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Dear Ms. Dunston: 
 
I hope this finds you doing well. In connection with the above-referenced docket, I 
transmit herewith for filing on behalf of the Public Staff the redacted public version of the 
Direct Testimony of John R. Hinton, Director of the Economic Research Division. 
 
By copy of this letter, I am serving same on all parties of record by electronic delivery. 
 
A confidential and unredacted version of same will be filed under separate cover and 
notice is hereby given that both that cover and the unredacted version will be served 
only on those attorneys identified as representing Duke Energy Progress, LLC (DEP) in 
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Q. PLEASE STATE YOUR NAME, POSITION, AND BUSINESS 1 

ADDRESS FOR THE RECORD. 2 

A. My name is John R. Hinton, and my business address is 430 North 3 

Salisbury Street, Raleigh, North Carolina. I am the director of the 4 

Economic Research Division of the Public Staff. My qualifications 5 

and experience are provided in Appendix A. 6 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 7 

PROCEEDING? 8 

A. The purpose of my testimony is to present my analyses and 9 

recommendations to the North Carolina Utilities Commission 10 

regarding Duke Energy Progress’ (DEP or the Company) fuel 11 

hedging program. Hedging’s costs or benefits flow to consumers 12 

through DEP Fuel Riders since fuel costs are generally a pass-13 

through in ratemaking. My primary focus is on the DEP hedging 14 

program for natural gas. I address some of the economic benefits 15 

and costs of DEP’s financial hedging program as described in its Risk 16 

Management Plans as well as reasons why DEP and energy 17 

companies have hedging programs. I also address the historical 18 

impacts of the Company’s hedging programs on consumers. 19 

Q. WHAT IS HEDGING AND WHY DOES THE COMPANY HAVE A 20 

HEDGING PROGRAM? 21 



TESTIMONY OF JOHN R. HINTON Page 3 
PUBLIC STAFF – NORTH CAROLINA UTILITIES COMMISSION 
DOCKET NO. E-2, SUB 1292 
 

A. Energy companies, like the operating electric utilities within Duke 1 

Energy Corporation, have hedging programs to protect them – and 2 

therefore ultimately their customers – from fuel price volatility in the 3 

market. Volatility stems from the risks of the unknown future causing 4 

unforeseen substantial or frequent changes in prices and can 5 

unexpectedly happen at any time (witness the current conflict 6 

between Russia and Ukraine, unforeseen weather events, economic 7 

changes, and the recent global energy crisis to name a few). Thus it 8 

is difficult to accurately predict where (for example) natural gas prices 9 

will be in future months or years. 10 

 Hedging is a risk management strategy that mitigates the risks 11 

associated with changes in the price of a given asset. Hedging 12 

accomplishes the goal of reducing price volatility by locking-in the 13 

future price to be paid ahead of time rather than subjecting future fuel 14 

purchases to the day-to-day pricing changes that can occur in the 15 

marketplace. One common way to understand financial hedging is to 16 

think of it as a form of insurance that protects against future price 17 

changes and volatility. 18 

 Reducing volatility via hedging allows energy companies to maintain 19 

a clearer and more predictable future price. With the correct hedging 20 
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program, energy companies will be able to minimize price changes 1 

and shocks to residential, commercial, and industrial customers. 2 

Q. PLEASE DESCRIBE VOLATILITY AND HOW IT IS MEASURED. 3 

A. Price volatility can be measured by looking to the amount of 4 

variability between the actual price and the average price over a 5 

given time. Often it is measured by the percent changes in day-to-6 

day prices. The averages and changes are expressed via 7 

calculations of standard deviations from the norm. 8 

 The level of prices does not determine price volatility, but rather the 9 

degree of price variation. A large price movement when prices are 10 

high (for example a $1 movement with prices around $100) may not 11 

equate to the same volatility level as a smaller price movement (for 12 

example a $1 movement with prices around $10). In the second 13 

example, the $1 movement when the price is around $10 will be more 14 

volatile because the percentage change is higher. 15 

 Natural gas price volatility can be measured by taking the standard 16 

deviation of the historical standard deviation of changes in the prices 17 

over specific time periods of one year and longer. Another method of 18 

determining volatility is to examine the market prices of traded 19 

options. These forward-looking prices impliedly reflect implied 20 
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assumptions on expected volatility. [BEGIN CONFIDENTIAL]  1 

