2010 through December 2010? 

POSITION: 

STAFF: 

ISSUE 14: 

No position at this time 

What are the appropriate fuel recovery line loss multipliers to be used in 
calculating the fuel cost recovery factors charged to each rate clasddelivery 
voltage level class? 

POSITION: 

STAFF: 

ISSUE 15: 

No position at this time 

What are the appropriate fuel cost recovery factors for each rate clasddelivery 
voltage level class adjusted for line losses? 

POSITION: 



STAFF’S PREHEARING STATEMENT 

PAGE 6 
DOCKETNO. 090001-E1 

STAFF: No position at this time. 

ISSUE 16: What should be the effective date of the fuel adjustment charge and capacity cost 
recovery charge for billing purposes? 

POSITION: 

STAFF: No position at this time. 

COMPANY-SPECIFIC GENERATING PERFORMANCE INCENTIVE FACTOR 
ISSUES 

Progress Energy Florida, Inc. 

No company-specific issues for Progress Energy Florida, Inc. have been identified at this time. 
If such issues are identified, they shall be numbered 17A, 17B, 17C, and so forth, as appropriate. 

Florida Power & Light Company 

No company-specific issues for Florida Power & Light Company have been identified at this 
time. If such issues are identified, they shall be numbered 18A, 18B, 18C, and so forth, as 
appropriate. 

Gulf Power Company 

No company-specific issues for Gulf Power Company have been identified at this time. If such 
issues are identified, they shall be numbered 19A, 19B, 19C, and so forth, as appropriate. 

Tampa Electric Company 

No company-specific issues for Tampa Electric Company have been identified at this time. If 
such issues are identified, they shall be numbered 20A, 20B, 20C, and so forth, as appropriate. 

GENERIC GENERATING PERFORMANCE INCENTIVE FACTOR ISSUES 

ISSUE 21: What is the appropriate generation performance incentive factor (GPIF) reward or 
penalty for performance achieved during the period January 2008 through 
December 2008 for each investor-owned electric utility subject to the GPIF? 

POSITION: 

STAFF: No position at this time. 
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ISSUE22: What should the GPIF targetshanges be for the period January 2010 through 
December 2010 for each investor-owned electric utility subject to the GPIF? 

POSITION: 

STAFF: No position at this time. 

COMPANY-SPECIFIC CAPACITY COST RECOVERY FACTOR ISSUES 

Progress Energy Florida, Inc. 

ISSUE 23A: Has PEF included in the capacity cost recovery clause, the nuclear cost recovery 
amount ordered by the Commission in Docket No. 090009-EI? 

POSITION: 

STAFF: 

Florida Power & Light Company 

No position at this time. 

ISSUE 2 4 A  Has FPL included in the capacity cost recovery clause, the nuclear cost recovery 
amount ordered by the Commission in Docket No. 090009-E1? 

POSITION: 

STAFF: No position at this time. 

Gulf Power Company 

No company-specific issues for Gulf Power Company have been identified at this time. If such 
issues are identified, they shall be numbered 25A, 25B, 25C, and so forth, as appropriate. 

Tampa Electric Company 

No company-specific issues for Tampa Electric Company have been identified at this time. If 
such issues are identified, they shall be numbered 26A, 26B, 26C, and so forth, as appropriate. 

GENERIC CAPACITY COST RECOVERY FACTOR ISSUES 

ISSUE 27: What are the appropriate capacity cost recovery true-up amounts for the period 
January 2008 through December 2008? 

POSITION: 

STAFF: No position at this time. 
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ISSUE 28: What are the appropriate capacity cost recovery true-up amounts for the period 
January 2009 through December 2009? 

POSITION: 

STAFF: 

ISSUE 30: 

No position at this time. 

What are the appropriate total capacity cost recovery true-up amounts to be 
collected/refunded during the period January 2010 through December 2010? 

POSITION: 

STAFF: No position at this time. 

ISSUE 31: What are the appropriate projected net purchased power capacity cost recovery 
amounts to be included in the recovery factor for the period January 2010 through 
December 2010? 

POSITION: 

STAFF: 

ISSUE 32: 

No position at this time. 

What are the appropriate jurisdictional separation factors for capacity revenues 
and costs to be included in the recovery factor for the period January 2010 
through December 2010? 

POSITION: 

STAFF: No position at this time. 

ISSUE 33: What are the appropriate capacity cost recovery factors for the period January 
2010 through December 2010? 

POSITION: 

STAFF: No position at this time. 

e. Stipulated Issues 

Staff is not aware of any stipulated issues at this time. 
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f. 

h. 

1. 

Pending Motions 

Staff has no pending motions at this time. 

Pending Confidentialitv Claims or Requests 

Staff has no pending requests for confidentiality at this time. 

Obiections to Witness Oualifications as an Expert 

Staff has no objections to any witnesses' qualifications at this time. 

Compliance with Order No. PSC-09-0142-PCO-E1 

Staff has complied with all requirements of the Order Establishing Procedure entered in 
this docket. 

Respectfully submitted this C"day of @Chdbcr ,2009. 

G 
Senior Attorney 
FLORIDA PUBLIC SERVICE COMMISSION 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 
(850) 413-6230 
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CONFIDElPTIAL TAW A ELECTRIC COMPANY 
DOC!:ET NO. 090001-El 
ANNUAL RISK MANAGEMENT REPORT 
PAGE 3 OF 6 
FILER APRIL 3,2009 

Tampa Electric:. 
Natural Gas Rbk Management Acthrltles 

Consistent with Tampa Electric's non-spe:ulative risk management plan 
objective, Tampa Electric's natural gas hedging plan provided price stability and 
certainty during 2008. The net gain is a com3ination of large gains during the 
summer offset by losses during the mild win'er at the beginning of 2008 and 
losses due to low prices during the economic idownturn at the end of 2008. The 
gains during the summer were the result of a dramatic rise In the price of all 
energy commodities. including natural gas. T h  losses at the beginning of 2008 
were driven primarily by the mild winter of 2C07/2008 that allowed natural gas 
prices to decrease. The losses at the end of 2008 were due to the severe and 
abrupt economic downturn that reduced demand for natural gas; as a result, the 
@*- f natural gas dropped dramatically during the third and fourth quarters of 

To enhance its physical reliability of gas supply. Tampa Electric has increased its 
natural gas storage capabilitles since summer 2005, and in 2008, the company 
maintained this storage capacity at 225.000 MMEtu. The storage provides 
Tampa Electric with improved access to "intraday" natural gas when an 
operatlonal need arises, provides Improved huricane coverage, and can'be used 
to cost-effictively manage swings in gas supriy needs,during extreme weather 
conditions, weekends and holidays. 

Tampa Electric also continues to improve its: p sical access to natural gas 
supply by diversifying its receipt points along the Gulf Coast and other areas 
when opportunities arise. 
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TAMPA ELECTRIC COMPANY 
FUEL PROCUREMENT AND WHOLESALE POWER PURCHASES 

RISK MANAGEMENT PLAN 
2009 

Introduction 

Tampa Electric serves its retail customers’ electricity needs through a portfolio of 
generation and wholesale purchases. Tampa Electric’s generation fuel mix is a 
balanced blend of coal and natural gas. While fuel mix diversity enhances long-term 
rmliaWty, fb r-liance on natvral gas can potenti$ly increase variation in fuel prices 
The company’s risk management activities reduce the impact of price uncertainty and 
volatility to the Fuel and Purchased Power Cost Recovery Clause. 

1. Qualitative and Quantitative Risk Management Objectives 

A. Qualitative objectives: Tampa Electric’s goals in managing risks 
associated with fuel or power purchases are focused on minimizing supply 
risk to ensure reliability of electric service to its customers at a reasonable 
price. To the extent that price risk can be reduced without compromising 
supply reliability or imposing unnecessary costs on its customers, Tampa 
Electric is committed to executing strategies to accomplish its risk 
management goals. 

Quantitative objectives: Tampa Electric’s quantitative objective is to 
prudently manage its fuel and wholesale energy procurement activities to 
minimize the variance from projected expenditures while taking advantage 
of cost-saving opportunities that do not result in increased supply risk. 
Tampa Electric has established a portfolio of fuel and purchased power 
products with creditworthy counterparties for known volumes and prices. 

11. Oversight 8 Reporting of Fuel Procurement Activities 

The company provides its fuel and wholesale energy procurement activities with 
independent and unavoidable oversight. 

A. The TECO Energy Board of Directors established an Energy Risk 
Management Policy (“Risk Policy”). This policy governs all energy 
commodities transacting activity at each of TECO Energy’s operating 
units. The scope of the policy includes: 
- Roles and responsibilities of various persons and functions with 

respect to risk management 
- Authorized transacting activity 

1 



- Risk limits 
- Valuation and data management 
- Credit risk management 
- Reporting 
- Compliance and enforcement 

The Risk Policy established the Risk Advisory Committee (‘RAC“). The 
responsibilities of the RAC include the following: 

B. 

Reviewing the Risk Management Policy periodically and 
recommending changes and enhancements for approval by the 
Board of Directors (“Board) 
Reviewing corporate risk limits for recommendation to the Board 
Within Board approved corporate risk limits, establishing the 
quantitative limits for operating companies. The RAC may, at its 
discretion, delegate approval of sub-limits to operating company 
management 
Approving parameters for counterparty credit limits and the 
allocation of limits among the operating companies 
Establishing guidelines for risk management and measurement 
Overseeing and reviewing the risk management process and 
infrastructure 
Reviewing and approving transacting strategies proposed by the 
operating companies 
Understanding and approving methodologies used for valuation 
and risk measurement 
Reviewing and approving corporate and operating company risk 
limits 
Establishing credit underwriting standards, and monitoring credit 
risk-taking activities and related exposures 
Reviewing risk reports, including portfolio risk summaries and 
profitability and performance summaries 
Enacting, maintaining, and enforcing limit violation and trader 
misconduct policies 
Taking appropriate courses of action when the risk position of a 
transacting group has exceeded or is approaching the established 
limits 
Reviewing and approving new risk management products 
Presenting periodic reports to the Board or its committees 

C. TECO Energy established a corporate risk management function (“middle 
office”), which is overseen by the Director of Independent Risk Oversight. 

2 lo-3 
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D. Tampa Electric established additional oversight or control mechanisms to 
ensure compliance with policies and procedures. The following practices 
provide checks and balances on procurement activities. 

