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DUKE ENERGY FLORIDA  

DOCKET NO. 150001-EI 
 

REBUTTAL TESTIMONY OF 
JOSEPH MCCALLISTER 

 
October 9, 2015 

 
 
 

I.    INTRODUCTION AND QUALIFICATIONS 1 
 
Q.     Please state your name and business address. 2 

A.   My name is Joseph McCallister.  My business address is 526 South Church Street, 3 

Charlotte, North Carolina 28202. 4 

 5 

Q.   Have you previously filed testimony in this docket? 6 

A.   Yes, I filed direct testimony on April 7, and September 1, 2015. 7 

 8 

Q.      Have your duties and responsibilities remained the same since you last testified 9 

in this proceeding? 10 

A.      Yes.     11 

 12 

II. PURPOSE AND SUMMARY OF TESTIMONY. 13 

Q. What is the purpose of your testimony? 14 
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A. The purpose of my testimony is to provide additional context regarding the direct 1 

testimony of Office of Public Counsel’s (“OPC” or “Citizens”) witness, Mr. Daniel J. 2 

Lawton, filed September 23, 2015. 3 

 4 

Q. Please summarize your rebuttal testimony. 5 

A.    In summary, Mr. Lawton makes three major points in his testimony that warrant 6 

discussion.  First, Mr. Lawton outlines that current forecasts of gas markets show stable 7 

pricing and declining volatility.  Second, Mr. Lawton states his opinion that the historical 8 

and potential future lost opportunity costs of fuel hedging are not worth the benefits of 9 

reducing price volatility for customers going forward.  Third, Mr. Lawton concludes that 10 

the Commission should not approve the proposed financial hedging plans and that the 11 

Commission should discontinue the financial hedging of natural gas. 12 

 13 
 With respect to Mr. Lawton’s contention that forecasts for natural gas indicate stable 14 

pricing and declining volatility, DEF has no basis to disagree with Mr. Lawton, but DEF 15 

notes that actual future prices and volatility levels are uncertain and with the increased 16 

reliance on natural gas in Florida, natural gas price fluctuations in the future could be 17 

more impactful to customers.  As to the second point, this is a policy question that the 18 

Commission must decide considering all relevant information.  Since the Commission’s 19 

hedging program acts to serve customer interests and not the interests of utilities, we 20 

agree that customer views and opinions on this significant policy issue are important for 21 

the Commission to consider.  As to Mr. Lawton’s final point, DEF agrees that the 22 

Commission should review its hedging policy from time to time, as the Commission has 23 

appropriately done in the past, to determine whether changes to the policy should be 24 
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made.  If after such a review, the Commission determines that hedging should be wound 1 

down and eliminated, reduced in scope, suspended, or replaced with something new, 2 

DEF will comply with the Commission’s policy.  3 

  4 

Q. Are you sponsoring any exhibits to your testimony? 5 

 6 

A. No.   7 

 8 

III. REBUTTAL TESTIMONY. 9 

Q. Mr. Lawton indicates that current market forecasts for natural gas pricing indicate 10 

stable gas prices and that volatility is declining.  Do you agree? 11 

A: DEF is not contesting Mr. Lawton’s point.  Mr. Lawton indicates that the 2015 EIA 12 

natural gas estimated price forecast projects lower prices in every year from 2015 through 13 

2030 compared to the 2011 EIA estimates for those years.1  A simple review of the 2015 14 

EIA reference natural gas price forecast looking at annual periods over the next five years 15 

(2016-2020) shows that the forecasted nominal Henry Hub price averages $4.64 per 16 

MMBtu.2  As of October 2, 2015, the current indications of market prices for the 17 

NYMEX Henry Hub contract for the annual periods over the next five years (2016-2020) 18 

averages $3.013 per MMBtu, a record low for this time period.3  This comparison shows 19 

that future natural gas prices are uncertain and price projections and natural gas market 20 

prices will vary over time.  DEF is not providing this information as a prediction on 21 

                                                           
1 Lawton Direct Testimony, Sept. 23, 2015 (“Lawton”), pp. 39-40. 
2 The 2015 EIA forecasted nominal natural gas prices for 2016 through 2020 are $3.90, $4.09, $4.61, $5.07, and 
$5.54 per MMBtu. See data 2015 EIA Annual Energy Outlook, available at 
http://www.eia.gov/forecasts/aeo/tables_ref.cfm, and reference Table 13.  
3 As of October 2, 2015, the NYMEX Henry Hub contract prices for 2016 through 2020 are $2.805, $2.988, 
$3.049, $3.108 and $3.213 per MMBtu, respectively. The market price indications referenced above can be 
found at http://www.cmegroup.com/trading/energy/natural-gas/natural-
gas_quotes_settlements_futures.html#tradeDate=10/02/2015. 

