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Commission’s expressed concerns about rate volatility and its mission to ensure Missouri 1 

consumers have reliable and reasonably priced utility service. 2 

Q: Has GMO’s hedging strategy achieved the Commission’s charge of avoiding rate 3 

risk from skyrocketing fuel and purchased power prices? 4 

A: Yes.  As Figure 1 below shows that total variable fuel and purchased power costs have 5 

not skyrocketed but have even decreased through this review period. 6 

Figure 1:  
Total Variable Fuel and Purchased Power Cost
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 7 

Q: Why do you need to look at the total effective rate? 8 

A: There are two reasons we need to evaluate the effectiveness of GMO’s program for 9 

hedging fuel and purchased power by looking at the total effective rate.  First, all hedges 10 

have two sides.  As I discussed earlier, hedging is taking equal and opposite positions in 11 

two positively correlated markets.  The hedge position cancels out the risk in the existing 12 

position.  Speculation on the other hand, is one sided.  Speculation attempts to profit from 13 















How This Seminar Works

This Webinar consists of two 90-minute, 
high quality conference calls combined 
with both PDF and Internet-posted slides

1.

The day before the seminar, you will be 
emailed a toll-free telephone number to 
access the audio portion of the live 
seminar session. The seminar's slides 
will be attached to the email as a PDF 
file, and a Website link will be provided 
so you can also view the same slides 
online if you prefer. Phone calls 
originating from outside of the USA and 
Canada will be a toll call billed to you by 
your telephone service provider.

2.

A few minutes before the seminar is to 
begin, you will call the toll-free phone 
number to access the audio portion of 
the seminar. You can follow the visual 
portion of the presentation by using the 
printed PDF files or by viewing the 
Internet-posted slides on your computer 
screen

3.

A professional moderator will manage 
the audio portion of the Webinar and 
there will be opportunity to ask 
questions. All participants will hear both 
the question and the instructor's 
response. After the seminar is over, 
further questions can be directed to the 
instructor via email.

4.
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How to Financially Hedge Natural Gas & Electricity Price Risk

A Half Day Phone & Web Seminar - CPE APPROVED

February 22 - 1:00 pm to 2:30 pm (EST), 3:00 pm to 4:30 pm (EST)

Unpredictable price changes in the natural gas, petroleum and electricity markets 
make the proper hedging of price and locational basis risk an essential skill. 
Don't break your company's budget or miss locking in an attractive forward price. 

This seminar will explain how buyers, sellers, and processors can financially 
hedge natural gas,oil, and electricity price and basis risk with futures contracts, 
basis swaps and trigger deals. Basis risk, heat-rate-link power contracts and real
-world hedging issues will also be addressed. Click here to register.

What You will Learn - Session One (1:00 pm to 2:30 pm)

Why energy and electric power companies financially hedge. 1.

How to create a buyer's futures hedge that protects you against energy 
and electricity price risk. 

2.

How to create a seller's futures hedge that locks in a fixed sales price. 3.

The many real-word issues that can impact futures hedging. 4.

What basis risk is, and how "basis blowout" can destroy a buyer's or 
seller's futures hedge.

5.

What You will Learn - Session Two (3:00 pm to 4:30 pm)

How to use a basis swap to hedge natural gas locational basis risk. 1.

How to hedge both basis and delivery risk using trigger deals. 2.

The components that make up the master hedging & trading equation, 
and what the difference is between financial and physical locational basis 
"fin" versus "phys". 

3.

What a heat rate linked power transactions is, and why it such a powerful 
hedging tool for electricity. 

4.

How to hedge electricity price risk using natural gas futures5.

Who Should Attend this Seminar

This seminar will benefit a wide variety of organizations in the energy, industrial, 
electric power and financial industries. Professionals from energy buyers, banks, 
energy producers, utilities, municipals, energy marketers, industrial companies, electric generators, and liquids processors will gain 
valuable insights, as will natural gas, oil and electric power executives, traders, marketers, (sales, purchasing & risk management 
professionals), accountants, economists, trading support staff, auditors, attorneys, government regulators, rate specialists, plant 
operators, engineers and corporate planners.

Prerequisites

This fundamental level, group live seminar has no prerequisites. No advance preparation is required before the seminar, but a basic 
understanding of either the natural gas or electric power industries would be helpful.

Why Choose PGS?

PGS seminars are known for their clear explanations and in-depth content. Register for a PGS class today, and join the over 10,000 
energy professionals who have already attended one of PGS's proven programs. View Past Seminar Attendees

Instructor

John Adamiak

Page 1 of 2PGS How to Financially Hedge Natural Gas & Electricity Price Risk

2/1/2012http://pgsenergy.com/webinar/D-201/How-Financially-Hedge-Natural-Gas-Electricity-Price...

Schedule WEB-1



John Adamiak is President and Founder of PGS Energy Training and an expert in energy derivatives and electric power markets. 
Mr. Adamiak is a well-known and highly effective seminar presenter who has over 20 years experience in the natural gas and 
electric power industries. His background includes 15 years as a seminar instructor, 9 years of energy transaction experience, and 6 
years of strategic planning and venture capital activities. John's academic background includes an M.B.A. degree from Carnegie 
Mellon University. 

Registration Fee and Discounts

$395 for the first attendee and $195 for the second attendee, and $125 for each attendee thereafter. 

Special discounts are available for groups of 10 or more. Please call Janice Ohmura for details at (412) 521-4737.