- Fuel and wholesale energy procurement activities are conducted in 
accordance with company guidelines, including review by the 
operating stations, Environmental Health and Safety Department 
and other management. 
All agreements are formalized in a written contract that is reviewed 
by the company's Legal Department. 
The contracts are reviewed by the Corporate Credit Manager of 
I kLu tneryy 5 Energy KISK Management Depanment lor potential 
credit risks and incorporation of appropriate credit protection. 
The company maintains approval authority restrictions based on 
tern and value of the transaction. 
Payments of invoices under each contract are settled by an 
independent department, approved by the Manager(s) and/or 
Director of the Wholesale Marketing and Fuels Department, and 
reviewed by the Regulatory Accounting Department. 
Each transaction is eligible for review by outside, internal and 
regulatoly auditors. 
Implementation of an information system that provides transaction 
authority control, credit monitoring. mark-to-market and value-at- 
risk analysis and other key controls. 

In accordance with the Risk Policy, Tampa Electric established commodity 
transaction limits for related commodity transactions. 
- The Risk Authorizing Committee reviews and approves commodity 

transaction limits on an individual basis. 
The limits include commodity, physical or financial, tenor (time 
limit), and dollar amount. 
Only a few individuals, all manager level or above, are authorized 
to execute financial hedging transactions. 

- 

- 

- 

- 

- 

- 

E. 

F. Tampa Electric's Fuels Management Department has updated and 
formalized its policies and procedures. The key elements of its policies 
and procedures are: 
- Financial hedging of fuel commodities are for mitigation of risk to 

fuel price uncertainty and volatility. 
- Hedging will be conducted in a manner consistent with the Risk 

Management Plan approved by the Risk Authorizing Committee. 
- Execution of hedges under the Risk Management Plan will be 

consistent with approved transaction limits for authorized 
transactors. 
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Duties will be separated to assure sufficient control over hedging 
transactions. 
Hedging activity will be monitored regularly and reported at least 
once a month to insure consistency with the Risk Management 
Plan. 

Reports are generated that summarize the fuel procurement activities of 
the company. These include monthly financial reports produced by 
Regulatory Accounting, FERC Electric Quarterly Reports, FERC Form 1, 
FERC Form 580, FERC Form 423, FPSC A schedules and FPSC E 
schedules. In addition, position and mark-to-market reports are produced 
and reviewed by the Director of independent Risk Oversight. Tile 
appropriate entries and related disclosures are made in the company's 
books and records as required by accounting standards. 

G. 

111. Risk Assessment 

In its Risk Policy, TECO Energy has identified the following types of risks for its 
commodity portfolio: 

A. Market Risk 

Market risk is the potential change in value of a commodity contract caused by 
adverse changes in market factors (price and volatility). The following are types 
of market risk. 

Price Risk: Price risk refers to the uncertainty associated with changes in 
the price of an underlying asset. For instance, if a company has a short 
position in the market (e.g., needs to meet load requirements by 
purchasing electricity or natural gas), it will be susceptible to price 
increases. Conversely, if a company is in a long position (e.g., excess 
generation or natural gas supply), it is exposed to decreases in market 
prices. Tampa Electric manages its price risk using physical and financial 
hedges. 

In 2009, Tampa Electric is subject to limited price risk related to variation 
in coal prices. That price risk is mitigated in part because the company 
has already contracted for most of its expected coal needs at known 
prices. Expected market conditions do not currently require further price 
risk mitigation, for the reasons described in Section IV of this plan. 

Tampa Electric evaluated its exposure to changes in the price for natural 
gas in 2009 based on the forward price and estimated uncertainty in the 
price of natural gas and the company's expected usage under both low 

4 
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and high price natural gas 

purchased power costs 

This exposure 

expenditures 
decrease in the low nd total fuel and 

the company may implement to limit its exposure. Tampa Electric's 
hedging strategy with respect to natural gas is outlined in Section IV of this 
plan. 

Tampa Electric's expected expenditures for purchased power have an 
'ur 2GGS. Tainpa EiectriL's 

hedging strategy with respect to h purc as ower is outlined in Section IV 
open posiiioi~ of approxiinateiy 

of this plan. 

Tampa Electric requires small quantities of fuel oil and maintains a 
contract that eliminates its supply risk. Due to the small quantities of fuel 
oil needed for generation, the cost impact caused by price risk is minimal 
and is therefore not quantified. 

Time Spread Risk: This is the risk that the relationship between two 
points (Le., one month versus six months) on the forward curve changes. 
Because the shape of the fuel or electricity forward curve changes to 
reflect the market's expectations of spot and future fuel or electricity 
prices, the relationship between any two points on the curve is not always 
constant. Because of the nature of its business Tampa Electric has little 
reason or opportunity to offset energy commodity requirements in one 
month with resources delivered in another month. Therefore, time spread 
risk is not a significant issue for Tampa Electric. 

Liquidity Risk: Liquidity risk is associated with the lack of marketability of 
a commodity. It includes the risk of an adverse cost or return variation 
stemming from the lack of marketability of a financial instrument. Liquidity 
risk may arise because a given position is very large relative to typical 
trading volumes of like commodity and contract tenor, or because market 
conditions are unsettled. Liquidity risk is usually reflected in a wide bid- 
ask spread and large price movements in response to any attempt to buy 
or sell. A firm facing the need to quickly unwind a portfolio of illiquid 
instruments may find it necessary to sell at prices far below fair value. 
Tampa Electric is not exposed to liquidity risk for natural gas financial 
instruments since the company does not purchase instruments for resale. 
Tampa Electric does have some liquidity risk for wholesale power 
transactions since the Florida market has a limited number of participants. 
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Basis Risk: Basis risk is the risk exposure due to a difference in 
commodity value between different delivery points. Electricity markets are 
regional. Prices can be different at different locations because of 
differences in both supply costs and the cost of transmission between the 
two locations. These price differences are dynamic, primarily due to 
changes in transmission availability between the two locations. Due to the 
stability of the coal market. Tampa Electric’s negligible use of oil, and the 
indexing of its natural gas contract pricing, basis risk is not a significant 
issue for the company. 

ruiidaiiieiliAiy, 1iiarkt.i lid< is creaied by Lite exishtLe of “opei-i” posiiioris. Ai 
open position is the difference between an existing requirement and the ability to 
meet that requirement with existing resources. 

B. Volume Risk 

Volume risk is the potential adverse economic impact of unanticipated changes 
in supply or demand. Tampa Electric faces supply risk, because there is 
uncertainty associated with the availability of generating units or fuel availability 
for those units. If a generating unit fails, Tampa Electric must replace the power 
with another unit‘s generation or with purchased power at market prices. Tampa 
Electric also fa,ces demand risk since there is uncertainty associated with 
customer demand, and thus uncertainty in the determination of the fuel or energy 
purchase volumes necessary to supply such demand. Tampa Electric’s volume 
risk for fuel and purchased power in 2009 is managed operationally and through 
contract terms enforcement, including appropriate legal remedies, should a party 
default. 

C. Credit Risk 

Credit risk is the risk of financial loss due to a counterparty‘s failure to fulfill the 
terms of a contract on a timely basis. It includes both settlement risk associated 
with payment for fuel or energy received, as well as potential risk, which reflects 
the risk that the counterparty defaults on an obligation to provide or receive fuel 
or energy. Credit risk depends on the probability of counterparty default, the 
concentration of credit exposure with a small number of counterparties, the total 
amount of exposure, and the volatility of markets. Tampa Electric’s credit risk will 
vary based on the number of its trading counterparties and the mark-to-market 
value of its hedge transactions. Tampa Electric’s existing credit risk is minimal 
since it uses a wide variety of counterparties, and has systems and processes in 
place to monitor and control Credit Risk. 
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D. Administrative Risk 

Administrative risk is risk of loss associated with deficiencies in a company's 
internal control structure and management reporting due to human error, fraud or 
a system's inability to adequately capture, store and report transactions. The 
company has consistently maintained appropriate administrative controls for 
entering and administration of commodity transactions. 

IV. Risk Management Strategy and Current Hedging Activity 

different types of risk that are applicable to the company's operation. 
T,. ,,pa - Ciedtric's rid, iirii>agslmet'tt strategy ib designed io iimii exposure lo 

Market Risk 

Tampa Electric's potential market risk is the result of open positlons in four 
commodities: 

- Coal 
- Natural Gas 
- Fuel Oil 
- Purchased Power 

System energy requirements during 2009 are projected to be served in the 
proportions shown in the following table. 

Percent of 
Commodity System Energy 

Coal 50 
Natural Gas 37 
No. 2 Oil <I 
No. 6 Oil <I 
Purchased Power 13 

Eased on Tampa Electric's assessment of market risk factors, the company has 
implemented the market risk management strategies described below. 

Coal. Tampa Electric has contracted for most of its expected coal needs 
for 2009 through bilateral agreements with coal producers. The company 
provided the projected amounts in both tons and dollars in its 2009 
projection filing submitted September 2, 2008. The coal market has 
experienced significant price increases in 2008, and prices are expected 
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to remain near 2008 levels in 2009. Low-sulfur coal prices increased to a 
greater degree than Illinois Basin coal prices, and Tampa Electric's ability 
to utilize the high-sulfur, Illinois Basin coal in its units has reduced its 
exposure to price volatility. While the Illinois Basin has recently 
experienced production difficulties due to tabor and geologic issues, it is a 
region where coal production may increase relatively quickly to respond to 
increased needs. As a result, Tampa Electric's coal volume risk in 2009 is 
diminished. Tampa Electric's contracts with suppliers incorporate legal 
remedies in the event of default, which address volume risk. 

Fuel Oil. In 2009, Tampa Electric will continue to purchase its fuel oil 
needs a1 indexed mat-ket prices. Oii represents less ihan one percent of 
the company's needs on a GWH basis, and therefore, associated price 
risk is minimal. Tampa Electric maintains a contract with a local supplier to 
deliver all of its needs, which mitigates supply risk. 

Natural Gas. Tampa Electric continues to implement prudent financial 
hedging strategies for natural gas requirements. In 2008, the company 
used swap agreements-the exchange of a payment tied to the value of a 
natural gas index for a fixed payment-to hedge natural gas. In keeping 
with the company's approved risk management plan, Tampa Electric plans 
to hedge a significant percentage of ii%tbWtmWjp&yrgl gas usage in 
2009. 

Tampa Electric uses the forward pricing information of the New York 
Mercantile Exchange ('NYMEX") natural gas forward price curve in 
developing natural gas price hedging strategy. Tampa Electric also 
subscribes to energy consulting setvices that provide information about 
underlying issues affecting the availability and price of natural gas and 
other commodities. The purpose of Tampa Electric's natural gas hedge 
plan is to reduce natural gas price volatility by utilizing financial 
instruments relying on three key variables: price, volume and time. 