 [END 2 

CONFIDENTIAL]. 3 

Q. DO HEDGING PROGRAMS HAVE COSTS? 4 

A. Yes. First, utilities incur the cost of running the hedging program in 5 

terms of labor and related costs dedicated to implementing the 6 

program and the transaction costs of hedges. Often, these costs are 7 

relatively small when looking at the total net costs. 8 

 Second, utilities incur the net costs or savings with hedges, 9 

sometimes referred to as opportunity costs. With the purchase and 10 

sale of various hedging instruments relative to the market prices, 11 

there are losses when the market price is below the utility’s hedged 12 

price. Alternatively, benefits occur when the market price is above 13 

the utility’s hedged price. The accounting profession addressed 14 

hedging and derivatives in FASB Topic 8151, where the cost of 15 

hedges is based on the difference in the hedge price of natural gas 16 

as compared to the current spot price of natural gas. 17 

 
1 Financial Accounting Standards Board, Derivatives and Hedging (Topic 815), 

August 28, 2017. 
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A clear benefit of hedging is stabilizing fuel prices and preventing 1 

future volatility in consumer prices. The appropriate level of hedge 2 

protection is, in part, a function of consumers’ aversion to volatile 3 

electricity bills which is difficult to ascertain. However, at some point 4 

the benefit of stable fuel prices is outweighed by the hedge costs. 5 

Q. DESCRIBE DEP’S HEDGING POLICY. 6 

A.  The two main commodity assets that DEP hedges for is coal and 7 

natural gas. Given there is a limited market of future contracts with 8 

coal, DEP’s hedges are limited to physical procurement generally 9 

conducted with staggered contracts over several years. 10 

 DEP’s natural gas hedge program uses [BEGIN CONFIDENTIAL] 11 
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Q. WHAT IS A FINANCIAL HEDGE AND WHAT INSTRUMENTS 1 

DOES DEP USE FOR NATURAL GAS FINANCIAL HEDGES? 2 

A. DEP uses a “financial hedge” within its hedging program for natural 3 

gas. A financial hedge is the action of managing price risk by using 4 

financial derivatives to offset price movement of the physical asset 5 

(in this case, natural gas). Unlike a physical hedge, a financial hedge 6 

only protects against price swings – procurement of the assets is still 7 

needed. 8 

[BEGIN CONFIDENTIAL]  9 

 10 

 11 

 12 

 13 

 14 

 [END CONFIDENTIAL]. Fixed Price 15 

Swaps “fix” (or lock in) the energy cost. A Fixed Price Swap is an 16 

agreement (over a specified period) where two sides of a deal select 17 

a fixed price for an asset instead of the market price – that is, the 18 

parties “swap” the floating market price for their agreed-upon fixed 19 

price. If the market price of the commodity ends up being lower than 20 

the fixed hedge price during the specified period, the utility (as the 21 
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This translates to a savings of $1.90 per month (or $22.82 annually) 1 

for the typical 1,000 kWh per month residential customer. 2 

 My analysis indicates that DEP’s hedging programs are reasonable. 3 

The management of the hedging program has worked to stabilize 4 

natural gas price swings. In this proceeding, the total DEP net benefit 5 

on a system level is $122,687,180 of which $75,452,616 is allocated 6 

to North Carolina. These benefits are significant when compared to 7 

DEP’s total commodity cost of natural gas of $948,703,226. 8 

Q. HOW DO THE NET SAVINGS FOR THE 2021-2022 TEST YEAR 9 

COMPARE WITH THE NET SAVINGS AND COSTS OF PRIOR 10 

FUEL PROCEEDINGS? 11 

A. The $122.6 million net savings reported in this proceeding is the 12 

largest hedging consumer benefit DEP has ever posted. As 13 

previously noted, in the present proceeding DEP’s hedging program 14 

has favorably reduced the annual typical consumer bill by $22.82. 15 

However, DEP’s hedging has not always been so beneficial. For 16 

example, in 2012 and 2015 DEP’s hedging had the opposite impact 17 

and increased the typical annual consumer bill by more than $22.82. 18 

 Over time, one could expect within any given year that hedging can 19 

result in an overall net savings benefit or net cost loss to consumers; 20 
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$22.82 per residential customer in this instant proceeding is the 1 

