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Page 115 I

can be done. It's Jjust it's a lot easier to buy gas E
locally. BAnd so we don't take physical delivery. i
Q. Okay. S¢ hedge is used solely to protect %

the natural gas price of where ﬁou‘re buying it here f
locally, the local distributor? %
A. Yes. E

i

JUDGE STEBRLEY: Okay. Thank you. Any :

other questions from the Rench? é
{No response.) é

JUDGE STEARLEY: All right. Any recross t

based on gquestions from the Bench? %
MR, FISCHER: Yés, Judge. Oh, I'm sorry. g

JUDGE STEARLEY: We'll get to redirect in
just a few minutes.

MR, THOMESON: No recross.

3
&

JUDGE STEARLEY: Now you may redirect.

= e

MR. FISCHER: Okay. Thank you, Judge., 1 B

P —————

jumped ahead here, %
REDIRECT EXAMINATION BY MR, FISCHER: %
Q. Let's go to Judge Stearley's questions é

there at the end and make sure I understand what vou're !
.saying. He was asking how often you settle. Do you :
: ;

recall that? 8
A. Yes. é

Q. Would you explain whether you wait 'til the %

:

S e P Y g T 4 e e KA L o . ) 1 e S ot e T A T L T
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1 monthly settlement date to deal with these natural gas

7 = £

2 futures contracts?

T T BT T

3 A. Generally we do.
4 Q. Okay. Would you explain that ~- how that ;
5 process works and how that -- because you're dealing with z

6 an hourly electric price, how that would be important? ;
7 A, Well, generally the settiement is the sale

8 price of the contract. The purchase price varies

e R R LSRR 0

8 continuously throughout the day and across the whole time

10 that the contract's been traded. 8o the purchase price of

11 August 2009 gas has been varying for almost seven years
12 continuously. So the purchase price is whenever you

13 bought it at -- whatever price you bought it at. It

%
[
5

14 varies.
15 The settlement price is the point at which

1le the NYMEX brings to a ¢lose that futures contract, and if

T =

17 vou will, it's essentially a touch point of where the

18 futures market and the cash market come together. They :

18 essentially have to converge at some point for the whoele
20 thing to work. And that settlement price is that point of
21 convergence where futures and cash come together, and

22 that's why it is a single price.

70 D P S

23 It's used a lot of times in analysis, bhut 8

24 it is the average of the last 30 minutes of trading on the

25 exchange for that contract.

5
T ———
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Q. But the electric prices vary hourly ' é
throughout the month; is that right? %
A, Yes, they do. ?

Q. Well, how does a monthly natural gas g
settlement help you hedge the hourly prices? %

A. Well, it comes back to, one, you've got %
multiple pieces happeniné. One as 1 was referring to, on .
the purchase side your price is moving on gas just like
the electricity price is moving. It's moving all the
time.

The settlement, what you're locking for

when you make a2 hedge i3 you've bought a futures, you've

sold a futures, and the gain or loss from that is what I'm
referring te as this bucket of money. That bucket of
money is then used to offset whatever was happening in the

cash or the physical market,

N A R e R N304 W

S50 if I can go to my Schedule WEB~Q, I

i s

think it's a little easier to talk from a picture. On

i

Schedule WEB-9, which is part of my surrebuttal, I

ik

illustrate how this works with real numbers. And what you

see in essentially the cell that I call Bl, which is under

N b S

the column labeled physical market, you see where it's

G T T

showing that GMU nesded 482,000 megawatt hours. It needed

that for August. Well, that's what it needs on average.

And then to offset that need, it went out to the futures

e e ——— T g e o o e W e TR S T ATy
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1 market and bought 793 contracts of natural gas. So those

Z two volumes are essentially equivalent, 982,000 megawatt
3 hours wversus 7923 contracts, We had a need. We bought a
4 futures contract,

5 Then it comes time when we actually really

T T e L

& do need that electricity, s0 we go out and first we would

7 gell the futures contract, That happens right at the end

e e A

8 of the menth before. And you can see on the column that I

9 labeled C under futures market, it says sell., That's

T e T

10 saying we sold 793 contracts at a value of $4.34, and we

11 have a loss of §14 million, which this is roughly

Kt SR T RO T

12 equivalent to the 14.8 that everybody's been referring to.