Tampa Electric projects prices during the company's annual fuel 
budgeting process. The volume of natural gas that the company will 
hedge falls between a minimum and a maximum percentage of the 
expected natural gas burn. The percentages vary according to the time 
remaining until the contract month. 

Tampa Electric's approved Risk Management Plan describes the following 
key elements of the company's natural gas hedging strategy: (1) natural 
gas prices can be hedged up to 24 months into the future; (2) nearer 
months can be hedged for a greater percentage of the expected volume 
than outer months; and (3) natural gas options can be used for financial 
hedging. 
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Currently, Tampa Electric estimates over =percent of its total 2008 
natural gas purchases will be covered by financial hedges. T 
of these hedges is estimated to be a w f  approximately 
For 2009, Tampa Elegric has approximately 28 percent h 
currently estimated- 

Purchased Power. Total forecasted purchased power for 2009 is 2,753 
GWH. As of August 2008, Tampa Electric has physically h e d g e d m  
percent of its 2009 expected purchased power need 
scheduled purchased power agreements. The remaining 

purchased from as-available cogenerators or on the short-term, non-firm 
market for economy purposes, which are not hedged. The table below 
shows the expected spot purchased power amounts by month 

W e i ~ t ' n i  ui XLS w,*LasieJ vviio~esala eneiyy 

EXPECTEDPURCHASES 
2009 

Open Projected 
Total Position Open Transaction Open 

Purchases Purchases Position Pnce Position 
(MWh) (MWh) (96 of Total) ($/MWh) 6) 

The company's purchased power contracts include a fuel component; 
therefore, Tampa Electric has exposure to fuel price risk for its wholesale 
energy purchases, particularly for purchased power supplied from natural 
gas-fired generation. Tampa Electric does not currently hedge wholesale 
energy transactions with financial instruments due to the lack of a liquid, 
published wholesale energy market and appropriate available instruments. 
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Tampa Electric is responsible for fuel delivery on new purchased power 
contracts that began in 2008 and 2009. Tampa Electric is not currently 
including these contract volumes in its hedging portfolio. Once Tampa 
Electric has more experience with these contracts, the company will 
reassess whether this natural gas volume should be added to its natural 
gas hedge portfolio. 

In summary, Tampa Electric's planned operations in 2009 result in nominal 
market risk associated with coal and fuel oil. Non-price risks associated with 
natural gas and purchased power are also minimal. Therefore, while the 
company continues to evaluate risk for all fuel and energy commodity 
ti.ans;aciions, ii is ciiiitfrlily iocused on mitigating the pick lisk &so&&xJ with 
natural gas and purchased power. 

Volume Risk 

Hedging of volumetric risk is problematic due to a limited number of viable 
financial hedging instruments. Tampa Electric has identified the following 
hedges. 
- Maintaining appropriate inventory stockpiles provides a physical hedge 

against volume risk. 
- "Swing" contracts enable the buyer to take variable volumes up to a 

predefined limit. 
- Full requirement contracts enable the buyer to take any volume up to total 

usage. 

Tampa Electric uses inventory swing contracts and full requirements contracts 
where needed commodity volumes are small and in situations where commodity 
volumes are unpredictable in volume and/or timing. Other alternatives will 
continue to be identified, assessed and imolemented as necessary. 

Credit Risk 

TECO Energy's credit risk management process is composed of the following 
primary steps. 

Gather counterparty information for initial evaluation 
Assess counterparty creditworthiness and assign credit limit 
Determine credit collateral requirements, as needed 
Request, review and monitor contractual requirements, legal 
covenants, collateral documents and credit provisions 
Quantify counterparty exposure and measure against approved limits 
Monitor counterparty and credit support provider qualities 
Prepare credit exposure reports on a daily basis that are reviewed prior 
to entering into transactions 
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Administrative Risk 

Tampa Electric maintains energy trading risk management systems and 
processes to efficiently track, monitor and evaluate hedging activities. Tampa 
Electric's administrative processes and system controls have passed repeated 
internal and external (Sarbanes-Oxley) audits. 
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Introduction 

Tampa Electric services its retail customers’ electricity needs through a portfolio of 
generation and wholesale purchases. Since the completion of the Bayside Station in 
2004, Tampa Electric’s fuel mix in its generation has been a balanced blend of coal and 
rwtcwl gss. While fue! mix divwsit)? enhances long-tem reliability, the reliance on 
natural gas can potentially increase variation in fuel prices. The company’s risk 
management activities reduce the impact of price volatility to the Fuel and Purchased 
Power Cost Recovery Clause. 

1. Qualitative and Quantitative Risk Management Objectives 

A. Qualitative objectives: Tampa Electric’s goals in managing risks 
associated with fuel or power purchases are focused on minimizing supply 
risk to ensure reliability of electric service to its customers at a reasonable 
price. To the extent that price risk can be reduced without compromising 
supply reiiabilily or imposing unnecessary costs on its customers, Tampa 
Electric is committed to executing strategies to accomplish its risk 
management goals. 

8. Quantitative objectives: Tampa Electric’s quantitative objective is to 
prudently manage its fuel and wholesale energy procurement activities to 
minimize the variance from projected expenditures while taking advantage 
of cost-saving opportunities that do not result in increased supply risk. 
Tampa Electric has established a portfolio of fuel and purchased power 
products with creditworthy counterparties for known volumes and prices. 

II. Oversight 8 Reporting of Fuel Procurement Activities 

The company provides its fuel and wholesale energy procurement activities with 
independent and unavoidable oversight. 

A. The TECO Energy Board of Directors established an Energy Risk 
Management Policy (“Risk Policy”). This policy governs all energy 
commodities transacting activity at each of TECO Energy’s operating 
units. The scope of the policy includes: 
- Roles and responsibilities of various persons and functions with 

respect to risk management 
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- Authorized transacting activity 
- Risk limits 
- Valuation and data management 
- Credit risk management 
- Reporting 
- Compliance and enforcement 

The Risk Policy established the Risk Advisory Committee (‘RAC”). The 
responsibilities of the RAC include the following: 
- Reviewing the Risk Management Policy periodically and 

recommending changes and enhancements for approval by the 
Board of Directors (“Board) 

- Reviewing corporate risk limits for recommendation to the Board 
- Within Board approved corporate risk limits, establishing the 

quantitative limits for operating companies. The RAC may, at its 
discretion, delegate approval of sublimits to operating company 
management 

- Approving parameters for counterparty credit limits and the 
allocation of limits among the operating companies 

- Establishing guidelines for risk management and measurement 
- Overseeing and reviewing the risk management process and 

infrastructure 
- Reviewing and approving transacting strategies proposed by the 

operating companies 
nderstanding and approving methodologies used for valuation 
nd risk measurement E eviewing and approving corporate and operating company risk 

limits 
- Establishing credit underwriting standards, and monitoring credit 

risk-taking activities and related exposures 
- Reviewing risk reports, including portfolio risk summaries and 

profitability and performance summaries 
- Enacting, maintaining, and enforcing limit violation and trader 

misconduct policies 
- Taking appropriate courses of action when the risk position of a 

transacting group has exceeded or is approaching the established 
limits 

- Reviewing and approving new risk management products 
- Presenting periodic reports to the Board or its committees 

TECO Energy established a corporate risk management function (“middle 
office“), which is overseen by the Director of Independent Risk Oversight. 

B. 

C. 
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D. Tampa Electric established additional oversight or control mechanisms to 
ensure compliance with policies and procedures. The following practices 
provide checks and balances on procurement activities. 

- Fuel and wholesale energy procurement activities are conducted in 
accordance with company guidelines, including review by the 
operating stations, Environmental Health and Safety Department 
and other management. 
All agreements are formalized in a written contract that is reviewed 
by the company's Legal Department. 
The contracts are reviewed by the Corporate Credit Manager of 
TECO Energy's Energy Risk Management Department tor potential 
credit risks and incorporation of appropriate credit protection. 
The company maintains approval authority restrictions based on 
term and value of the transaction. 
Payments of invoices under each contract are approved by the 
Manager(s) and/or Director of the Wholesale Marketing and Fuels 
Department and reviewed by the Regulatory Accounting 
Department. 
Each transaction is eligible for review by outside, internal and 
regulatory auditors. 
Implementation of an information system that provides transaction 
authority control, credit monitoring, mark-to-market and value-at- 
risk analysis and other key controls. 

In accordance with the Risk Policy, Tampa Electric established commodity 
transaction limits for related commodity transactions. 

Tampa Electric's Wholesale Marketing and Fuels D e ~ & ' i ! i , & t / ~ f ~ ~  
and formalized its policies and procedures. 

- 
- 

- 
- 

- 

- 

E. 

F. 

G. Reports are generated that summarize the fuel procurement activities of 
the company. These include monthly financial reports produced by 
Regulatory Accounting, FERC Electric Quarterly Reports, FERC Form 1, 
FERC Form 580, FERC Form 423, FPSC A schedules and FPSC E 
schedules. In addition, position and mark-to-market reports are produced 
and reviewed by the Director of Independent Risk Oversight. The 
appropriate entries and related disclosures are made in the company's 
books and records as required by accounting standards. 

111. Risk Assessment 

In its Risk Policy, TECO Energy has identified the following types of risks for its 
commodity portfolio: 
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A. Market Risk 

Market risk is the potential change in value of a commodity contract caused by 
adverse changes in market factors [price and volatility). The following are types 
of market risk. 

Price Risk: Price risk refers to the uncertainty associated with changes in 
the price of an underlying asset. For instance, if a company has a short 
position in the market (e.g., needs to meet load requirements by 
purchasing electricity or natural gas), it will be susceptible to price 
increases. Conversely, if a company is in a long position (e.g., excess 
yeiieiatiun UI ilalblai yas aupply), i t  is exposed LO dt;ireas&s ill i i iaikd 
prices. Tampa Electric manages its price risk using physical and financial 
hedges. 

In 2007, Tampa Electric is subject to limited price risk related to variation 
in coal prices. That price risk is mitigated in part because the company 
has already contracted for most of its expected coal needs at known 
prices, Expected market conditions do not currently require further price 
risk mitigation, for the reasons described in Section IV of this plan. 