Payment and Cancellations

Payment is due prior to the start of the seminar by Visa, Master Card, American Express, Diners Club or check. Seminar fees will be 
charged to your credit card at the time of registration unless other arrangements have been made. Please make checks payable to 
"PGS Energy Training" 26 Teal Lane HHP · Hilton Head Island, SC 29926. Cancellations can be made up to two (2) business days 
prior to the start of the seminar for a full refund. No refunds will be made thereafter, but full credit for one year will be given toward 
future seminars. Substitutions may be made at any time. For more information on PGS policies regarding administrative matters and 
complaint resolution, please contact our offices at (843) 342-9945.

CPE Credits

This group seminar is eligible for 3.5 CPE credits. Be aware that state boards of accountancy have final authority on the acceptance 
of individual courses for CPE credit. As of January 1, 2002, sponsored learning activities are measured by program length, with one 
50-minute period equal to one CPE credit. One-half CPE credit increments (equal to 25 minutes) are permitted after the first credit 
has been earned in a given learning activity. You may want to verify that the state board from which your participants will be 
receiving credit accept one-half credits.

PGS Energy Training is registered with the National Association of State Boards of Accountancy (NASBA) 
as a sponsor of continuing professional education on the National Registry of CPE Sponsors. State boards 
of accountancy have final authority on the acceptance of individual courses for CPE credit. Complaints 
regarding registered sponsors may be addressed to the National Registry of CPE Sponsors, 150 Fourth 
Avenue North, Suite 700, Nashville, TN, 37219-2417. Web site: www.nasba.org. CPAs interested in 
attending any seminars should contact our offices for details on CPE credits granted and any prerequisite 

requirements. PGS telephone seminars are eligible for CPE credits only if seminar participants use the printed seminar slides - not 
the Internet posted slides.

PGS Energy Training is registered with GARP as an Approved Provider of continuing professional 
education (CPE) credits. PGS Energy Training has determined that this program qualifies for 3.5 credit 

hours. If you are a GARP CPE participant, please record this activity in your Credit Tracker at www.garp.org/cpe. Please inform 
PGS Energy Training that you are a GARP CPE participant upon seminar registration.

The Global Association of Risk Professionals (GARP) is a not-for-profit membership association dedicated to preparing 
professionals and organizations for making better-informed risk decisions. GARP’s membership represents more than 150,000 risk 
management practitioners and researchers at academic institutions, banks, corporations, government agencies, and investment 
management firms in 195 countries and territories. GARP administers the Financial Risk Manager (FRM) and Energy Risk 
Professional (ERP) Exams – certifications recognized by risk professionals worldwide. Visit www.garp.org/cpe.

PGS Energy Training · 26 Teal Lane HHP · Hi l ton Head Island, SC 29926 
Tel: (412) 521-4737 · Fax: (866) 230-1261 ·  newinfo@pgsenergy.com · Privacy Pol icy 
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BEFORE THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 

STATE CORPORATION GOMhilISSlON 

NOV 0 3 2005
In the Matter of the Application of Aquila, Inc., d/b/a ) 
Aquila Networks-WPK, for Approval of an ) 

Do&et 
Accounting Order to Permit Aquila, Inc., d/b/a Aquila ) ROO^ 

Networks-WPK, to Recover Amounts Necessary to ) 
Expend in Order to Establish and Maintain a Natural ) Docket No. 06-AQLE- L(q 4-14 
Gas Hedge Program for Electric Generation for the ) 
2006 Summer Season; and for Approval of its "Gas ) 
Hedge Program for Electric Generation" 1 

COMES NOW Aquila, Inc., d/b/a Aquila Networks-WPK ("Aquila"), and pursuant to K.S.A. 

2002 Supp. 66-117, files this application with the Kansas Corporation Commission ("KCC") for an 

order approving its request for an accounting order to permit Aquila to recover such amounts of its 

funds as may be necessary to expend in order to establish and maintain a gas hedging program for the 

2006 summer season, defined as June 1 through September 30, under the Gas Hedge Program for 

Electric Generation and for approval of its "Gas Hedge Program for Electric Generation." In support 

of its application, Aquila states as follows: 

1. Aquila is a corporation duly organized under the laws of the State of Delaware, with 

a principal place of business at 20 West Ninth Street, Kansas City, Missouri 64105. Aquila is 

authorized to do business and is conducting business in the State of Kansas. 

2. Aquila is engaged, generally, in generating, transporting, distributing and selling 

electricity in portions of Kansas. Aquila provides service to nearly 70,000 electric customers in 

Kansas. Aquila's Kansas operations are subject to the jurisdiction of the KCC. 

3. Based upon meetings that Aquila has conducted with members of the KCC Staff, 

CURB and based anecdotally upon discussions which took place during the formal roundtable 

discussions and the most recent focus group study held by the KCC regarding natural gas price 
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volatility, Aquila believes it is important that some type of price protection should be afforded to its 

residential and commercial customers by establishing a ceiling price to be paid on a percentage of its 

projected summer natural gas for generation volumes as well as fixing another percentage for the 2006 

summer season. In order to establish a ceiling price on a percentage of the projected summer natural 

gas for generation volumes to be purchased for the 2006 summer season, it is likely that Aquila will 

have to spend approximately $600,000.00. Aquila requests that the KCC authorize Aquila to expend 

up to $600,000.00 to establish such a ceiling price. Aquila is willing to invest such funds, as needed, 

to establish a ceiling price on the percentage of gas purchases for which the ceiling price is being 

established. However, Aquila will invest such funds to reach the target price cap expenditure only if 

the KCC authorizes the recovery of the funds expended through a separate average charge per 

customer (expressed as a per kilowatt-hour charge) and stated separately on customer bills. The 

$600,000, or $.924 per month per residential customer, $3.264 per month per commercial customer 

for the summer season, is the suggested budget. 