13 On the physical market side, you see that

ST

T

14 we come in, we buy electricity, but we're buying at a

15 price much lower than what we thought we were going to

L N

1lg have to pay. So we experienced a real gain of

17 $12.8 million. That's how they work. They sync up with
18 each other. :
19 Q. 8¢ ia that a real world example of what I

20 was talking about in the opening where the gains and

e s b

21 losges offzet each othar?

ki

22 A, Yes, These are real GMO numbers. They

oo e

23 don't exactly sync to the 14.8 because I took out some of
24 the more complicated hedges, but this is what wa're

25 looking at., It's showing how the offset and how you buy

I
4
o
&
s
2
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aone, sell the other, and then yeulrevezse it.

c. Would that roughly equate to the $1.80 that
Mr. Thompson was referring to per megawatt hour or not?

A, Well, if you only looked at the futures
side, you get to the $1.80 or something like that, but if
you recognize both sides of the hedge, there is really no
adjustment.

Q. Well, did you do an analysis of that 51.80
effectively and whether that was a reasonable cost for the
ingurance that you wera buying to cover the risk of the
electric price spikes?

A. I did. But if you'd like to go back.tm the
one schedule that Mr. Thompson gave me from Ms. Mantle's
testimony, that would be an easy place just to even
eyeball it without even going into my own testimony of

schedule where it'g ==

Q. That's Schedule 9, I believe.

A. This one (indicating).

Q. Yesg.

A. In the lower right-hand corner you'll see

it refeﬁs to total purchases and it says total purchases,
the dollar cost was on average 526.86. Well, $1.80 of

$26 is less than 10 percent. And where I live, sales tax
is almost $ percent. S¢ what's a reascnable amount to pay

for this insurance? Industry rule of thumb, as long as

5 2T s
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1 you're less than 30 percent, you've done well. We've done

2 very well.

3 Q. At the time of settlement, has the company %
4 decided whether it will purchase power in the following g
5 month or whether it will generate electricity? i
6 a. No, i
.

7 Q. Okay. I'd like to go to Exhibit No. 7 that |
8 the Staff put in front of you that had the NYMEX natural g
S8 gas contract settlement price chart or graph. Do you have %
1G that? §
il A, Yes. Is that the one labeled Schedule f
12  WEB-12? %
13 Q. Yes. Mr. Blunk, where on that chart did E
14 Katrina happen? 2
15 A. Katrina was in '05, wasn’'t she? I don't %
¥

18 remember exactly. g
17 Q. What happened in August of 2008 where the ?
18 spike began, if you know? §
18 A, I'm sorry. I'm not remembering the event. z
20 Q. Okay. Do you recall if the Commission's f
21 natural gas price volatility mitigation rule was adopted %
22 after the Katrina event? ?
i

23 _ A. Well, the Commission issued a joint report ;
24 that was following, I believe it was Katrina and Rita, and %
i

i

25 that was -~ the report came out in 2006 because they have

R et b B e AR U S8, LR i Y T g
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1  a picture of it on the front cover. 4
2 Q. Do such events affsct elacktricity oxr %
3 natural gas prices? g
4 A. Yes. %
5 Q. In what way? i
& A, Wwell, for example, the hurricanes, they led %

7 to a splke in the price o¢f natural gas, and since natural
8 gas is the primary on the margin fuel, if your primary on

k| the margin fuel is going up, then the market price for

g e e

10 electricity is going to follow it. And natural gas is

cpaiet

11 always the cause, a primary cause for what's driving the

R

12 price of electricity in Southwest Power Pocl.

e B

13 Q. Would you expect that if Katrina hit the
14 natural gas fields in WNew Orleans, that that would affect

15 your margin on electricity cost?