Tampa Electric evaluated its exposure to changes in the price for natural 
gas in 2008 based on the forward price and estimated uncertainty in the 
price of natural gas and the company's expected usage under both low 
and high price natural gas cases. As expected, natural gas expenditures 
decrease in the low case by an esti a ed and total fuel and 
purchased power costs decrease by lower prices. In 
the high case, natural gas expenditures increase by an estimated 

and the total fuel and purchased power costs increase by 
This exposure estimate does not take into account any hedges m pany may implement to limit its exposure. Tampa Electric's 

hedging strategy with respect to natural gas is outlined in Section IV of this 
plan. 

open position of or 2008. Tampa Electric's 

of this plan. 

m mt 

Tampa Electric's expected power have an 

hedging strategy in Section Iv 

Tampa Electric requires small quantities of fuel oil and maintains a 
requirements contract that eliminates its supply risk. Due to the small 
quantities of fuel oil needed for generation, the cost impact caused by 
price risk is minimal and is therefore not quantified. 
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Time Spread Risk: This is the risk that the relationship between two 
points (Le., one month versus six months) on the forward curve changes. 
Because the shape of the fuel or electricity forward curve changes to 
reflect the market's expectations of spot and future fuel or electricity 
prices, the relationship between any two points on the curve is not always 
constant. Because of the nature of its business Tampa Electric has little 
reason or opportunity to offset energy commodity requirements in one 
month with resources delivered in another month. Therefore, time spread 
risk is not a significant issue for Tampa Electric. 

Liquidity Risk: Liquidity risk is associated with the lack of marketability of 
cuinrnucliiy. 11 indudes tile risk uf an auvelse cost or l~eiull i  variation 

stemming from the lack of marketability of a financial instrument. Liquidity 
risk may arise because a given position is very large relative to typical 
trading volumes of like commodity and contract tenor, or because market 
conditions are unsettled. Liquidity risk is usually reflected in a wide bid- 
ask spread and large price movements in response to any attempt to buy 
or sell. A firm facing the need to quickly unwind a portfolio of illiquid 
instruments may find it necessary to sell at prices far below fair value. 
Tampa Electric is not exposed to liquidity risk for natural gas financial 
instruments since the company does not purchase instruments for resale. 
Tampa Electric does have some liquidity risk for wholesale power 
transactions since the Florida market has a limited number of participants.' 

Basis Risk: Basis risk is the risk exposure due to a difference in 
commodity value between different delivery points. Electricity markets are 
regional. Prices can be different at different locations because of 
differences in both supply costs and the cost of transmission between the 
two locations. These price differences are dynamic, primarily due to 
changes in transmission availability between the two locations. Due to the 
stability of the coal market, Tampa Electric's negligible use of oil, and the 
indexing of its natural gas contract pricing, basis risk is not a significant 
issue for the company. 

Fundamentally, market risk is created by the existence of "open" positions. An 
open position is the difference between an existing requirement and the ability to 
meet that requirement with existing resources. 

B. Volume Risk 

Volume risk is the potential adverse economic impact of unanticipated changes 
in supply or demand. Tampa Electric faces supply risk, because there is 
uncertainty associated with the availability of generating units or fuel availability 
for those units. If a generating unit fails, Tampa Electric must replace the power 
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with another unit's generation or with purchased power at market prices. Tampa 
Electric also faces demand risk since there is uncertainty associated with 
customer demand, and thus uncertainty in the determination of the fuel or energy 
purchase volumes necessary to supply such demand. Tampa Electric's volume 
risk for fuel and purchased power in 2007 is managed operationally and through 
contract terms enforcement, including appropriate legal remedies, should a party 
default. 

C. Credit Risk 

Credit risk is the risk of financial loss due to a counterparty's failure to fulfill the 
terms of a contract on a timely basis. It includes both settlement risk associated 
with payment for fuel or energy received, as well as potential risk, which reflects 
the risk that the counterparty defaults on an obligation to provide or receive fuel 
or energy. Credit risk depends on the probability of counterparty default, the 
concentration of credit exposure with a small number of counterparties. the total 
amount of exposure, and the volatility of markets. Tampa Electric's credit risk will 
vary based on the number of its trading counterparties and the mark-to-market 
value of its hedge transactions. Tampa Electric's existing credit risk is minimal 
since it uses a wide variety of counterparties, and has systems and processes in 
place to monitor and control Credit Risk. 

D. Administrative Risk 

Administrative risk is risk of loss associated with deficiencies in a company's 
internal control structure and management reporting due to human error, fraud or 
a system's inability to adequately capture, store and report transactions. The 
company has consistently maintained appropriate administrative controls for 
entering and administration of commodity transactions. 

IV. Risk Management Strategy and Current Hedging Activity 

Tampa Electric's risk management strategy is designed to limit exposure to 
different types of risk that are applicable to the company's operation. 

Market Risk 

Tampa Electric's potential market risk is the result of open positions in four 
commodities: 

- Coal 
- Natural Gas 
- Fuel Oil 
- Purchased Power 
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System energy requirements during 2008 are projected to be served in the 
proportions shown in the following table. 

~~ 

Percent of 
Commodity System Energy 

Coal 
Natural Gas 
No. 2 Oil 
No. 6 Oil 
Purchased Power 

48 
39 
<1 
<I 
12 

Based on Tampa Electric’s assessment of market risk factors, the company has 
implemented the market risk management strategies described below. 

Coal. Tampa Electric has contracted for most of its expected coal needs 
for 2008 through bilateral agreements with coal producers. The company 
provided the projected amounts in both tons and dollars in its 2008 
projection filing submitted September 4, 2007. Tampa Electric’s contracts 
with suppliers incorporate legal remedies in the event of default, which 
address volume risk. In addition, the coal market is expected to remain 
relatively stable for Tampa Electric in 2008. Tampa Electric’s ability to 
utilize high-sulfur, Illinois Basin coal in its units reduced its exposure to 
price volatility because the Illinois Basin coal has  maintained relatively 
stable pricing in comparison to low-sulfur coals. In addition, the Illinois 
Basin is a region where coal production may increase relatively quickly to 
respond to increased needs. As a result, Tampa Electric’s coal volume 
risk in 2008 is minimal. Tampa Electric has  continued to strengthen its 
credit review process. Newly established agreements incorporate stricter 
credit provisions: and as older contracts expire, the company plans to 
include the stricter provisions in future coal supply agreements. 

Fuel Oil. In 2008, Tampa Electric will continue to purchase its fuel oil 
needs at indexed market prices. Oil represents less than one percent of 
the company’s needs on a GWH basis, and therefore, associated price 
risk is minimal. Tampa Electric maintains a requirements contract with a 
local supplier to deliver all of its needs, which mitigates supply risk. 

Natural Gas. Tampa Electric continues to implement prudent financial 
hedging strategies for natural gas  requirements. In 2007, the company 
used swap agreements-the exchange of a payment tied to the value of a 
natural gas index for a fixed payment-to hedge natural gas. In keeping 
with the company’s approved risk management plan, Tampa Electric plans 

. 
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to hedge a significant percentage of its projected natural gas usage in 
2008, using a portfolio of financial hedging instruments. 

Tampa Electric uses the forward pricing information of the New York 
Mercantile Exchange (“NYMEX”) natural gas forward price curve in 
developing natural gas price hedging strategy. Tampa Electric also 
subscribes to energy consulting services that provide information about 
underlying issues affecting the availability and price of natural gas and 
other commodities. The purpose of Tampa Electric’s natural gas hedge 
plan is to reduce natural gas price volatility by utilizing financial 
instruments relying on three key variables: price, volume and time. 

Tampa Electric projects prices during the company’s annual fuel 
budgeting process. The volume of natural gas that the company will 
hedge falls between a minimum and a maximum percentage of the 
expected natural gas burn. The percentages vary according to the time 
remaining until the contract month. 

In 2005, Tampa Electric reviewed its Risk Management Plan and as a 
result approved several enhancements for natural gas pricing. The 
enhancements approved were 1) prices can be hedged up to 24 months 
into the future, 2) outer months can be hedged for a greater percentage of 
the expected volume, and 3) to a limited extent naturd rasaotians were 
approved as a financial hedging structure. 

Currently, Tampa Electric estimates o v e m  percent of its total 200: 
natural gas purchases will be covered by financial hedges. The net effect 
of these hedges is estimated to be a 
For 2008, Tampa Electric has approxima e l y m  percent hedge WI 
currently estimated- 

Purchased Power. Total forecasted purchased power for 2008 is 2,596 
GWH. As of August 2007, Tampa Electric has physically hedged- 
percent of its 2008 expected purchased power needs through pre- 
scheduled purchased power agreements. The remaining l G W H  or 
-percent of 2008 forecasted wholesale energy purchases will be 
purchased from as-available cogenerators or on the short-term, non-firm 
market for economy purposes, which are not hedged. The table below 
shows the expected spot purchased power amounts by month. 

v m  approximately 
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EXPECTEDPURCHASES 
2008 

Open Projected 
Total Position Open Transaction Open 

Purchases Purchases Position Price Position 
(MWh) (MWh) (YO of Total) (VMWh) ($1 

JAN 
FEE 
MAR 
.P 

MAY 
JUN 
JUL 
AUG 
SEP 
OCT 
NOV 
DEC 

TOTAL 

379,481 
167,390 
281,806 
- 3 , 5 8 7  
168,546 
239,626 
215,107 
218,390 
2 3 0,5 7 2 
135,101 
111,054 

2,595,702 

23,993,700 
9,241,700 

14,220,500 
<7 ?". " O h  

5.51 3.1 00 
10,381,200 
6,996,400 
6.932.600 

12,415,300 
5,763,700 
4,215,400 

,-.J ,,a " 

6,761,ooo 
123,826.300 

The company's purchased power contracts include a fuel component; 
therefore, Tampa Electric has exposure to fuel price risk for its wholesale 
energy purchases, particularly for purchased power supplied from natural 
gas-fired generation. The fuel component of the price risk could be 
edged with financial derivatives, but Tampa Electric does not currently 1 edge wholesale energy transactions with financial instruments due to the 

lack of a liquid, published wholesale energy market and appropriate 
available instruments. 

In summary, Tampa Electric's planned operations in 2008 result in nominal 
market risk associated with coal and fuel oil. Non-price risks associated with 
natural gas and purchased power are also minimal. Therefore, while the 
company continues to evaluate risk for all fuel and energy commodity 
transactions, it is currently focused on mitigating the price risk associated with 
natural gas and purchased power. 

Volume Risk 

Hedging of volumetric risk is problematic due to a limited number of viable 
financial hedging instruments. Tampa Electric has identified the following 
hedges: 
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Maintaining appropriate inventory stockpiles provides a physical hedge 
against volume risk 
”Swing” contracts enable the buyer to take variable volumes up to a 
predefined limit 
Full requirement contracts enable the buyer to take any volume up to total 
usage 
Weather derivatives enable the buyer to take variable volumes depending 
on weather temperatures and have significant price premiums 

Of these, Tampa Electric uses swing contracts and full requirements contracts 
where needed commodity volumes are small and in situations where commodity 
volumes are unpredictade in volume and/or timing. Other alternatives will 
continue to be identified, assessed and implemented as necessary. 