4. Aquila is requesting the KCC issue an accounting order authorizing Aquila to: 1) 

record those monies expended by Aquila in establishing a gas ceiling price for one third of the 2006 

budgeted summer season natural gas generation budget in an account to accrue interest at the KCC 

approved interest rate for customer deposits; 2) recover the program costs from all of its residential 

and commercial customers on a per customer basis (expressed as a separate per kilowatthour charge) 

during the months of December 1, 2005 through May 31, 2006, or as soon after the program is 

approved by the KCC; 3) to reconcile the expenditures to the recoveries reflecting any over or under 

recovery through the ECA process; and 4) to make such report or reports deemed necessary by the 

KCC regarding such account. Any resulting cost or benefit resulting from the settlement of the call 

options or futures swaps shall be credited or recovered, respectively, through Aquila's monthly ECA 
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filings during the months of July 1,2006 through October 31,2006. 

5 .  Attached hereto and incorporated herein by reference is the testimony of Gary L 

Gottsch. Mr. Gottsch is a Gas Supply Representative for the Energy Resources group of Aquila 

Networks and is testifying in support of Aquila's request for approval of an accounting order in this 

matter and approval of Aquila's Gas Hedge Program for Electric Generation. 

6. Attached hereto and incorporated herein by reference is Aquila's proposed changes to 

its ECA tariff to reflect the Gas Hedge Program. 

7. The authority requested by this application will allow Aquila to take actions, which are 

reasonably designed to mitigate the volatility of natural gas prices in the summer months. It is the goal 

of Aquila's Gas Hedge Program for Electric Generation that these actions will mitigate price volatility, 

at a reasonable cost, relative to Aquila's traditional operations. Therefore, Aquila requests the KCC 

find the authority requested is in the public interest. 

WHEREFORE, Aquila respectfully requests that the KCC issue an order granting Aquila's 

request for an accounting order to permit Aquila to recover such amounts of its funds as may be 

necessary to expend in order to establish and maintain a gas ceiling price for a portion of the 2006 

summer season under the Gas Hedge Program for Electric Generation; for approval of its Gas Hedge 

Program for Electric Generation; and for such other relief as the KCC may deem appropriate. 

Ottawa, Kansas 66067 
(785) 242- 1234, telephone 
(785) 242- 1279, facsimile 
Attorneys for Aquila, Inc., d/b/a Aquila Networks - WPK 
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VERIFICATION 

STATE OF KANSAS, FRANKLIN COUNTY, ss: 

James G. Flaherty, of lawful age, being first duly sworn on oath, states: That he is an attorney 

for Aquila, Inc., d/b/a Aquila Networks - WPK; that he has read the above and foregoing Application, 

knows the contents thereof; and that the statements contained therein are true. 

My Commission Expires: 
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THE STATE CORPORA .3NCOMMISSION OF KANSAS Index No. 22 

AQUILA INC dlbla AQUILA NETWORKS-WPK Schedule: 04-ECA 
(Name of Issuing Utility) 

Replacing Schedule 04-ECA Sheet Q 
NTIRE SERVICE AREA Which was filed March 30, 2005 
.err~tory to which schedule is applicable) 
No supplement or separate understanding 

shall modify the tariff as shown hereon. Sheet 4 of 4 Sheets 

Summer Period Winter Period 
May - September October - April 

Alternative* Alternative* 
Statistics Limits Fuel Ratios Limits Fuel Ratios 

Thermal Efficiency (Heat rate) Max. Of 12,100 BTUIkWh Max. Of 12,200 BTUlkWh 

Percentage of BTU from: 
Coal 16% to 100% 30% 16% to 100% 25% 
Oil 0% to 25% 15% 0% to 75Y0 42% 
Gas 0% to 84% 55% 0% to 84% 33% 
Nuclear -% to -% -% - O h  to -% -% 

Line Loss Maximum of 14% Maximum of 14% 

*These alternative fuel ratios must be used in calculating the fuel cost, if actual performance falls outside the limit 
values. 

Assessment for Estimating Accuracv: In the event that the estimated total energy costs per kwh  for any three (3) 
consecutive months exceed by more than five percent (5%) the actual cost per kwh  for those same months, The 
Company shall submit an explanation. If the Company cannot show that the estimate was realistic and the actual 
costs was the lowest overall cost that could have been incurred, the Kansas Corporation Commission may, at its 
discretion, assess the Company, for the purpose of recovering administrative costs of handling the adjustment, in 
an amount not to exceed the difference between the amount billed to customers under the estimated rate and the 
actual increase in energy costs for those billing periods. 

Electric Hedqe Proaram 
The Company shall operate its Electric Hedge Program pursuant to the Commission's orders in Docket No. 06- 
AQLE- - . Costs and revenues associated with any purchase of straight call options and other alternative risk 
management strategies, the balance of which shall not exceed $600,000 per year, shall be recovered as a separate 
cost component from all participating customers during the months of December through May. Any over or under 
recovery, and any of the budget amount not used by the Company, shall be reflected in the Company's ECA filings. 
During the months of July through October, the monthly costs and revenues generated from the exercise of all 
financial derivatives shall be flowed back to all participating customers as a cost component of the respective 
monthly ECA. The Company shall also make such report or reports deemed necessary by the Commission 
regarding such costs and revenues. 