[ G R ST

1€ A. Oh, it definitely would. It definitely

17 would, because it would so impact the price for natural

AT = T R A T

18 gas that it's going to in turn, since that is primary —-

B

19 the fuel for the on-peak power in Scuthwest Power Pool,

TR K T Fa

20 it's going to drive up the price for electricity.

T

2L Q. Did you expect Katrina to hit New Orleans? E
22 a. Well, not before 2005. i

¥
23 Q. Do you expect the hurriecane to hit

-t
B
;

24 New Orleans this year?

25 A. I don't personally, no.

Stk —————— BT e e Y e T Ty i SRR

MIDWEST LITEGATION SERVICES
www.midwestlitigation.com Phone: 1.800,280.3376 Fax: 314.644.1334



EVIDENTIARY HEARING 6/5/2012

Page 122
1 Q. Do you think it's wise te have some i

2 insurance in case electricity prices would spike for sonme
3 reason?

4 ) A Yes. 4
5 Q. You were azked a question about your direct ;
& testimony on page 17, and you wexe asked to read intc the
7 record, I think, the first sentence regarding simply to

g liquidate or liguidity?

T

9 A. Yes. 5

4
14 Q. Would you explain what that reference Z
11 ralates to? i
12 A. Putting it in context, this is testimony %
123 from Case No. ER-2007~0004, and it 1s testimony referring %
14 to why GMO would choose to use cross hedges as opposed to %
15 .trying to use an electric forward contract to hedge price §
16 risk. It's also worth noting that that testimony was in a i
17 cazse that first introduced GMO's fuel ¢lausze. é

i
18 But ligquldity 1s the reason why you would %
19 choose to cross hedge instead of just signing a contract 5
20 with another electricity provider. If you just sign a :

i
21 contract with another electricity provider, you'd still S
22 get price insurance, but getting out of that contract g

23 should your volume change, you're going to have to sell,
24 shall we say, at a loss because that other person, they

25 don't -~ it's not a good secondary market. So you have Lo

Pty T ———— e B R R e ST T e e ey
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1 pay a conssqguence to get cut of the contract, ?
2 Q. Would you turn to the next page of your é
3 testimony that continues to discuss that topic. %

z
4 A. Yes.
5 Q. Are there other reasons listed there that %
& would suggest that using natural gas futures contracts %

7 rather than these other financial tools makes good sense? |
8 A. Yes, there are. I mean, liguidity is a ;

g very big cne. The natural gas market, it trades a factox

o B T

10 of, I don't know for sure, like 30 times the actual volume

11 of gas. It's very liguid. You can easily get in. You

P Par B He o o

1z can get cut. Basically nc penalty for deing that. There

vy

13 is credit party risk. If I signed or if the company

T

14 signed a bilateral contract with ancther counter party,

pimpcon s o

15 we'd have to worry about their credit risk.

it

1la The futures exchange, when you purchase a

17 futures contract, your counter party is technically the

R i B

18 exchange itself or the NYMEX. The NYMEX is guaranteed by
19 the clearing members, and the clearing members include a

20 large number of very financially strong institutions,

R e R M et

21 large banks, large players in the industry. They have and
22 have maintained very high credit ratings.

23 Another value is simply the volume you can
24 deal in. If I use NYMEX futures, we can take a very smail

25 bite. For example, ons contract is the equivalent of

BTN e G e A e ek e

e B e ¥ SR T g s
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i nearly 1,000 hours of electricity. And if we did a ;
E

2 bilateral contract, I probably couldn't fine tune it.
3 Maybe take a larger guantity or lesser. g
4 guantity. Again, 1f we had to adjust the volumes, which

5 we do have to adjust volumes from time to time, making

& that adjustment if it's a contract, a bilateral contract,
7 as the buyer, I1'm essentially going to pay & price to make
8 the change. On the futures exchange, I mean, the broker

9 fee in this stuff ig insignificant, so there's no penalty.
i0 Q. If you're going to use financial

i1 ingtruments to hedge your electricity price risk, de you

12 know of any better financial instrument than the natural
13 gas futures NYMEX?

14 A, No, not for what we're dealing with.

15 Q. Does any of this discuasion that you have
16 here on page 17 or 18 suggest that the company isn't

17 hedyging to protect customers?