highest to date, the following table reveals larger net costs per 2 

customer of $27.36 in 2015 and $25.12 in 2012. Following is a table 3 

of the net savings and costs calculated on a per residential customer 4 

basis. 5 

 6 

Q. WHAT ARE THE FACTORS CONTRIBUTING TO DEP’S COSTS 7 

OF ITS HISTORICAL HEDGING PROGRAM? 8 

A. DEP’s most significant net costs occurred in the years 2012 – 2017. 9 

During this period, many of these hedging contracts with large net 10 

costs were entered into [BEGIN CONFIDENTIAL]  [END 11 

 $(15.0)  $(10.0)  $(5.0)  $-  $5.0  $10.0  $15.0  $20.0  $25.0
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focus on one-year 1hedging prompted me to focus on the net cost 1 

and net savings with respect to the hedge horizon. Further, Dominion 2 

still utilizes a near-term price hedging strategy. Dominion testified it 3 

used “a price hedging program under which [Dominion] price hedges 4 

commodities needed for power generation using a range of volume 5 

targets, which gradually decrease over a three-year period.”5 6 

Q. DO YOU QUESTION DEP’S ABILITY TO GAUGE THE GAS 7 

MARKET DURING THESE YEARS OF SIGNIFICANTLY LARGE 8 

NET COSTS? 9 

A. No. During the 2008 through 2017 period industry participants were 10 

somewhat surprised by the continued decline in natural gas prices 11 

as shale gas came into the market. Attached is the Annual Energy 12 

Outlook (AEO) Retrospective Review provided by the U.S. Energy 13 

Information Administration (EIA) for forecasted natural gas prices in 14 

2008-2013 for 2012-2017. The AEO Retrospective Review 15 

compares recent history with the reference case projections versus 16 

actual. The vast majority of AEO’s forecasted natural gas prices in 17 

2008-2013 predicted higher future prices as compared to the actual 18 

prices as shown in Table 2 of Public Staff Hinton Exhibit I. 19 

 
5 E-22, Sub 605, Testimony of Dale E. Hinson, pg. 3, lines 8-10, filed August 10, 

2021.  
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Looking at DEP’s hedging data for the year 2012, we see the highest 1 

costs occurring on deals executed in 2008 for the hedge year 2012. 2 

A clear reason for these high costs are the excessively high price 3 

predictions that are shown in Table 1 and Table 2 of my Exhibit I. In 4 

particular, the AEO forecast published in 2008 for 2012 was 5 

overestimated by 110%. See the below table for the analysis of DEP 6 

average hedge prices versus Henry Hub average monthly spot 7 

prices for the years 2012-2017. 8 

 
[BEGIN CONFIDENTIAL] 9 

[END CONFIDENTIAL]  10 
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Q. IS THERE ANY EVIDENCE THAT THE MARKET VOLATILITY HAS 1 

CHANGED? 2 

A. Yes. As previously noted, natural gas price volatility has significantly 3 

increased over the last 12 months as illustrated in the below graph 4 

from a report by the EIA. Prior to recent events, natural gas volatility 5 

was reasonably explained in an article from the June 2013 Wall 6 

Street Journal, “Volatility Evaporates in Natural-Gas Market” (Hinton 7 

Exhibit 2). That article describes how price volatility collapsed in the 8 

natural gas market with the development of shale gas which added 9 

additional sources of gas supply. 10 

The EIA provides a current assessment of the volatility of Henry Hub 11 

future natural gas prices. The volatility reached a peak of 179% in 12 

February 2022 and 109% for July 2022 as compared to a recent 13 

historical average of 48% for 2017 through 2021. The complete EIA 14 

report that contains the following graph is shown in Hinton Exhibit 3. 15 



TESTIMONY OF JOHN R. HINTON Page 17 
PUBLIC STAFF – NORTH CAROLINA UTILITIES COMMISSION 
DOCKET NO. E-2, SUB 1292 
 

 1 

Source: EIA, Natural Gas Weekly Update, August 11, 2022. 2 

The recent increases in volatility support the use of hedges to avoid 3 

having to purchase gas at relatively higher prices. This increased 4 

volatility may prompt DEP to increase its hedge volumes which may 5 

reduce its exposure to relatively high gas prices. However, the above 6 

graph of increased volatility does not necessarily address the 7 

appropriate term structure of the hedges. [BEGIN CONFIDENTIAL] 8 

 9 

 10 
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DEP’s fuel proceedings in Docket No. E-2, Subs 1001, 1018, and 1 