Issued October 31, 2005 06-AQLE- -
Month Day Year Approved 

Kansas Corporation Com mission
Effective Upon Commission Ap~roval 2005Month Day Year -1 

IS1 Susan K. Duffy 
By Maurice L. Arnall Director, Regulatory 

Sianature Title 

Unofficial copy via www.aquila.com Schedule WEB-2



BEFORE THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS STATE CORPORATION COMMISSION 

In the Matter of the Application of Aquila, Inc., ) DEC 2 2 2005 
d/b/a Aquila Networks-WPK, for Approval of an 
Accounting Order to Perrnit Aquila, Inc., d/b/a 
Aquila Networks-WPK, to Recover Amounts 
Necessary to Expend in Order to Establish and 

) 
) 
) 
) Docket No. 06-AQLE-494-HED 

Docltet 
Ecorn 

Maintain a Natural Gas Hedge Program for 
Electric Generation for the 2006 Summer Season; 
and for Approval of its "Gas Hedge Program 

) 
) 

for Electric Generation". 

STAFF MEMORANDUM IN SUPPORT OF STIPULATION AND AGREEMENT 

COMES NOW the Staff of the State Corporation Commission of the State of 

Kansas ("Staff' and "Commission", respectively) and files its Memorandum in support of 

the Stipulation and Agreement filed by Aquila, Inc., d/b/a Aquila Networks-WPK 

(Aquila), Staff and Citizens' Utility Ratepayer Board (CURB) on December 22,2005. 

1. On December 22, 2005, Aquila, Staff and CURB (Joint Movants) entered 

into a Stipulation and Agreement in this matter and filed their Joint Motion for an Order 

Approving Stipulation and Agreement. 

2. In support of the Stipulation and Agreement entered into and filed by Joint 

Movants, Staff incorporates herein by reference the Memorandum prepared by Dr. John 

Cita, Chief of Economic Policy and Planning, dated December 22, 2005, which is 

attached hereto as Attachment 1. 

Respectfully submitted, 

Otto A. Newton #8760 
Assistant Genera1 Counsel 
Kansas Corporation Commission 
1500 SW Arrowhead Road 
Topeka, KS 66604-4027 
(785) 271-3157 
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VERIFICATION 

STATE OF KANSAS 1 
) ss. 

COUNTY OF SHAWNEE ) 

Otto A. Newton, being duly sworn upon his oath deposes and states that he is an 

Assistant General Counsel for the State Corporation Commission of the State of Kansas, 

that he has read and is familiar with the foregoing pleading and that the statements 

contained therein are true and correct to the best of his knowledge, information and 

belief. 

Otto A. Newton 

Subscribed and SJworn to before me this 22ndday of December, 2005. 

My appointment expires: bi 
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Attachment 1 

MEMORANDUM 

To: Chair Brian Moline 
Commissioner Robert Krehbiel 
Commissioner Michael Moffet 

From: John Cita % 
Date: December 22,2005 

RE: Staffs Discussion and Evaluation of the Summer 2006 Hedge Program 
Application of Aquila, Inc. and Support for the Joint Motion Seeking Approval of 
the Unanimous Stipulation and Agreement ("S&A"), Docket No. 06-AQLE-494-
HED. 

Backaround and Cumulative Performance of the Promam 
This Application is important because it is the first of what could be many. With this 
Application Aquila, Inc., d/b/a Aquila Networks-WPK ("WPK") becomes the first 
jurisdictional electric utility to seek approval of a Gas Hedge Program. In conjunction 
with approving its implementation of an ECA mechanism, the Commission has ordered 
Empire District Electric ("EDE") to submit a hedge program application. (Docket No. 05-
EPDE-980-RTS.) In response to Westar Energy's cCWE") request to implement an ECA 
mechanism, Staff recommends that WE submit a Hedge Program Application. That 
recommendation was uncontested. (Docket No. 05-WSEE-981-RTS.) And finally, 
KCPL has indicated that it will soon request implementation of an ECA mechanism and, 
in response, Staff will recommend that KCPL submit a complementary Hedge Program 
Application (for the purpose of hedging on behalf of its ECA customers).' 
As the Commission probably knows, if and when a utility employs an ECA mechanism, 
that implies its customers will be subject to monthly ECA charges/prices that change over 
time as the utility's fuel and purchase power expenses change. Having ECA mechanisms 
simply means retail customers will be faced with some degree of price volatility. 

If ratepayers are risk averse, then facing price volatility can reduce their welfare. 
Moreover, risk averse ratepayers, by definition, are willing to pay extra in order to face 
less risk. Staff and others have gathered evidence that suggest (residential) customers of 
jurisdictional gas utilities are risk averse. Unfortunately, no such evidence has been 
gathered fiom WPK's retail customers; however, we have no reason to believe that 
WPK's retail customers are significantly different than the Kansas consumers that have 
thus far been surveyed. 

Incidentally, WE, EDE and KCPL have for some time and currently do hedge their shareholders' 
exposure to natural gas price volatility. When a utility takes advantage of the Commission's ECA 
provisions (as stated inOrder dated April 19, 1977, Docket No. 75-GIMC-009-GIG) that has the effect of 
shifting gas price volatility fiom shareholders to ratepayers. 

