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1 Q . Please state your name and business address. 

2 A. My name is James McClay. My business address is 526 South Church Street, 

3 Charlotte, North Carolina 28202. 

4 

5 Q . By whom are you employed and in what capacity? 

6 A. I work for Duke Energy Carolinas (DEC) an affiliate company of Duke Energy Florida, 

7 Inc. ("DEF", "Petitioner" or "Company") as the Manager of Gas Trading. I manage the 

8 natural gas group procurement, scheduling and hedging activities in the Fuel 

9 Procurement Section of the Systems Optimization Department for the Duke Energy 

10 regulated generation fleet. This group is responsible for the natural gas procurement 

11 and scheduling needed to support the gas generation needs for Duke Energy Indiana, 

12 Duke Energy Kentucky, Duke Energy Carolinas, Duke Energy Progress and Duke 

13 Energy Florida. 

14 

15 Q . Have you testified before in this proceeding? 

16 A. No 

17 
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1 Q. Please briefly describe your work experience. 

2 A. I received a Bachelor Degree in Business Administration majoring in Finance from St. 

3 Bonaventure University. I joined Progress Energy in 1998 as the Manager of Power 

4 Trading and held that position through early 2003. In early 2003, I became the Director 

5 of Power Trading and Portfolio Management for Progress Ventures and held that 

6 position through February 2007. From March 2007 through late 2008, I was the 

7 Director of Power Trading for Arclight Energy Marketing. From March 2009 through 

8 June 2012 I worked for Progress Energy Carolinas as the Manager of Gas and Oil 

9 Trading . After the merger with Duke Energy in July 2012, I became the Manager of 

10 Gas Trading for DEC through the present. Prior to my tenure with Duke Energy, I 

11 spent approximately 13 years in Capital Markets as a U.S. Government fixed income 

12 securities trader with various banks, and primary broker/ dealers. 

13 

14 Q. What is the purpose of your testimony? 

15 A. The purpose of my testimony is to provide the August-December 2013 hedging true-up 

16 data and summarize the results of DEF's hedging activity for calendar year 2013 as 

17 required by Commission Order No. PSC-02-1484-FOF-EI and further clarified by 

18 Commission Order No. PSC-08-0667-PPA-EI issued in October 2008. 

19 

20 Q. Have you prepared exhibits to your testimony? 

21 A. Yes. I have attached Exhibit No._ (JM-1T) which is the Hedging Activity Report for 

22 the period August- December 2013. 

23 

24 Q. What are the objectives of DEF's hedging strategy? 

25 A. The objectives of DEF's hedging strategy are to reduce the impacts of fuel price 

26 volatility over time and provide a greater degree of fuel price certainty to DEF's 

27 customers. 
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1 Q. What hedging activities did DEF undertake for 2013 and what were the results? 

2 A. DEF utilized approved physical and financial agreements to hedge a portion of its 

3 projected natural gas and light oil fuel burns, and a portion of the estimated fuel 

4 surcharge exposure embedded in DEF's coal river barge and railroad transportation 

5 agreements. These activities resulted in a net hedge cost for 2013 of $141 .3 million. 

6 

7 Q. Did DEF execute its hedging activities consistent with its approved Risk 

8 Management Plan? 

9 A. Yes. The hedging activities executed by DEF were consistent with those outlined in its 

10 2013 Risk Management Plan ("Plan"). In the Plan filed in August 2012, DEF's hedging 

11 target ranges were to hedge to of its forecasted natural gas burns for 

12 calendar year 2013 with a target to hedge approximately of the forecasted natural 

13 gas burns over time. With respect to light oil forecasted to be burned at DEF's owned 

14 generation facilities for calendar year 2013, DEF targeted to hedge a minimum of 

15 With respect to the coal river and rail transportation estimated fuel surcharge 

16 exposures for calendar year 2013, DEF targeted to hedge between to of the 

17 estimated fuel surcharge exposures based on contractual provisions in the coal rail and 

18 river barge transportation agreements. As of December 2012, based on DEF's 

19 forecasted burns and estimated coal rail and river barge transportation agreements, 

20 DEF's hedge percentages were approximately and respectively 

21 for forecasted natural gas, and light oil burns, and estimated fuel surcharge exposures 

22 in the coal river and rail transportation agreements. As such, DEF was within its 

23 targeted hedge ranges for calendar year 2013 going into the year. 

24 

25 For calendar year 2013, DEF's actual hedge percentages based on actual burns for 

26 natural gas and light oi l, were approximately and respectively. DEF hedge 

27 percentages for the estimated fuel surcharges embedded in DEF's coal river and rail 
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transportation in 2013 were and , respectively. The actual hedge 

2 percentages for natural gas, light oil, and the estimated fuel surcharges for coal river 

3 and rail transportation were within the ranges outlined in the Plan. As outlined in the 

4 Plan, actual hedge percentages for any monthly period, rolling twelve month time 

5 period or calendar annual period can come in higher or lower than the hedge 

6 percentage targets as a result of actual versus forecasted fuel burns. 

7 

8 Q. Did DEF hedging activities meet the stated objective and are the activities 

9 consistent with the Commission's Orders for hedging? 

10 A. Yes. DEF's hedging activity met the stated objective of DEF's hedging strategy to 

11 reduce the impacts of fuel price volatility over time and provide a greater degree of fuel 

12 price certainty to DEF's customers. The hedging activities are consistent with 

13 Commission Orders No. PSC-02-1484-FOF-EI and No. PSC-08-0667-PPA-EI. DEF's 

14 hedging activities are conducted in an environment of strong internal controls and 

15 executed in a structured manner. DEF's hedging activities do not attempt to outguess 

16 the market and may or may not result in net fuel cost savings, but have achieved the 

17 objectives. 

18 

19 Q. Does this conclude your testimony? 

20 A. Yes. 

21 
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