http://www.eia.gov/forecasts/aeo/tables_ref.cfm
http://www.cmegroup.com/trading/energy/natural-gas/natural-gas_quotes_settlements_futures.html#tradeDate=10/02/2015
http://www.cmegroup.com/trading/energy/natural-gas/natural-gas_quotes_settlements_futures.html#tradeDate=10/02/2015
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future natural gas prices, but rather to show that predicting with certainty what actual 1 

prices and volatility will be in the future is not possible.     2 

  3 

 Q.  Mr. Lawton argues that historical and potential future lost opportunity costs of 4 

hedging are not worth the benefits of reducing gas price volatility that hedging 5 

provides going forward.  What do you think? 6 

 7 

A.      It is for the Commission to determine whether the benefits of the hedging program 8 

outweigh the historical and potential future costs going forward.  As part of effective fuel 9 

cost management, DEF believes managing fuel price volatility risk over time for a 10 

portion of its projected fuel costs is a prudent risk management practice.   11 

  12 

  As stated by this Commission, the “purpose of hedging is to reduce the impact of 13 

volatility in the fuel adjustment charges paid by an IOU’s customers . . . [i]ts primary 14 

purpose is not to reduce an IOU’s fuel costs paid over time, but rather to reduce the 15 

variability or volatility in fuel costs paid by customers over time.”4  Mr. Lawton 16 

acknowledges that gas prices are constantly changing, subject to some level of volatility, 17 

and that Florida companies’ hedging programs have accomplished the goal of limiting 18 

natural gas volatility.5  19 

  20 

  By locking in fixed prices for a portion of DEF’s natural gas needs, the hedging program 21 

eliminates fuel price volatility for that portion.  For 2016, DEF’s generation fuel mix is 22 

currently forecasted to be approximately 73% natural gas.  Given the large percentage of 23 

Florida’s generation mix that is reliant on natural gas and current natural gas market 24 

prices for future periods, fluctuations in the price of natural gas could have a 25 
                                                           
4 Order No. PSC-08-0667-PAA-EI, Attachment A, p. 2 of 3, § IV a & b (Oct. 8, 2008). 
5 Lawton, pp. 20. 
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correspondingly larger impact on customer prices.  It is for the Commission to determine, 1 

as a matter of policy, given the reliance on natural gas and the uncertainty for future gas 2 

prices and volatility levels, if a level of price certainty is desired going forward for a 3 

portion of the projected gas usage.  DEF will adhere to the Commission’s direction and if 4 

so desired will adjust or suspend hedging activities consistent with Commission policy.  5 

 6 

Q.  Is it proper for the Commission to review the current hedging policy, and to 7 

determine if the policy should be changed or eliminated all together? 8 

 9 

A.  Yes.  It is proper for the Commission to review, and if it determines it is necessary to do 10 

so, to revise or eliminate its policies regarding financial hedging of natural gas.  The 11 

Commission’s hedging program acts to serve customer interests and not the interests of 12 

utilities.  We agree that customer views and opinions on these policy issues are important 13 

for the Commission to consider.   14 

 15 

  Mr. Lawton also pointed out that other states’ commissions have recently reviewed and 16 

changed their hedging policies.  However, when looking at what other jurisdictions have 17 

concluded, such as Kentucky, it is important to consider regulated generation fuel mix 18 

differences between states.  Kentucky is an instance of a state public service commission 19 

that ordered the end of financial gas hedging programs due to the current conditions and 20 

outlook for future natural gas supplies.6  For background, the regulated electric 21 

generation fuel cost mix for Duke Energy Kentucky (“DEK”) in 2014 was approximately 22 

92% coal and 4.0% gas.  Although not categorized as hedging, it is my understanding 23 

that all of the coal procured for DEK’s regulated electric utility for 2014 was procured 24 

over time under fixed-price coal agreements thereby reducing fuel cost risk for 25 
                                                           
6 Lawton, at pp. 45-47. 
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customers.  In addition, given its fuel mix, to my knowledge DEK has never utilized 1 

financial gas hedges to lock in prices for any portion of DEK’s regulated electric gas 2 

generation.   3 

  DEF agrees that the Commission should review its hedging policy from time to time, as 4 

the Commission has appropriately done in the past, to determine whether changes to the 5 

policy should be made.  As noted previously, as part of effective fuel cost management, 6 

DEF believes managing fuel price volatility risk over time for a portion of its projected 7 

fuel costs is a prudent risk management practice.  However, if the Commission 8 

determines that hedging should be wound down and eliminated, reduced in scope, or 9 

replaced with something new, DEF will comply with the Commission’s will.  10 

 11 

Q.  Does this conclude your testimony? 12 

A.  Yes. 13 
 
 14 
 15 
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