1 
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In summary, achieving more stable monthly ECA prices, at a small additional cost, is the 
motivation for this Hedge Program Application. All parties recognize WPK's retail 
customers currently face some degree of price volatility given WPK's reliance on an 
ECA mechanism. (As the Commission may be aware, complaints about both the level 
and volatility of WPK's recent ECA prices are discussed and evaluated in Docket No. 05- 
AQLE-972-GIE.) We do assume that WPK's customers are risk averse and, therefore, 
we assume that WPK's customers would be willing (and able) to pay extra in order to 
face lower price volatilitv. As Staff has repeatedly stated, hedging serves to protect 
ratepayers from price volatility; hedging does not provide ratepayers with a lower price 
on average. And so it is in this case, hedging is not intended to provide customers with 
(speculation-induced) savings in the long run, rather its intent is to provide greater price 
stability. 

Staff Evaluation of WPK's Proposed Inaumral Hedge Promarn 

On Whose Behalf Would the Hedge Program be Implemented? 
The proposed Program would be implemented on behalf of WPK's residential and 
commercial customers. Consequently, those two classes would be responsible for the 
cost of the program and would share in its benefits. The industrial class customers that 
are subject to the ECA would not participate in the program.2 

What is the Proposed Program Budget Amount? 
WPK proposes an annual budget of $600,000. The method used to arrive at that amount 
is consistent with the method that has been used to set approved budget amounts for the 
Natural Gas LDC Hedge Programs. 

How Would the Approved Budget Amount be Recovered? 
It would be recovered through a distinct volumetric charge appearing as a line item 
charge on the monthly bills of residential and commercial customers. The proposed 
charges are: $0.00 178kwh for residential and $0.OO 140/kwh for commercial. With these 
charges and given the expected usage levels over the time period the charges would be 
collected, the economic burden on the two classes as roughly equal. Moreover, the 
charges are proportional to the respective usage levels over the summer months, the 
months whose usage would be hedged. In short, the respective charges (i.e., costs) do 
match the respective benefits each class is expected to receive. 

Which Summer Months would be Hedged? 
Only the months of June through September 2006 would be hedged. The proposed 
Program would terminate after September 2006. 

The Nedge Charges would be Assessed Over Which Months? 

2 As I understand it, WPK sought interest among its industrial class customers in having and paying for a 
hedge program installed on their behalf. OfEicials of WPK have indicated that sufficient interest was 
lacking. 
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The proposed hedge charges would apply from January through May. However, if WPK 
applies to renew this Program, to extend its life beyond September 2006, then it is 
anticipated the (new) hedge charges would apply to a longer time period, possibly 
October through May. 

Has WPK Specifed Which Derivatives Would be Used to Establish a Price Cap? 
WPK plans to rely primarily on swaps and call options. Alternative hedging vehicles 
could be used. Given the size of the proposed budget, about a third of WPK's summer 
gas requirements would not be hedged and, therefore, would move with the market. 
Equivalently, about two-thirds of WPK's expected (i.e., n ~ r m a l ) ~  summer gas purchases 
would be hedged. That proportion is consistent with the usual amounts hedged in 
Commission-approved Programs. 

Has WPK Indicated when it plans to Place its Derivatives? 
WPK submitted a detailed time schedule showing when it expects to arrange or purchase 
its preferred hedging instruments. The proposed schedule is consistent with that of a 
bona Jide hedger. 

At mat Level Would WPK 's Gas Purcha~e Prices be Capped? 
As a practical matter, it is difficult to say with any degree of accuracy. The difficulty lies 
in not knowing where the market prices will be at the time hedges are placed. Suffice it 
to say, Staff has evaluated WPK's forecast price caps and found them to be reasonable 
given the requested hedging budget and expected hedge coverage. 

Will WPK Submit Monthly Reports to Stafland CURB Showing the Progression of 
Implementation and Subsequent Program Performance? 
Yes. As the Commission knows, Staff monitors both the implementation and resultant 
performance of approved programs. This monitoring is facilitated by the monthly 
reports. 

Summarv and Recommendation 
This program is designed to reduce, but not eliminate the volatility of WPK's monthly 
ECA prices.4 It is Staffs opinion the proposed program would work as designed. 

Aquila-WPK submitted a well developed Application and the presentation of its 
"preferred hedge plan" is the best Staff has ever seen. Aquila should be commended. 

The Hedge Program described through the proposed S&A is nearly identical to any of the 
Hedge Programs this Commission has approved over the years. Those programs have 

As a provider of electricity to retail customers, WPK purchases all of the various fuels used to generate 
the required electricity. In a normal year WPK purchases approximately 25 MMBtu of natural gas on 
behalf of its average residential customer. This hedge program is designed to hedge those natural gas 
purchases. This program would not hedge any other fuels nor would it hedge WPK's purchased power. 
4 If and when a competitive wholesale electric market is developed, it is likely that derivatives for directly 
hedging the price of electricity - such as an electricity futures contract - will be widely available and 
economical to use. When those instruments are available it may be possible to design hedge programs that 
would largely eliminate ECA price volatility. 
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worked to reduce the volatility of monthly bills at a very low cost.' Accordingly, such 
programs have worked to enhance the well being of risk averse retail customers. 

For reasons stated and evidence presented in this Memorandum, Staff believes the 
Commission could find implementation of the proposed Hedge Program to be consistent 
with the public interest. It follows that Staff believes Commission approval of the 
unanimous S&A would be reasonable. 

Cc: DonLow 

Incidentally, at this moment in time, the cumulative net cost of the Commission approved Hedge 
Programs is negative. That is, thus far, the Hedge Programs have delivered both less volatile bills and 
positive net savings on those bills. 