Credit Risk 

TECO Energy’s credit risk management process is composed of the following 
primary steps. 

Gather counterparty information for initial evaluation 
Assess counterparty creditworthiness and assign credit limit 
Determine credit collateral requirements, as needed 
Request, review and monitor contractual requirements, legal 
covenants, collateral documents and credit provisions 
Quantify counterparty exposure and measure against approved limits 
Monitor counterparty and credit support provider qualities 
Prepare credit exposure reports on a daily basis that are reviewed prior 
to entering into transactions 

Administrative Risk 

Tampa Electric maintains energy trading risk management systems and 
processes to efficiently track, monitor and evaluate hedging activities. Tampa 
Electric’s administrative processes and system controls have passed repeated 
internal and external (Sarbanes-Oxley) audits. 
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2.4. Front Office 

Front Office management has the primary responsibility for managing risks for the individual 
operating companies. In executing risk management activities, they must seek the advice and 
involvement of qiialified individuals for issues related to areas beyond the unit's experlise. For 
example, certain sources of risk, such as credit, tax, accounting, and legal/regulatory, give rise to 
a high degree of reliance on persons with specialized knowledge. 

Specifically. Fmnt Office management is responsible for: 

Energy Risk Mancigcmerit Policy 
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Developing and executing transacting strategies that are consistent with the strategies, 
limits and products approved by the RAC; 

Proposing strategies and market risk trading limits for RAC approval (following input from 
the DIRO); 
Assuring that the operations group and systems infrastructure supports the volume and 
complexity of transactions; 

Developing a process for identifying new products, initiating and managing the review of 
new products and presenting new products for RAC approval; 

Supervising transactors and all activity; 

Managing and reviewing overall transacting portfolio and risk profile as well as ensuring 
;in6 v d j i i i g  ~ l , . ~ t  IicJgib x c  npprGpii& a i iL  i,;;cil iaaillLitiilCS; 

Enforcing market risk limits and observing credit risk policies; 

Assuring that transactors understand the risk exposures of transactions and understand the 
risk policies. procedures, and limits; and 

Assuring understanding of all applicable regulatory issues. 

-- 
I 



,P. 

2.6. Middle Office 

The Middle Office is a TECO Energy corporate function reporting through the DIRO. It consists 
of three main areas: market risk management, credit risk management and contract 
managementkompliance. The Middle Office will have the following responsibilities: 

Perform end-of-period portfolio valuation; 
0 

Determine mark-to-market valuation adjustments; 
e 

Ensure the proper recording of Front Office transactions; 

Negotiate, administer and maintain enabling agreements with counterparties; 

Exchange written andlor vetbal coniirmarions with counterparties; 

Monitor the aging of confirmations; 

Source forward curves for portfolio valuation as needed 

Perform market and credit risk measurement; 

Review counterparty credit and establish appropriate credit limits; 

Ensure awareness of pertinent regulatory provisiondstandards and monitor transactional 
compliance; and 

Developing appropriate control procedures to monitor compliance with Energy and Credit 
risk policies. 

The activities of the Middle Office do not reduce the Front Office’s primary responsibility for 
accurately assessing and managing the risk associated with their business profile. A strong 
segregation of duties must exist between Front and Middle Office activities. 

2.7. Back Office 

The Back Office function is responsible for financial and accounting activities relating to the 
transaction process independent of the Front Office. The Back Office will have the following 
responsibilities: 

Track and process transactions; 

Maintain customer information; 

Perform P&L reconciliation; 

Prepare customer billings; 

Issue payment receiptlinstmctions; and 

Support or perform transaction settlements. 

Energy Risk Management Policy 
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3. Scope of Authorized Activities 

3.1. Permitted Instruments 

TECO Energy or its operating companies transacts, or may transact in: 

Spot Transactions, 

Forwards, 

Futiires, 

Options, 

c Sprecuib, 

Price Swaps. 

Basis Swaps, and 

The underlying commodities to which transactions must relate are: 

0 

Coal 

For physical transactions. the deal terms must specify receipt or delivery of commodities at 
locations where TECO Energy has obligations or needs associated with its primary business (gas 
supply, electricity generation, etc.). Some of the listed instruments are standard products 
currently in use by TECO Energy while others may be considered for future use. However, in all 
instances due consideration should be given to a transaction's probable accounting. tax and 
regulatory treatment, and all transactions should comply with the market and credit risk limits 
that have been established including transacting only with counterparties that have proper 
enabling agreements and approved credit limits (see Section 4 for New Product Approval 
Process). 
Although management of risks unrelated to energy commodities is not intended to be within the 
scope of this policy, any transactions in financial derivatives (e.g. interest rates, currency) require 
the approval of the RAC and must otherwise comply with the requirements of this policy. 

Exchanges of Fittiires for Physicals. 

Electricity including capacity, energy, ancillary services and transm' 

Natural gas. including transportation and storage, and 

Crude Oil or refined products, including transportation. 

4% 

3.2. Authority to Commit on Trades 

Only persons who have been specifically authorized by the RAC to execute commodities 
transactions may do so. A list of authorized transactors will be maintained as Appendix A to this 
RMF'. Only the authorized transacting individuals may sign (either manually, by facsimile, or 
otherwise) a customized trading confirmation or any other trading agreement including (without 
limitation) any master trading agreement. 

The Front Office Manager will assure that any authorized person pursuant to this section 
understands the risk exposures arising from the transactions in question, the applicable risk 

1k3i 
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management guidelines. and the management control procedures for documenting, recording, and 
reporting such transactions. 

3.3. Specific Contract Approval Thresholds 

Notwithstanding any other specific approval requirements detailed in this policy, any energy 
transaction that has a fixed-price notional value greater than $50 million must be reviewed and 
approved by the RAC, while any energy transaction that has a fixed-price notional value greater 
than $100 million must also be reviewed and approved by the Board of Directors. 

Energy Risk Management Policy 11 



4. New Product Approval 

4.1. Definition 

A new product is defined as a commodity transaction and/or financial structure that exposes 
TECO Energy to market, credit, regulatory and/or administrative risks which the Company has 
not previously managed. 

4.2. New Product Parameters 
. .  ExLiiip1c6 of iicw truismdon tcrins that iimy recjttii-i: a ILVV product iL> ,rrl ..d.iJc ihe fo::u,;;d,6; 

Geographic point; 

Contract tenor; 
e Significantly increased rate of acceleration of loss for the risk type; and 

Change in the capacity in which the operating company transacts in the product. 

4.3. Approval Process 

New products must be approved by the RAC. Prior to presenting a new product to the RAC, the 
Front Office will work with the DIRO to coordinate a review of the new product to address 
considerations such as regulatory, legal, credit, and market risks, accounting and tax 
consequences, and measurement and reporting implications. 
To augment the responsiveness and efficiency of the assignment of ratings and credit lines, as 
part of the new product approval process, the Front Office will include a description o f  the types 
of counterparties it expects to transact within the new producharket, including the following: 

Expected collateral types. 

The Credit Manager will use this information to obtain as much of a ‘‘lead’’ in credit analysis as is 
practicable. 

Typical company size, approximate expected range, distribution; 

Business types, approximate expected distribution if volume variability will be used; 

Product tenor and volume expected; 

The names of  any major counterparties in the given region, and; 

Energy Risk Management Policy ’* lo-38 
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II. DERIVATIVES AND HEDGING 

A. General 

TECO LISCS derivatives solely to limit its exposure to price Huctuations for physical purchases 
and sales of natural gas in its iiorinal operations. Due to the volatile nature of price spikes that 
niay affect load retention and expansion, TEC utilizes hcdge transactions to manage price 
uncertainty. The FPSC h a  allowed the cost of these hedges to he passed through to ctistoiners. 
Customers benefit \vhen prices are stabilized as a result. TECO enters iiito the fdlowing types of 
Iicdge transactioiis (or natural gas: 

e Forwards 
8 Ft I t tires 

Options 
8 Spreads 

8 Basis Swaps 
8 swaps 

b Exchanges o f  Fiitnrcs for Phj.sicals 
/o-r ?c 



B. HedgePlan 

An Energy Risk hlanagement Policy defines the guidelines for limiting. monitoring and 
controlling the financial ricks related to energy commodity transacting. This policy is designed 
to assure that the risks incurred and the returns attained are consistent with the expectations of 
TECO Energy's Board of Directors. The RAC approves the hedge plan which sets goals for the 
percentage of gas purchases to be hedged and products to be purchased. The RAC set a pre- 
detemiined approval level on all transactions for the notional limit (contract value) as well as the 
Tenor Limit (contract length) on any hedge agreements. 

C. Front Office 

The Director, Gas Origination & Trading (DGOT) initiates transactions based on the Hedge Plah 
approved by RAC. An International Swap and Derivatives Agreement (ISDA) is required for all 
trading partners. 

TEC uses NUCLEUS for recording derivative transactions, risk reporting, credit management, 
invoicing and settlement. Transactions may be initiated and approved by the following: 

Director, Gas Origination & Trading (DGOT) 
Director, Gas Supply & Wholesale Origination 

= Director, Wholesale Marketing & Fuels 
Vice President, Fuels Management 

DGOT attempts to hedge i t  least the minimum amount of gas according to the hedge plan. As 
stated in the plan, DGOT may hedge to the maximum if there is a price advantage. DGOT 
evaluates market data to locate the best price and checks the counterparty's available credit. 
DGOT confirms agreed-upon prices with the counterparty on a recorded telephone line and 
enters into the transaction online. 
All hedge transactions include the n m e  of the approver and date of approval. DGOT reviews 
the trading activity worksheet used to track transactions to compare the MMBTU's hedged to the 
expected IvIMBTU's to be burned (Physical gas). 

D. Middle Office 

See A1 I TECO Energy Derivatives and Hedging Process narmtive. 
See A20 TECO Energy Contracts Adrninisrration Process Sanative 
See A I Y TECO Energy Credit Mnnsgemcnt Process Snrmtivr. 

E. BackOffice 

Srrrlertrcrrr 
All derivative transactions due to settle for the month are settled oil the day specified in  the 
transaction. Open derivative transactions are valued as of the last day of the month. Accountant. 
Settleinents garelates purchase and sales invoices from NUCLEUS. The invoices ;ire compared to 

X/-'O/l(ML) B M  Tampa Electric Physical and Financial Gas h e w  N:irmtiw 80.. D".... -I ..F I1 



the in-house copy of the coofirmations. Then the sales invoices art. faxed to the counterparticv. a11d 
a copy to Plant .Accounting. Srr "v?rfrrrfr/ Gm: frr,didr.ve.s m i d  Sdes C. flock U&e .Y&.v. Purchaje 
invoices matched to the counterparty's invoice. stamped. dated, initialed. The invoices are 
revicwd by the Manager. Settlements then forwarded to the DGOT or Director, Gas Operations 
and Wholesale Origination for approval by signature. See iVcrtirrrrl Gm C. Buck 0fl;c.e S&.r 
P rirc./tci.ves. In Financial Reporting, the Financial Reporting Analyst reconciles all hiel rclated 
payments (hedging transactions) to verify that payments equal recorded amounts. See Key 
control 86-2 B/O Prrrc/insr rrrirl Sdes Reporrs are not provided for Derivatives. 