18 A, The purpose of our hedging program really
i9 is to protect customers. The fuel clauss, the customer is

20 the one that bears the energy market risk. So all the

21 hedging is for the benefit of the customer. *I?hef& is neo
22 benefit te the company of any of this hedging. There is é
23 no benefit to the company. ]
24 -Q. 86 you're indifferent whether you -- if the

25 Commission says don't cross hedge anymore, what would be

b T 00 B e, A 48 DR R B T M 138 T ey
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1  the company’s response? %
2 A, We would probably stop hedging, hedging E
3 altogether. There's no -- the company has no bhenefit from :

T

4 employing this hedging pregram. It is strictly for the

5 benefit of the customer.

SO [ B e

6 Q. Does the company -- does Kansas City

g

ki Power & Light Company, to your knowledge, hedge in Kansas?

8 A, No. We do not hedge in Kansas because in

3 ST T

9 Kansas KUPL has a fuel clause. Again, when there's a fuel

4 TS

10 clause in place, the hedging is for the benefit of the

11 customer. There is no benefit to the company for a hedge

e ot A

gz

12 program. There's no metive, no benefit, no reason to do
i3 it.
14 Q. But again, do yo know if Katrina's going to

15 hit again this vear?

e LB e o A

18 A. No, I do not if Katrina or Rita's going to-

17 hit. ;
i

18 Q. Mzr. Thompson asked you a number of :

19 questions about the Kase program and the Hedge Model and
20  Easy Hedge. Do you recall those?

21 A, Yes.

22 0. Would you explain to Commissioner Stoll and
23 Judge Stearley just how this Kase program wérks, in

24 layman's terms? d

25 A, Yes. Probably the easiest thing to do is

T T

T T T T e TR

et

T
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1 talk from a picture again. I guess this is Schedule 9, my

2 graph., It's a little easier to see from the picture. In

2  general, what the Kase hedge program is doing is it is

4 creating a moving average. Is there a way I can draw, 4
5 draw a picture? %
[ JUDGE STEARLEY: Well, we could use the !

7 ELMG. Have you got some paper perhaps he could draw on

T

8 and display it up there?
3 MR. FISCHER: Mr. Blunk, i1f you'd go to the

i0 machine over here, we'll give you a piece of paper, and I

e oy BT

il believe the Judge in his magic can project it onto the

TR e DR T TN

12 wall.
13 JUDGE S8TEARLEY: We'll see about that,
14 MR, FISCHER: Or if you want to put that on

15 there and draw on that, that will work, too.
16 THE WITNESS: Ckay.

17 MR. FISCHER: Judge, can you see this from

N L e A B M e S LT o i P et

18 your vantage point?
18 JUDGE STEARLEY: I can. It's a little E
20 gray, but we can see it,

21 BY MR. FISCHER:

AR T N WY R

22 Q. Go ahead, Mr, Blunk. Please explain your

G A AR

23 answer,

T

24 A. You've seen this chart. You've seen the

25 line which it was essentially the market price for gas,

M A N

T T e N e R i e T U iR T e T A 5 U T R e T T i
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and while these are monthly prices, we assume these are

daily because we track this daily.

What I've drawn, 1if yeu will, I'wve drawn
kind of a thick line that kind of follows more like the
moving average. So the middle line, which kind of goes
through the middle, from the Kase hedge program we would
consider something about where the prices are more or less
at as a normal price.

If it's Just moving a little bit today or
tomorrow, you might not do anything. But if a price gets
ocutside of a range, so, for example, it would cross this
line, we'd say prices are running away. We need to have
done something to protect curself. Under the Kase hedge
program, it would say you probably should buy a few caps,
unless you don't need gas in that period. It's really
loocking ocut and saying prices that spike like that, that
spike is only ¢going to last six, maybe nine months. And

if it's not going to come in and affect you, don't do

anything. Just ride it out.

On the other hand, we would come in and
this is saying, oh, well, that's probably a very
opportunistic price. We want to buy intc that. We want
to take a little bite, buy inte it, take another bite, buy
inte it and see if prices go down and continue to ride

them down.