5 
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VERIFICATION 
06-AQLE-494-HED 

STATE OF KANSAS ) 
) ss. 

COUNTY OF SHAWNEE ) 

John Cita, being duly sworn upon his oath deposes and states that he is Chief of 

Economic Policy and Planning for the State Corporation Commission of the State of 

Kansas, that he prepared the foregoing Memorandum and is familiar with the content 

thereof and that the statements contained therein are true and correct to the best of his 

knowledge, information and belief. 

John & 

Subscribed and sworn to before me this 22ndday of December, 2005. 

My,-.Appointment expires: 
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CERTIFICATE OF SERVICE 
06-AQLE-494-HED 

I hereby certify that a true and correct copy of the foregoing Staff Memorandum 

in Support of Stipulation and Agreement was placed in the United States Mail, postage 

prepaid, on this 22ndday of December, 2005, properly addressed to: 

James G. Flaherty 
Anderson & Byrd, LLP 
216 S. Hickory, P.O. Box 17 
Ottawa, KS 66067 

Richard C. Green, Chairman, President & CEO 
Aquila, Inc., d/b/a Aquila Networks- WPW 
Aquila Networks-KG0 
20 West 9thStreet 
Kansas City, MO 64105 

David R. Springe 
Consumer Counsel 
Citizens' Utility Ratepayer Board 
1500 SW Arrowhead Road 
Topeka, KS 66604-4027 

Niki Christopher 
Attorney 
Citizens' Utility Ratepayer Board 
1500 SW Arrowhead Road 
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THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 

Before Commissioners: Brian J. Moline, Chair 
Robert E. Krehbiel 
Michael C. Moffet 

In the Matter of the Application of Aquila, Inc., )
d/b/a Aquila Networks-WPK, for Approval of an )
Accounting Order to Perrnit Aquila, Inc., d/b/a ) 
Aquila Networks-WPK, to Recover Amounts 1 
Necessary to Expend in Order to Establish and ) Docket No. 06-AQLE-494-HED 
Maintain a Natural Gas Hedge Program for ) 
Electric Generation for the 2006 Summer Season; ) 
and for Approval of its "Gas Hedge Program )
for Electric Generation". ) 

ORDER GRANTING JOINT MOTION AND 
APPROVING STIPULATION AND AGREEMENT 

NOW, the above-captioned matter comes before The State Corporation 

Commission of the State of Kansas (Commission) on the Joint Motion for an Order 

Approving Stipulation and Agreement filed by Aquila, Inc., d/b/a Aquila Networks-WPK 

("Aquila" or "Company"), the Commission Staff (Staff) and Citizens' Utility Ratepayer 

Board (CURB). Having examined its files and records and being duly advised in the 

premises, the Commission finds and concludes as follows: 

I. BACKGROUND 

1. On November 3, 2005, Aquila filed its Application seeking an 

Order fi-om the Commission approving its request for an accounting order to permit 

Aquila to recover such amounts of its funds as may be necessary to expend in order to 

establish and maintain a gas ceiling price for he1 for its electric generation for the 2006 

summer season, defined as June 1 through September 30, under the Gas Hedge Program 

for Electric Generation and for approval of its "Gas Hedge Program for Electric 
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Generation" tariff. In support of its Application, Aquila filed its proposed tariff and the 

direct testimony of Mr. Gary L. Gottsch, its Gas Supply Representative in Aquila's 

Energy Resources division. 

2. On November 8, 2005, Citizens' Utility Ratepayer Board (CURB) filed a 

Petition to Intervene seeking a Commission order granting CURB leave to intervene as a 

party in this matter. On November 14, 2005, the Commission issued its Order granting 

CURB'S intervention. 

3. On November 14, 2005, the Commission entered an Order suspending 

operation of the changes proposed in Aquila's Application for a period of two hundred 

forty (240) days fi-om the date of filing the Application, November 3, 2005, until July 1, 

2006. 

4. On December 22, 2005, Aquila, Staff and CURB (collectively, "Joint 

Movants") filed their Joint Motion for an Order Approving Stipulation and Agreement 

(Joint Motion), including as Attachment A thereto the Stipulation and Agreement entered 

into by Joint Movants on December 22,2005 (Stipulation and Agreement). 

5. On December 22, 2005, Staff filed its Memorandum dated December 22, 

2005 prepared by Dr. John Cita, Chief of Economic Policy and Planning, supporting 

approval of the Stipulation and Agreement. 

11. DISCUSSION 

6. Aquila believes it important that some type of price protection be 

afforded its residential and commercial customers by establishing a ceiling price to be 

paid on a percentage of its projected summer natural gas for generation volumes as well 

as fixing another percentage for the 2006 summer season. In order to establish a ceiling 
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price on a percentage of the projected summer natural gas for generation volumes to be 

purchased for the 2006 summer season, Aquila estimates that it will need to spend 

approximately $600,000. Aquila is willing to invest such funds, as needed, to establish a 

ceiling price on the percentage of gas purchases for which the ceiling price is being 

established so long as the Commission authorizes recovery of the funds expended. 