. \r~cv~~~irt i ir~ - Retrli:rd Deriwriws I "Clo.ved") 
The Manager Settlemenrs submits Derivative Natural Gas Reports for the inonth to the Financial 
Reporting Analyst. (This report contains the smie transactions as thc .\fwk to ,lfurX.er Pmirioji 
Kq.l,<J~'t ~iiciitioned dxnc ) 

f+J 
7 

ui7niwm DnL r, . , n. . . . -. 



NkUUNGOI1107 P l M  LToBZ?oI 
7.W 
7.192 
7027 
am2 

I 
s 
I 
I 
S 
r 
I 
I 
I 
S 
5 
I 
I 
I 
S 
S 
S 
S 
S 
I 
S 
S 
I 
8 
S 
S 
S 
I 
S 

I 
5 
I 
5 
I 
S 
5 
I 
I 
S 
s 
I 
I 
I 
I 
5 
I 
I 

7.m 3 
7.W S 
7 . w  f 
BW6 I 
am s 
8.105 I 
9,170 S 

0010 I 

asa s 

a m  I 
7.929 s 
(1.017 I 
8.UO I 
h1sS I 
a242 I 
B%7 5 
0.1161 s 
e m  $ 
9.617 I 
0 x 7  I 
a.rm I 
7.m I 

am I 

(u17 I 
8.322 I 

a x 7  s 

awa I 

am I 

8.m I 

msl 
I 
I 
I 
I 

E U W i U 8  
f 
I 
I 
f 

0.2s I 

K17 I 
7.14 I 
4.90 I 
564 s 

e a  s 

7 . 4  I 
(1.74 I 

sm s 
861 I 

7.11 I 
7.60 I 
7.w I 

e m s  
8.40 I 
0.m I 

PI0 f 
9.w I 

a.m s 

a m  I 

6.97 

697 
5- 

(1.97 100% 
100% 
,In% . .. .. . 

sed UPI 
!Led lmn 
614 100% 
6 1 4  ImX 
a24 100% 
O D s  lam 
0OI l m x  
a05 lms 
a27 r a m  
8 2  100% 
(ul lmn 
BO 100% 
664 1- 
&a9 100% 
7.w ox 
7.37 ox 
7.37 ox 
8.M ox 
w 
(1,115 

4 
ox 

ox 
ox 
ox 
ox 
ox 
ox 
0% 
ox 
ox 
ox 
m 
ox 
ox 

tam 
m 
wm 
4wh 
2ox 

ox 
ox 
I** 
om 
m 
ox 
ox 
ox 
m 
ox 
ox 
4 
ox 
ox 
ox 
4 
m 
m 
oc 
m 
ox 
ox 
ox 

muR4 Sl 
ar 
ox 
ox 
ox 
m 
ox 
ox 
ox 
m 
ox 
6% 
m 
oy 
G% 
m 
m 
m 
ox 
m 

mm 
un 
sm 

ri.u I 
am s 
7.n s 
7 B  s 
7.n s 
&PO I 
649s 
7.M I 
682 I 
a s  
7.111 s 
am s 
sdl S 
urn s 
7 , s  s 
7.w s 
7.51 5 
7.59 s 
w s  
7.34 f 

&Ca I 
7.m I 

am s 

u11 s 
1141 s 
OM S 
u45 s 
0.45s 
(LIS I 
u 4 6 s  

ow s 

ail I 
a i l  I 
U1I s 
0.11 I 
0.11 I 
0.11 s 
uu I 
0.45 t 
0.45 I 
0115 I 
a45 I 
I145 I 
a11 S 
ut, f 

rim s 

7.70 I 

0.575 
724 I 

7.67 s 
E a s  
Bad s 
7.e  s 
7.27 I 
4.31 I 
727 s 
BU s 
6 m S  
7.04 s 
BO1 s 
hM I 
7% I 
724 s 
a15 I 
&lo s 

7 m  I 

7.m s 

11,s  

7.24 
7.m 
7.67 
a38 
6% 
1.u 
727 
431 
?.l? 
8-44 
561 
as7 

7.82 
7.77 
7.115 
721 
7.w 
7.M 
am 

e.= 

7 a  



LX NYHU: XPIM 11 
m o x  
m o x  
m c n  
m m  

o x o x  
o x o x  
ox. ox 
c n o x  
o x o x  
o x m  

m a ,  

m o x  





Tampa Electric Company 
Review of Accounting Treatment for Hedging Actlvities 
Docket # 090001 -Ei 
Audit Request 8 

What is the percentage range limit for hedging (please provide source 
documentation)? if the Percent Hedged is higher than the range limit 
please explain. 

Tampa Electric projects natural gas burn volumes durinq the company’s annual 
fuel projection process. The volume of natural gas the company will hedge falls 
between a minimum and maximum percentage of these natural gas 
projections. The hedge plan targets hedges between = minimum and 
maximum of the projected natural gas consumption when the natural gas is 
needed. These percentages (of projected volume) are the Risk Authorization 
Committee (RAC) approved hedge targets. The attached graph shows these 
targets. 

Variances between the actual hedge percentage and the RAC approved targets 
are caused by the variance between actual natural gas burn versus the projected 
natural gas bum. In general, weather and unit outages drive the amount of 
natural gas consumed, so particularly in low load shoulder months such as April 
and October, the actual consumption of natural gas may vary significantly 
between the projected burn and the actual bum. 

The volume hedged exceeded the target maximum range of -for the months 
of August, 2008, October, 2008 and April, 2009. The percentage hedged 
compared to actual natural gas bum was for August, 
October and April, respectively. However, the percentage hedged compared to 
projected natural gas burn was within the target range. The percent hedged 
exceed the target because the actual natural gas consumption was much less 
than the projected natural gas consumption. Actual fuel consumption, 
particularly for natural gas, always varies compared to projected consumption 
due to unit failures, changes to planned outages, weather, wholesale power 
market changes, fuel prices, and economic changes. These factors drove the 
percentages hedged for August, October and April to exceed the target range. 
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Month-’fear 1 
Aug-08 

Sep-08 

0d48 

Nov-08 

Dec-08 

Jan49 

Feb-09 

Mar-09 

Apr-09 

May09 

Jun-09 

JUl-09 

Tampa Electric 
Summary of Natural Gas Hedge Volumes Relative to Actual Consumption 

August, 2008 -July, 2009 
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WCKETNO.: 090001-El 

Tampa Electric Company 
Review of Hedging Activities 
Docket # 090001-El 
Audit Request 2 (Page 1) 

Please provide the following items: (If poss ble in Excel format) 

4% I 
W-13 

I. The volumes of each fuel the utility a :tually hedged using a fixed 
70 price contract or instrument. 

Please see the attached CD. 

2. The types of hedging instruments the utility used, and the volume 
and type of  fuel associated with each typt of instrument. 

Tampa Electric Company enters into OTC YYMEX Natural Gas fixed for 
float swaps. Volumes (in contracts) entereti into for natural gas swaps for 
the period requested are as follows: 

Total 
Contracts MMBtus 

Aug '08 

. oct '08 
NDV 'OB 

Jan '09 
Feb '09 375 
Mar'09 325 
Apr'O9 
May '09 503 5 
Jun '09 465 
Jul'O9 516 5 

'h- Dec'O8 304 5 
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DOCKET NO.: 090001-E1 
I I I 

lamps Electric Company 
Review of Hedging Activitles 
Docket X 090001-El 
Audit Request 2 (Psge 2) 

3. The average period of each hedge, options premiums, futures gains 
and losses, swaps settlements. 

Tampa Electric Company only enters into OTC NYMEX Natural Gas fixed . .  
for float swaps. 
The averaae oeriod of months that each hedge covers is approximately 1.4 .. 
months p& hedge entered into. 
Swap settlement per contract month are as follows: 

Aug 'MI $143,640 
Sep '08 $(3,935,050) 
Oct '08 S(7.883.100) 
N w  '08 S(9.2W.050) 
D e C  '08 $(8,482,265) 
Jan 'm s(iism,7w) 

Mar '09 S(17.319.950) 
Apr '09 $(16,691,910) 

Feb 'W $(17,177,650) 

May'O9 S(22.402.965) 
Jun 109 $(17..992,550). 

Jul'O9 $(18,249.465) 

4. The actual total cost (fees, commlssions, associated with using 
each type of hedging instrument). 

There are no direct costs such as fees or coinmissions associated with 
Tampa Electric's hedge instruments. 
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BY COUNTERPARTY - OTC SWAPS 
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Tampa Electric Company 
Review of Hedging Actlvitles 
Docket f 090001-El 

__ Audit Request 7 

Please provide answers to the following questions: 

Please provide the source documents for ProjectedlBudget Price, Hedge 
Price on page 3 of 6 of the Annual Rlsk Management Report filed Aprli3, 
2009 (Docket 090001-E1), and page 1 of Hedging information Report filed 
August 14,2009 

Please see the attached source documentation for the Projectedmudget Price. 

An example has been provided for the calculation of the Jan-09 Hedge Price. 
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CONFIDENTIAL 

Feb 2008 
Mar 2008 
Apr 2008 

Jun 2 W  
JuI 2008 

sep 2 W  
oct 2008 
Mvm 

TAMPA ELECTRIC COMPANY 
DOCKET NO. 090001-El 
ANNUAL RISK MANAGEMENT REPORT 
PAGE 3 OF 6 
FILED APRIL 3,2009 

Tampa ElecMc 
Natural Gas Risk Management Activltles 

Consistent with Tampa El 
objective, Tampa Electric’s natural gas hedging pian provided price stability and 
certainty during 2008. The net gain is a combination of large gains during the 
summer offset by losses during the mild winter at the beginning of 2008 and 
losses due to low prices during ihe economic downturn at the end of 2008. The 
gains during the summer were lhe result of a dramatic rise in the price of all 
energy commodities. including natural gas. The losses at the beginning of 2008 
were driven primarily by the mild winter of 2007/2008 that allowed natural gas 
prices to decrease. The losses at the end of 2008 were due to the severe and 
abrupt economic downturn that reduced demand for natural gas; as a result, the 
price of natural gas dropped dramatically during the third and fourih quarters of 
2008. 