M kT g

A S AT TE A

i

. R

A e e SH

P ——

R e e

A P T

T

e £ A
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1 So if you think of it as a high price zeone, [

zZ a low price zone and a middle zone, in the middle zonse

K] where it's just kind of like normal day-to-day stuff, you

T e

4 might not place any hedges because it does cost money to

e e e,

5 place a hedge. But it it's going high, you're going to do

6 things to protect yourself, If it's going low, you're

e

? going te take advantage of that opportunity and you're

513 S T

B going to ride it down.

o A D

g Q. Mxr, Blunk, is the Kase program then market

-

10 insensitive?

11 A, No. 1It's very market sensitive. It is

S D o A T T

12 giving a lot of consideration to the market. 1In fact, the

13  Rase program -- well, going back to the joint report of --
14  you might not have a copy of it, but in 2006 there was a %
15 report done by -— it's called the Joint Report on Natural ;
18 Gas Market Conditions, PGA Rates, Customer Bills and i
17 Hedging Efforts of Missouri's Natural Gas Local i
18 Distribution Companies. g
19 I referrsed to it in my testimony. That i
20 report identified things that it thought were important in :

21 a hedging program. One of them was that it needed to give

N

22 consideration and have flexibility to react to markets,

23 and the Kase hedge program does that. In fact, of the

M b R P

24 various pullets that that report identifies, the Kase

25 program lines up best of any program that I know of.

e Y e R e P e B My T T e N S e e g O B R e e T T A e 2
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1 Q. Do you still exercise professional judgment

2 even though you have Kase?

3 A, Yes, we do. Those lines that I drew, those

T T L PN T T Wi

4 are based on statistics, and they tell us this might be a
o} good time to trigger. Just because we have a trigger

) doesn't mean we'll go cut and place a hedge.

i
:
§
i

7 We are in constant consultation with Kase,
8 who is the provider of the program, and every time we hawve
9 a trigger, we talk to them, because that ~- the triggers

10 are statistical. I mean, it's kind of like any kind of

it test, you might get a false reading. So we discuss with
12 them their interpretation and is that consistent with what

13 we know about the market based on things we read in the

14 marketplace and what we're knowing about the market.

4

15 Q. Are you trying to outguess the market?

yopmm—

1lg A, If T could truly cutguess the market, I

L e

17 might not have to ke in this seat.
18 qQ. When prices for natural gas plummet like 3
13 thay did during this period, what do you typically expect H

20 would happen with electricity spot prices?

21 A, It will follew the gas prices down. i
22 Q. Is that a bad thing for consumers?
23 A. Oh, no., ©Oh, no. In fact, that's what we

24 saw and I .showed in my Schedule WEB-9 was that the price

25 of gas came down on the futures side, the price of

A e o e e T e b M o e b T T T T L B e S A e R e S g
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1 electricity came down on the cash or physical market side.

2 Q. If Katrina or Rita or something like that

o o i oA

3 had hit during this period, would you have expected i

4 natural gas prices te have fallen?

TR

5 AL Oh, no. NKNo. If a major hurricane had gone

& through -- gone through the gas-preducing region of the

T

7  Gulf like Katrina and Rita did, it would have driven gas

8 prices up.

P ——————————

> Q. From the sharehelder perspective, asa‘uming

it e &

10 that you have an FAC in place, do you care if a Ratrina
11 hits?
12 A, As a share -- well, from the company's

13 perspective, its risk goes through the fuel clause, so no.

O T T T g

i4 As a ratepayer, I'm & GMO ratepayer, I do care.

;
£
i

i5 Q. You care very much? :
16 A. I do. b
17 Q. Okay. Talking about the Kase program, how

18 does Kase differ from a cost averaging program perhaps

19  1like a one-~third program?