Aquila seeks authorization to recover the funds expended through a separate average 

charge per customer, expressed as a per kilowatt-hour charge, and stated separately on 

customer bills. Application at p. 2. Aquila's Application requests the Commission issue 

an accounting order authorizing the Company to: 1) record those monies expended by 

Aquila in establishing a gas ceiling price for one-third of the 2006 budgeted summer 

season natural gas generation budget in an account to accrue interest at the Commission 

approved interest rate for customer deposits; 2) recover the program costs from all of its 

residential and commercial customers on a per customer basis, expressed as a separate 

per kilowatt-hour charge, from the date the program is approved through May 3 1, 2006; 

3) reconcile the expenditures to the recoveries reflecting any over or under recovery 

through the ECA process; and 4) make such report or reports deemed necessary by the 

Commission regarding such account. Any resulting cost or benefit resulting from the 

settlement of the call options or futures swaps shall be credited or recovered, 

respectively, through Aquila's monthly ECA filings during the months of July 1, 2006 

through October 31, 2006. Application at pp. 2 and 3. Aquila states that its proposed 

risk management strategy for the 2006 summer program is the purchase of straight call 

options for one-third of the budgeted volumes of gas requirements for generation, fixing 

the price on another one-third of the position with NYMEX futures which will be 
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converted to swaps, leaving one-third of budgeted volumes to float in the market. 

Purchases will occur between December 2005 and May 2006, with the exception of the 

purchases for the June budgeted usage which will be condensed into December 2005 

through April 2006 due to financial expiration of June positions in May. For the 2006 

summer program, Aquila plans to concentrate on managing the price risk for the period 

between June and September. Aquila will attempt placement of positions on the 15th of 

each month, December 2005 through May 2006. Gottsch Pre-filed Direct at pp. 2 and 3. 

7. According to Staff, Aquila's Application is important because it is the first 

of what could be many applications by jurisdictional electrical utilities seeking to 

implement a gas hedge program. Staff Memorandum at p. 1. Staff concludes that 

although hedging does not provide ratepayers with a lower price on average, it does serve 

to protect ratepayers from price volatility. Evidence gathered from focus groups in the 

past suggests that residential customers of jurisdictional gas utilities are willing to pay 

extra in order to face less risk. Staff suggests that the retail electric customers of Aquila 

would not be significantly different in their views on seeking protection from price 

volatility. Staff Memorandum at pp. 1 and 2. Therefore, Staff concludes that Aquila's 

electric customers would be willing and able to pay extra in order to achieve lower price 

volatility. Achieving more stable monthly ECA prices, at a small additional cost, is the 

motivation for Aquila's Gas Hedge Program Application. Staff Memorandum at p. 2. 

8. The Stipulation and Agreement presented by Joint Movants for the 

Commission's consideration and approval, together with Staffs verified Memorandum, 

reflects Staffs investigation of the Company's Application, as well as extensive 

negotiations between the parties in this matter. Joint Movants constitute all of the parties 
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in this docket and all are signatories to the Stipulation and Agreement. Staffs 

Memorandum prepared by Dr. Cita supports approval of the Stipulation and Agreement. 

Joint Movants stipulate and agree that the Gas Hedge Program for Electric Generation as 

requested and filed by Aquila in its Application should be modified and conditioned as 

follows: 

A. The budget for Aquila's Gas Hedge Program for Electric 

Generation shall not exceed $600,000 for the 2006 summer season defined as 

June 1,2006, through September 30,2006. All Hedge Program costs incurred by 

Aquila, such as transaction costs, interest on margin accounts and the direct costs 

of financial derivatives are to be covered by the approved budget. The rate of 

interest on margin accounts will be the prime rate as published in the Wall Street 

Journal. An interest charge will be assessed on the initial margin amount, starting 

from when the account is first established through the expiration of the swap or 

futures contract, as the case may be. Aquila may file a Motion to adjust the 

approved budget depending on market conditions. 

B. All payoffs, positive or negative, associated with the settlement of 

financial derivatives shall be passed through to Aquila's ECA clause and applied 

only to its residential and commercial customers in accordance with the clause's 

provisions. 

C. Consistent with the basic design of Hedge Programs implemented 

by the Commission's jurisdictional natural gas LDCs, Aquila's preferred hedge 

strategy is the placement of a price cap. Aquila has met with and consulted Staff 

and CURB regarding details and implementation of its preferred, or planned, 
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Hedge Program design. The program design details or parameters that have been 

presented and resolved include the following: 

1. quantity or volume of gas to hedge; 

2. summer months to be hedged; 

3. price cap (and possibly floor) level; 

4. hedge instruments to be used to set the cap; 

5. timing of hedge placement. 

For its selection of the actual, planned parametric values, Aquila has provided 

reasonable discussion and analysis and, thus, adequate support. 

D. As the Hedge Program is actually implemented, Aquila shall have 

full discretion over selection of the final Gas Hedge Program for Electric 

Generation parameters. Aquila shall also meet with Staff and CURB throughout 

the implementation period, as needed, for the purpose of discussing significant 

changes from the planned hedge program. 

E. Aquila shall recover the program costs for the Gas Hedge Program 

for Electric Generation h m  its ECA residential and commercial customers 

during the months of January 2006 through May 2006 on a volumetric basis. The 

charge for residential customers will be $0.00178/kwh and for commercial 

customers $0.00140/kwh. Aquila shall maintain a monthly balance for amounts 

spent on hedge costs compared to amounts recovered from customers through the 

hedge charge. To the extent the net monthly balance shows that Aquila's 

expenditures on hedges exceed the amounts recovered from customers, Aquila 

shall accrue interest on the excess amount during the following month at the 
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prime rate as published in the Wall Street Journal. To the extent the monthly 

balance shows that Aquila's expenditures on hedges are less than the amounts 

recovered from customers through the hedge charge, Aquila shall accrue interest 

on the shortfall during the following month at the Commission's approved rate for 

customer deposits. Aquila shall recover or pay interest pursuant to the 

methodology above through a charge to or credit to the approved budget. The 

interest charges set forth in this paragraph E are separate from the interest on 

margin accounts described in paragraph A, which are treated separately. Aquila 

shall show the amounts collected from customers through the hedge charge as a 

separate line item on the customer's bill during the months of January 2006 

through May 2006. 