To enhance its physical reliability of gas 
natural gas storage capabilities since summer 2005. and in 2008, the company 
maintained this storage capacity at 225,000 MMBtu. The storage provides 
Tampa Electric with improved access to “iniraday” natural gas when an 
operational need arises. provides improved hurricane coverage, and can be used 
to cost-effectively manage swings in gas supply needs during extreme weather 
conditions, weekends and holidays. ” 

Tampa Electric also continues to improve its physical access to natural gas 
supply by diversifying iis receipt points along the Gulf Coast and other areas 
when opportunities arise. 
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TAMPA ELECTRIC COMPANY 
WCKET NO. 090001-El 
HEDGING INFORMATION REPORT 
FILED 81141W 

CONFIDENTIAL 

Tampa Electrlc 
Natural Gas Risk Management Activities 

January 1,2009 through July 31,2009 
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T A M P A  E L E C T R I C  C O M P A N Y  
J O U R N A L  E N T R Y  

WGUST2WB SOURCE 79 JWRNPLENTRY gw32 PAGE 70111 
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TAMPA E L E C T R I C  C O M P A N Y  
J O U R N A L  E N T R Y  

SOURCE 79 JOURNAL ENTRY 90032 PAGE 7 ol11 OCTOBER 20% 

PREPARED BY 
Ura M. An* 

- NATURAL GAS - 

CR 

CHECKED BY APPROVED BY KEYED BY 
Sh" Le* 

I I I I I I I 
I 897  I 232 I 15 I 99 I 897 I 53,912263.191 REVERSAL OF N A T U W  GAS -ACCRUAL 

REVERSAL OF NATURAL GAS. ACCRUAL I 897  I 1 5 1  I 17 I 27 I 8 9 7  I I '53,912,283.19 

I I I I I I 
I 8 9 7 I Z 3 2 I  15 I 9 9  1 8 9 7 1  3x)o.621381 
I 8 9 7  I 151 I 17 I 27 I 8 9 7  I 

I 
REVERSAL FOR NATURAL GAS ACCRUAL. .NVEhTORY 
nEVERSAL FOR NATURAL GAS ACCRU&. iNVENTORY I 3.208621 38 
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ACCOUNTTITLE ACCOUNTNO. 
OR0 I NAA I SUB I RES I BEN 

FUEL EXPENSE. NATURAL GAS . POLK 3 
FUEL EXPENSE -NATURAL GAS - POLK 4 

I 897 I 547 I 75 I 27 I 840 I 
I 897 I 5 4 7  74 I 27 I 840 I 

443.994.91 I 
1.097.85629 I 

FUEL EXPENSE - NATURAL GAS - BAYSIDE5 CAPITAL 1 9 7 3 1 H 2 1 1 0 1 l n l 1 5 o I  7.57aoi I I 

DEBIT CREDIT 

FUEL EXPENSE. NATURAL GAS . POLK 5 1 8 9 7 1 5 4 7 1  73 1 2 7  €an.705.46 I 0.00 

ACCRUAL FOR NATURALGAS -INVENTORY 
ACCRUAL FOR NATURAL GAS .INVENTORY 

REVERSAL FOR NATURAL GAS ACCRUAL - INVENTORY 

FUEL EXPENSE - NATURAL GAS - BAYSIDE 6 CAPITAL 1 973 I H21 I 01 I 27 I 150 I 31,93035 I 
FUEL EXPENSE. NANRAL GAS - 0AYSlOE 1 I 897 I 547 1 90 I 27 1 860 I 18,247,47200 I 

897 151 17 27 897 2,310.881.78 
897 232 15 99 897 2,310.881.78 

897 232 15 99 897 2,111,379.58 

FUEL EXPENSE- NATURALGAS . BAYSIDE2 T a g 7  I 547 I 91 I 27 I 880 I 15.818,617081 I 
FUEL EXPENSE. NATURAL GAS - BAYSIDE 5 

FUEL EXPENSE. NATURAL GAS . MYSIDE 6 
FUEL EXPENSE. NATURAL GAS 

1 8 9 7 1 5 4 7 )  97 I 2 7  18601 

1 897 I 547 I 98 I 27 1 880 I 
I 897 I 151 I 17 1, 27 1 897 I 

290,822.77 1 
510.282.50 I 

I 37.468.070.53 5-11 

REVERSAL OF NA I "HAL c 
I I I I I I I 

>AS - ACCRUAL _. ._ . . I 
REVERSE ffis IPGRCOMPANY AIP BALANCE ) 1 4 0 1 2 3 4 1 2 2 l s  
REVERSE ffiS INT-- -~ 
REVERSE NATURi 

rERCOMPANY AIR 0ALANCE 140 146 51 1 99 10301 I 238,136.111 
9L GAS AIR BALANCE 140 143 64 I g- ' 
.,,"*, c .- 897 232 ,AS ACCRUAL 

~~ 

REVERSAL OF NAo unn~ I; 



Tampa Electrlc Company 
Review of Accounting Treatment for Hedging Activities 
Docket # 090001-El 
Audit Request 8 

What is the percentage range limit for hedging (please provide source 
documentatlon)? tf the Percent Hedged Is higher than the range limit 
please explain. 

Tampa Electric projects natural gas bum volumes during the company's annual 
fuel projection process. The volume of natural gas the company will hedge falls 
between a minimum and maximum percentage o i t  s natural gas b rn 
projections. The hedge pian targets hedges beiween&ninimum an& 
maximum of the proiected natural gas consumption when the natural gas is 
needed. These percentages (of projected volume) are the Risk Authorization 
Committee (RAC) approved hedge targets. The attached graph shows these 
targets. 

Variances between the actual hedge percentage and the RAC approved targets 
are caused by the variance between actual natural gas bum versus the projected 
natural gas bum. In general, weather and unit outages drive the amount of 
natural gas consumed, so particularly in low load shoulder months such as April 
and October, the actual consumption of natural gas may vary signiflcantly 
between the projected bum and the actual burn. 

The volume hedged exceeded the targe 
of August, 2008. October, 2008 and 
compared to actual natural gas burn 
October and April, respectively. However. t 
projected natural gas burn was within the target range. The percent hedged a 

exceed the target because the actual natural gas consumption was much less 
than the projected natural gas consumption. Actual fuel consumption, 
particularly for natural gas, always vanes compared to projected consumption 
due to unit failures, changes to planned outages, weather, wholesale power 
market changes, fuel prices, and economic changes. These factors drove the 
percentages hedged for August, October and April to exceed the target range. 

l o f 2  



Tampa Electric 
Summary of Natural Gas Hedge Volumes Relative to Actual Consumption 

August, 2008 -July, 2009 
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Tampa Electric Company 
Review of Hedging Activities 

Audit Request 3A 
Docket 0 090001-El 

Please provide the following items for: Aug 08 through July 09 

1. Detailed Informatian regarding Front, Middle, and Back office. 

Please see the attached hardcopy provided. 

2. External and Internal auditors work papers regarding item #l. 

We have not completed any internal or external audits related to Front, 
Middle, or Back office. 



2.4. Flollt Officc 

Front Office mnnngeiiient has the prinmy rtspoiisibility for Inanaging risks for tile illllividual 
opcrxing colllpn~ii~s. 111 s'telrutillg risk manngellletl1 activities. they nltist seek the advice ;ind 
in\olvefllent of qualified individuals for issues relatrd to areas be>ond tile unit's e.;psltise. For 
exmple.  certain soitrczs of risk. such 3s credit. tax. accountins. and Iegal/regulntory. give rise to 
n high degrre of  reliance on persons I\ irh specialized kno~rledge. 

I 



. 

. 

. 
b 

. 

Developills nod executing transacting strategies that me consistent with the strategies. 
limits and products approved by the RAC: 

Proposing stratesics and market risk trading limits for R.AC approval (follo\s iiig itiptit froin 
the DIRO): 

.Assuring that the operatioas group and s) stems infrastructure supports the volume alld 
cotlipleiit) of traiisctions: 

Developins n process for identifying 11& products. initiating and managing the review of 
ne\v products 2nd presenting iiew products for RAC approval: 

Supervising transactors and all activity: 

Managing and reviming o~erall  transacting poitfolio and risk profile as w l l  as ensuring 
and verifying that hedges are appropriate and \re11 niaiiitained: 

Enforcing market risk limits and observing credit risk policies; 

Assuring that transactors understand the risk exposures of transactions and understand the 
risk policies. procedures. and limits; and 

Assuring understanding of all applicable regulatory issues. 



Tampa Electric Company 
Review of Hedging Activities 
Docket # 090001-El 
Audit Request 38 

Please provide answers to the following questions: 

Front Office: 

A copy of the transacting limits for each individual authorized to transact 
derivatives and hedging activities and the related approved products by the 
RCA? 

See attached CONFIDENTIAL transacting limits for TECO Energy and the 
attached Scooe of Authorized Activities for related approved transactians 
(approved products). 

How often do you assess market and credit risk? 

Market and credit risk are assessed daily and an internal credit report is issued 
by Middle Office which shows available credit by counterparty. 

What process Is used in approving a new derivative or hedging product? 

See the attached New Product Aooroval. 

How do you ascertain that hedges are appropriate and well maintained? 

The middle office provides daily reports showing hedge position relative to limits 
required by the pre-set hedge plan. 

How do you ensure regulatory issues are enforced? 

Front Office follows the Tampa Electric Risk Management plan filed annually with 
the Commission which was provided in Request #3. 

3 
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3. Scope of Authorized Activities 

3.1. Permitted Instruments 

TECO Energy or its operating companies transacts. or may transact in: 

Spot Trcirrsactioris, 

Font.anls, 

Fiitiires, 

Optiorls. 

$J,UfldS. 

Price Swaps. 

0 Basis Swaps, and 

The llnderlying commodities to which transactions must relate are: 

Coal 

For physical transactions. the deal terms must specify receipt or delivery o f  commodities at 
locations where TECO Energy has obligations or needs associated with i ts primary business (gas 
supply, electricity generation. etc.). Some of the listed instruments are standard products 
currently in use by TECO Energy while others may be consid e use. However, in all 
instances due considention should be given to a transaction' 
regulatory treatment, and all transactions should comply with 
that have been established including transacting only with cou 
enabling agreements and approved credit limits (see Section 4 for New Product Apfiroval 
Process). 

Although inanagement of risks unrelated to energy coinrnodities is not intended to be within the 
scope o f  this policy. any transactions in financial der 'vnivs (e g interest rates, currency) require 
the approval o f  the RAC and must otherwise comp, k~y y requirements o f  this policy. 