20 A, Under the cne-third program, and that's

21 probably -~ the market neutrality portion of the one-third
22 program versus Kase, under that market neutrality piece,
23 what Aquila was deoing was ~- and I'll exaggerate to

24 illustrate the point., 1 don't know the exact plesces of

25 it. But it's like as if on the second Tuesday of every

(OO LIRS AW A

g g T e o . B B e e e b R T T O e
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1  month they bought 1/12 of whatever the reguirement was,

P R = o = W T

2 and whatever the market was, thay tziggéred on that, which

3 is why Mr. Hyneman referred to it as & very rigid program,

UL R

4 and it was. The way that was implemented, if it was the

A A A e S

5 second Tuesday of the month, you did what you had to buy.

m————

6 Under the Kase program, it dogsn't give

T

1 consideration te that. It's looking at what's happening

8 in the marketplace? Are prices trending up cor are they

T T g

9 trending down? And depending which way they're going

i0 affects what acts you will take. It will affect the level

&
I3
B

11 of action you will take.
1z ¢ the two are very different in that the,

13 what we'lve referred to as the one-third program being

P g o He e 2

i4 market neutral is very rigid, wvery, wvery locked in, but

T et

15 Kase is not.

16 Q. Would you explain under the Kase program
17 when you would typically make decisions on when to hedge
18 or whether to hedge and how that would work?

19 A. The Kase hedge program as we're employing

CHIRT MK R UTRETR A iR Pt

20 it looks out up to three years, which again is consistent
21 with what the recommendations in the jeint report said,
22 The joint report said vou should look out three years or

23 more. We're looking out thres years.

S ST AP TR R i AR

24 Most of our hedges are not placed three

25 years in advance. Only if -- you remember I showed when

e
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i the prices arxe low, it's in the low price zone, and when

2 they are really low prices, then we'll look cut three
3 years and we'll place them. If they're high prices, we

4 don't want to lock into those for a long time,

:

5 ’ Sc on average, it looks like that Kase
) triggers —— and this is sinple average over what's

7 happened. It's not a way to read the rules, but fjust en

4" U TR R T

g average, based on what's happened, we tend to place hedges
9 about 11 to 12 months out. That's an average. ;

10 Q. Lould you build a power plant in 11 or 12

11 vyears, a coal plant like Iatan 27

12 A, Ll or 12 vears? i
13 Q. T mean 11 or 12 months? g
i4 A. No. No, we could not build a coal~fired

15 power plant in 11 months.

16 Q. Are you likely to be able to secure

AR A

17 significant amounts of capacity for 11 months out?

18 A. You couldn't construct it that quick, no.

T

19 Q. If the company had built generation,

20 natural gas or otherwise as suggested by Mr. Thompson,

S ey A A

21 would the company continue to hedge as it does teday?

”

22 A. Yes, and T discussed that in my prefiled
23 testimony. If the company had built gas-fired generation
24 or, &% Ms. Mantle kind of implies, purchased Aries, which

25 is now known as Dogwood, we would have employed the same
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hedges. We probably would have had the exact same hedge

volumae. We would have used Kase. We would have had

exactly the same hedge adiustment. It would lcok just E
exactly the same to the ratepayer, except for the cost of
¢apital, which cost of capital does not go through the

fuel clause. 4

% inii 3

Q. And that's because that's a natural gas

T

fired plant?

A. Yas,

TSR A

Q. Okay. When you make the decision to hedge

TR e it

your expected purchased power, do you knoew at that point

what your generation fleet is and do you have any control g
about what that generatiqn fleet, how that's going to Z
change in 12 months? g
A, No. I don't have control over as 1 make %

the hedge program, no. %
Q. So as a decision-maker, under the %
gircumstances that you know at the time, you know what the E
generation is, what your capabilities are? é
A, © Yes. %

g

Q. And what your spot purchased power ;
regquirements are likely to be? ;
A, Yes. We have projections of those things. f

We know what our capacity is, our fleet is, and we é

projected what we think are fuel reguirement is and what

fhwesm ot

P ————

B e T T R e e e T g e e
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1  we think we will then supplement it with out-of-the-market ¢

2 purchases are.
3 Q. Going back to your Schedule WEB-S that you
4 . referred to earlier, the real life example of what the

5 physical market gain was and what the futures market loss

6 was,
7 A Yes,
8 Q. There iz under that table a dollar offset

9 ratic of 109.86 percent?