F. Aquila shall submit monthly hedge reports to Staff and CURB 

throughout the program year. Reports during the implementation months 

(January through May) shall detail actual implementation of the program while 

reports during the summer months (June through September) will detail actual 

program performance. Monthly reports will be submitted electronically and 

during the first week of each month. The implementation reports will describe all 

activity during the prior calendar month while the performance reports will 

summarize performance for the instant calendar month. At the end of the 2006 

program year, Aquila shall also submit a report on the cumulative, historical 

performance of its hedge program efforts. 
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G. Aquila shall retain all information and records necessary to verify 

derivative transactions performed either by Aquila or on its behalf so that Staff or 

CURB may perform an audit of those transactions. 

H. The parties agree that the Gas Hedge Program for Electric 

Generation shall be for the summer of 2006. To the extent that the Company, 

Staff or CURB believe that modifications to the approved program are necessary, 

such as a change in the budget, it shall file a Motion in this Docket requesting 

such changes as it deems necessary. In the event the Company desires to continue 

the Hedge Program for the summer of 2007, it shall file an appropriate application 

making the request no later than July 15,2006. 

9. Aquila must file its Gas Hedge Program for Electric Generation tariff with 

the Commission for approval within thirty (30) days of the date of the Order approving 

the Stipulation and Agreement. Stipulation and Agreement at paragraph 6. 

10. The Stipulation and Agreement expresses the parties' agreement with 

regard to certain modifications and conditions applied to the Gas Hedge Program for 

Electric Generation as requested in Aquila's Application. According to Staff, the Hedge 

Program described through the proposed Stipulation and Agreement is nearly identical to 

any of the hedge programs approved by the Commission in the past achieving reduced 

volatility of monthly gas bills at a very low cost. All parties support the Company's 

implementation of a Gas Hedge Program for Electric Generation, as modified and 

conditioned by the Stipulation and Agreement, and take the position that the Stipulation 

and Agreement is reasonable and could be found by the Commission to be in the public 

interest. 
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111. FINDINGS AND CONCLUSIONS 

11. Aquila provides retail electric service to nearly 70,000 customers in the 

State of Kansas. Aquila is a certificated electric public utility subject to regulatory 

jurisdiction of the Commission. The Application, as modified and conditioned by the 

Stipulation and Agreement, affects the cost of electricity as allowed under the monthly 

ECA; therefore, the Commission, pursuant to K.S.A. 66-101, et seq., K.S.A. 66-104, 

K.S.A. 66-1 17, and K.S.A. 66-13 1 has jurisdiction over Aquila and the subject matter 

herein. 

12. Settlements are favored in the law, Bright v. LSI Corporation, 254 Kan. 

853, 86 P.2d 686 (1994). However, the commission must make an independent 

judgment concerning whether the settlement is in the public interest and should be 

approved. In making this assessment, the Commission takes into consideration the 

immediate and future effects on consumers. 

13. The Gas Hedge Program for Electric Generation proposed in the 

Application, as modified and conditioned by the Stipulation and Agreement, is likely to 

reduce the risk of price volatility for Aquila's residential and commercial electric 

customers. Implementing Aquila's Gas Hedge Program for Electric Generation will 

afford the Company's customers a measure of protection against such price volatility 

during the forthcoming summer season. The Commission concludes that the Gas Hedge 

Program for Electric Generation is a reasonable means of providing each customer an 

absolute increase in the level of price protection. 

14. The Stipulation and Agreement provides that Aquila's activities will be 

effectively monitored by Staff through monthly reporting and consultation. he reporting 
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requirements of the Stipulation and Agreement will facilitate Staff keeping the 

Commission apprised of all program developments, particularly in the event that 

immediate corrective action is needed. 

15. For the foregoing reasons, the Commission finds that the Stipulation and 

Agreement is reasonable, in the public interest, and should be approved. 

IT IS THEREFORE, BY THE COMMISSION ORDERED: 

(A) The parties' Joint Motion is hereby granted and the Stipulation and 

Agreement is hereby approved and incorporated in this Order by reference. 

(B) Aquila's Application, as modified and conditioned by the Stipulation and 

Agreement, is hereby approved. 

(C) Aquila shall file its Gas Hedge Program for Electric Generation tariff 

referenced in paragraph 9 above with the Commission for approval within thirty (30) 

days from the date of this Order. 

(D) The Commission retains jurisdiction over the subject matter and the 

parties for the purpose of entering such further order or orders, as it may deem necessary 

and proper. 

(E) A party may file a petition for reconsideration of this Order within fifteen 

(15) days from the date of service of this Order. If service is by mail, service is complete 

upon mailing, and three (3) days shall be added to the above time frame. 
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BY THE COMMISSION IT IS SO ORDERED. 

Moline, Chr.; Krehbiel, Corn.; Moffet, Corn. 
ORDER MAILED 

Dated: DEC 2 'I2005 


DEC 2 7 2005


-J,&&w~ecuiveDirector 

Susan K. Duffy 
Executive Director 

oan 
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THESE DOCUMENTS CONTAIN 
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