3.2. Authority to Coninlit on Trades 

Oiily prsniis \\ho have heen .;pccificallq authorized by the R.AC.to execute commodities 
transactions i i i q  do so. .A l is t  of authorized transactors w i l l  he maintained as Appendix A to this 
RMP. Only the authorized transacting individuals may sign (either nianually. by facsimile. or 
otherwise) a customized trading confirmation or any other trading agreement including (\~ithout 
limitation) any iiiaster trading apnsincnt. 

The Front Office h1aiiagr.r u i l l  asstire that any authorized person pursuant to this section 
understands the risk q o s u r e s  arising from the transactions in question, the applicable risk 

Exclrarrges of Fiititres for Plijsiccils. 

Electricity including capacity. energy, ancillary services and transmission, 

Natural gas. including transportation and storage. and 

Crude Oil or refined products. including transportation. 

' 
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managenient guidelines. and the iiianagement control procedures for documenting. recording. and 
reponing such transactions. 

3.3. Specific Contract Approval Thresholds 

Sot\vithstanding any other specific approval requirements detailed in this policy. any energy 
transaction that has a fixed-price notional value greater than S O  million must be reviewed and 
approved by the RAC. while any enersy transaction that hns n fixed-price notional valt~e greater 
than $100 million must also be reviewd and approved by the Board of Directors. 



4. New Product Approval 

J.1. 

4.2. 

4.3. 

Definition 

A new product is defined as a commodip transaction and/or financial structure that exposes 
TECO Energy to market, credit. regulatory andlor administrative risks which the Company has 
not previously managed. 

New Product Parameters 

Examples o f  new transaction terms that may require a new product review include tlie following: 

Geographic poinS 

Contract tenor; 

- 
Approval Process 

New pmducts inust be approved by the RAC. Prior to presenting a new product to the RAC. the 
Front Office will work with the DIRO to wordinate a review o f  the new product to address 
considerations such as regulatory, legal, credit, and market risks, accounting and tax 
consequences, and measurement and reporting implications. 

To augment the responsiveness and efficiency of the assignment o f  ratings and credit lines. as 
part of the new product approval process. the Front Office will include a description o f  the types 
of counterparties i t  expects to transact within the new productlmarket. including the following: 

Significantly increased rate o f  ac-leration of loss for the risk type; and 

Change in the capacity in which the operating company transacts in the product. 

Typical company size, approximate expected range. distribution; 

Business types, approximate expected distribution if volume variability will be used; 

Product tenor and volume expected: 

The names of any major counterpsities in tlie given 

The Credit Manager wil l use this information to obtaiii as much 

. Expected collateral types. 

practicable. 
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2.6. Middle OfFice 

The Middle Office i s  a TECO Energy corporate function reponing thiough the DIRO. It consists 
of three inain areas: mnrkt risk mnongement. credit risk manageinen1 andcontract 
mnnagement/compliance. The .Middle Office will have rhe following responsibilities: 

. 

Ensitre the proper recording of Front Office tmiisactions: 

Negotiate. administer and,maintain enabling agreements with countepanies: 

Exchange wriuen and/or verbal confirmations with counterpartier; 

Monitor the aging of confirmations: 

Source forward curves lor panfolio valuation ns needed 

Perform end-of-period portfolio valuation: 

Perform market and credit risk measurement: 

Review counlerpany credit and establish appropriate credit limits; 

Determine mark-to-markel valuation adjustments; 

Ensure awareness of pertinent regulatory provisiondstandards and monitor Iranmctional 
compliance: and 

Developing appropriate control procedures to monitor compliance with Enecgy and Credit 
risk policies. 

The activities of the Middk Office do not reduce the Fiont Office’s primary responsibility for 
accurately nsassing and managing the risk associated with their business profile. A stmng 
xegregntion of duties must exist between Front and Middle Office activities. 

2.7. Back Omce 

The Bnck Office function is responsible fc. l l l l ~ n ~ c ~ ~ ~ o  imu sccouurngactivitirs relating to the 
trnnsnction process independent ofthe Fmnr Office. The Back Office will have the following 
responsibilities: 

Trxk and process tnnsnctionr: 

Xlninwitt custonwr informit ion: 

Perform PBL reconciliation: 

Pirpar< customer billings: 

Issue pnyment i,~uipt/intmctiols: and 

Suppon or perforni transaction setilemmts. 



Tampa Electric Company 
Review of Hedging Activities 
Docket # 090001-El 
Audit Request 3C 

Please provide answers to the following questions: 

Middle Office: 

Do you deal with counterparties? If yes describe your interactions with 
counterparties and the procedures it follows. 

Middle Office interacts with counterparties to establish enabling agreements, 
asses counterparty creditworthiness and confirm forward transactions. 

How do you monitor the aging of confirmations? 

For physical and financial transactions that have a delivery date beyond the next 
business day, the Middle Office analyst will create and send a new confirmation, 
andlor respond to the counterparty's confirmation. As each confirmation is sent 
or received, the Middle Office analyst uses the Nucleus system to track the 
status of applicable confirmations. 

How often do you perform end of period portfolio valuation? 

The hedging portfolio is valued at the end of each month. 

Do you have established credit limits for counterparties? If yes, could you 
provide me with copies of the credit limits? (In excel format) 

Yes, please see the attached CONFIDENTIAL credit limits for counterparties. 
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Tampa Electric Company 
Review of Hedging Activities 
Docket # 090001-El 
Audit Request 3D 

Please provide answers to the following questions: 

Back Office: 

How are transactions track& and recorded? 

Tampa Electric uses the computer software Nucleus to track gas transactions. 

How often do you perform account reconciliation? 

Monthly 

How are billing and payments separated and p r o c e s a  as far as 
settlements i s  concern? 

The Back Office performs the Settlement process for gas purchases, sales and 
settled hedging. Once an invoice is settled (payable) or created (receivable). it is 
approved and fonvarded to the Accounting Department. The Accounts Payable 
department disburses funds for payabies and the Accounts Receivable receives 
funds for receivables. 



TO: ' i W A  liLk.cTkilC COMPANY 
02-27-08 15:49  PM Page 2 

To: TAMPA ELECTRIC COMPANY U 
Attention: JUDE CAMPBELL 

We are pleased to confirm the following Transaction between you an 

w e r e n e e  Number! SDB903894110 1 1 
Trade Date: 27 Feb 20Q8' 
Commodity Type: 

Total Quantity: 

Fked Price Payer: 

Floating Price Payer: 

Start Date: 

Eud Date: 

Determination period(s): 

1. Quantity: 

Fixed Price: 

Floating Price: 

Pricing Day(s): 

N m e x  N&al Gas - USDlMMBTLI 

TAMPA EJJXTRIC COMJXNY 

1 Monthly Period(s) with each Determination Period 
corresponding to a calendar @("Reference Month"), 
beginning with the Start Date and ending on the End Date 

. -*,SI 
For each Determination Period. the average of the closing 
settlement prices for Pricing Days (referenced below) for 
the New York Mercantile Exp6ge 's  (Nymex) Natural 
Gas Henry Hub Futures Contract for the Reference 
Month 

LAST 1 T R A D T  DAY 

If, with respect to each Determination Period, the Fixed Price exceeds the Floating Price, 
the Fixed Price Payer shall pay Floating Price Payer the difference between the two such 
amounts multiplied by the quantity, and if the Floating Price exceeds the Fixed Price, the 
Floating Price Payer shall pay the Fixed Price Payer the difference between the hvo such 
amounts multiplied by the quantity. If the Floating Price is equal to the Fixed Price, then no 
payment shall be made. 

Settlement Date(s): The last fzadhg day of each Detepdnation Pericd 

Payrr.ent Date(s): 5 New York Business Day@) after each Settlement Date 
via wire transfer of Federal Funds 

1 
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05-07-06 oa:50 AM Page z 

To: TAMPA ELecTRIC COMPANY 
Attentiotx JUDECAMPBEU 

mle c o n h t i m  s a t :  m y  07. zoo8 

TransutionReferenceNo.: SDB905631357 1 1  

M A N Y  (“CountcrparW). This corrrmuniution co 

Thc purpose of this commurrication is to con6rm the t e r n  and conditions of Ur abovc nzfuenad bnsacti 
Date as specifid below (the ‘ T m n d o n ” )  betwee 

apdficd below. Arm is ufing as Principal in  thit 
TransxLIon. 

The drfnitions and povisions &ned in the 2005 ISDA Commxlity Definitions (the “Conrm~dib D&&ionr“) 
as published by the Intemitiaul Swaps and Derjvahvu Am&tion, I=. (‘lsDA’’) and as d d  d 
supplemnted from timc to the, .IC incolpmrtd by rcfuencc into, and made part of, thlr Confurmton. In fhe event 
of any mconsislcncy betwcm Ur Commodity De~initioo~ and tk provisions of this Confirrmtioa, this C o n m t i o n  
will prevail ha the plnporu of he relevant Transaction 

This C o n b t i o n  supplements, forms part of and is subject to. the ISDA Master Agrecmmt dated as of 10 Much, 
uy)4. as amend4 and supp*menM fmm lime to lime ((he “Aprmcnt”) between Aron and TAMPA eLEcpRIC 
CUMl?ANY. AU provisions wnhincd in the oc~l lc~t  govcm this C o n W o n  except as cxprcrrly modified 
below 

Trade Date: 

Effective Daw 

Tunination Date 

commodity: 

Total N o t i d  Quantity: 

N o i i o ~ l  Qtuntlty 

I @ 
per Cdculation Period 

Cdculahon Penod(s) Each cdendu month. fmm and including the Effictive Date, to and 
incldng the Tcrmi~tion Date 

Payment Dntds): In respect of each Calculation Period. h e  5th Business Day following the 
Pricing Dak(s) applicable to aucb CalculaIim Period subject to 
adjprcmcnt in sccordance with tbc Modified Pollwing Bvsincn m y  
convention 

Hxcd Amount Detnila: 
Fucd Prirr Payer: Y 
Rxed Rice: 

1 
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TAMPA ELECTRIC COMPANY 
PRICE CONFIRhUTION 

08/01/08 - 07/31/09 DOCKETNO. 090001-E1 

OBJEC- To check that swap transaction price can be checked against the Markey futures 
prim as of the date the utility e n d  the swap. 

AUDIT STEPS PERFORMED: We r e v i k d  sample of contracts a d  compared the contract 
price against the NYMEX Mule price as the date the utility entaed the swap. 

NOTE: Contracts can be san on attached cd. 

I I I I8.Ul I me I1911 
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