140 A, Yes. i

i
i1 Q. What does that ahow? §
12 A. That 109.6é percent is dividing the ;

ytencpat

13 14 wmillion by the 12.8 million. And what that is showing

14  is how well did the actual hedges that were placed in the |

1
i
,

15 futures market, how well did they proliect the risk that we
16 had in the physical market. And at 109.6 percent, that

17 suggests this is & very good hedge. The guidelines

18 e@stablished consistent with a wvariety of parties, and i
19 we've referenced several of them, implement -- well, not %
zZ0 implementation, but accounting firms and applying FASB's ?
21 rules, commodity futures trade exchange, they are all :
22 suggesting that anything between an 80 percent and either %
23 120 or 125 percent represents a good hedge, and that fits ;

24 very nicely inside that bound.

25 <. But isn't that a hindsight review? You

4
1
[
[
e

PTLITR 4 A T TR T N I e ot e
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knew what happened now? %
A Oh, vyes, this is hindsight. We know %
exactly what happened at this point. é
Q. When you put in thease hedges, did you know %
what was going to happen? é
A, No, we did not know. We had to rely on %
historical correlation analysis, ;
Q. That's what you relied on, correct? ;
Al Yes. %
Q. When naturszl gas prices are falling like ;
they did in this case, would you expect to have some §
losses in the hedging program or not? é
A, If you're only looking at the derivative g

sides, vyes.
Q. Is that necessarily a bad thing from your ;
perapective? 2
A, No. it just simply could be indicating the 2

hedge worked as designed, because when you put a hedge in

i DRSNS

place, you are essentially saying I'm going to lock into a
price, and the wav you lock into a market that yvou cannot %
control or you can't get a contract for is you go to the
futures market, and the twe are moving in parallel., Bo ?

21l the gains I have on one side will offset the losses on

the other or all the losses on the other will offset the

gains. The issue is, at the end of the day, you're coming
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to essentially a net zero.

Q. Wall, if natural gas piicas are going the
other way, would you expect -~ and they're skyrocketing,
like apparently they did in October of ‘08 and then again

in October of 2010 -~

A, Yas.

Q. == what would you expect electric prices to
be doing?

A. They also would skyrocket.

Q. Now, on the derivative gide, what would you

expact in your hedging program?

A, The natural gas futures contracts would
have a significant gain. In other words, we'd make a lot
of money there. That would fill my little bucket of money
that I keep referring te, and I c¢an then use that bucket
of money to offset what's happened on the cash or the
physical market for electricity. I've got all this, if
you will, this insurance proceeds to help pay for this now
higher price electricity.

Q. Well, since you had all those gains, is
that a good thing?

A, I don't know if you'd say it's good or bad.
It's - you nesd to take the two, and the two of them wash
each other out.

Q. 8¢ the company’s indifferent, is that what

T

=
b
>

B
=

A A ATk

A A U ot i

A T

T . p—

e,

T Nt [ T
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I
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you're saying?
A. Yes. Doesn't matter to the company.
Q. The Staff seems to suggest -- well, strike

that.

Gas prices that are the low level today,
ﬁhe $§2, 53 range, would you still recommend the Commission
continue to hedge or not?

A. Ch, yes. Yeah. The Kase program is going
to help us exercise how we do that, but we're loocking at
historically low gas prices, and as a buyer, I'm locking
if I want to lock something in, T want to lock in low
prices. 8o this is really an optimal time to be hedging.
I would want to continue the program that would allow us
to lock in these lower prices, and how far we can carry
them in the future remains to be seen, but this is ~- this
is a good time to be hedging, good time to be placing
hedges, which is consistent with how our program works.
Identifies these low prices and we'd be placing hedges.

MR. FISCHER: Judge, I think that's all I
have. Thank you very much.

JUDGE STEARLEY: All right., That concludes
redirect. You may step down, and thank you for your
testimony, My, Blunk. |

We are at about 11:35. Do the parties wish

to start the next witness testimony or do you want to
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