1031. 2 

I support DEP’s position that it cannot predict future prices and its 3 

hedging program does not involve speculation. However, I contend 4 

that longer term deals entail an added degree of term risk where the 5 

expected benefits of stable prices are outweighed by the potential 6 

costs. DEP’s forward volatility curves indicate that the expected 7 

volatility is drastically lower beyond future year three relative to one 8 

or two years. Even though long-term hedges entered into in 2017 9 

and 2018 are currently producing net savings and reducing the cost 10 

of natural gas, I urge caution regarding entering into longer term 11 

deals greater than three years which have historically added costs to 12 

DEP’s hedging program. 13 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 14 

A.  Yes. 15 
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QUALIFICATIONS AND EXPERIENCE 

JOHN R. HINTON 

 I received a Bachelor of Science degree in Economics from the 

University of North Carolina at Wilmington in 1980 and a Master of 

Economics degree from North Carolina State University in 1983. I joined the 

Public Staff in May of 1985. I filed testimony on the long-range electrical 

forecast in Docket No. E-100, Sub 50. In 1986, 1989, and 1992, I developed 

the long-range forecasts of peak demand for electricity in North Carolina. I 

filed testimony on electricity weather normalization in Docket Nos. E-7, Sub 

620, E-2, Sub 833, and E-7, Sub 989. I filed testimony on customer growth 

and the level of funding for nuclear decommissioning costs in Docket No. E-

2, Sub 1023. I filed testimony on the level of funding for nuclear 

decommissioning costs in Docket Nos. E-7, Sub 1026 and E-7, Sub 1146. I 

have filed testimony on the Integrated Resource Plans (IRPs) filed in Docket 

No. E-100, Subs 114 and 125, and I have reviewed numerous peak demand 

and energy sales forecasts and the resource expansion plans filed in electric 

utilities’ annual IRPs and IRP updates. 

 I have been the lead analyst for the Public Staff in numerous avoided 

cost proceedings, filing testimony in Docket No. E-100, Subs 106, 136, 140, 



Appendix A 
Page 2 of 3 

 

148, and Sub 158. I have filed a Statement of Position in the arbitration case 

involving EPCOR and Progress Energy Carolinas in Docket No. E-2, Sub 

966. I have filed testimony in avoided cost related to the cost recovery  

of energy efficiency programs and demand side management programs in 

Dockets Nos. E-7, Sub 1032, E-7, Sub 1130, E-2, Sub 1145, and E-2, Sub 

1174. 

 I have filed testimony on the issuance of certificates of public 

convenience and necessity (CPCN) in Docket Nos. E-2, Sub 669, SP-132, 

Sub 0, E-7, Sub 790, E-7, Sub 791, and E-7, Sub 1134. 

 I filed testimony on the merger of Dominion Energy, Inc. and SCANA 

Corp. in Docket Nos. E-22, Sub 551, and G-5, Sub 585. 

 I have filed testimony on the issue of fair rate of return in Docket Nos. 

E-22, Subs 333 412, and 532; P-26, Sub 93; P-12, Sub 89; G-21, Sub 293;P-

31, Sub 125; P-100, Sub 133b; P-100, Sub 133d (1997 and 2002); G-21, Sub 

442; G-5, Subs 327, 386; and 632; G-9, Subs 351, 382, and 722, W-778, Sub 

31; W-218, Subs 319, 497, 526; W-354, Sub 360, 364, 384 and in several 

smaller water utility rate cases. I have filed testimony on financial metrics and 

the risk of a credit rating downgrade in Docket No. E-7, Sub 1146. 
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 I have filed testimony on the hedging of natural gas prices in Docket 

No. E-2, Subs 1001, 1018, and 1031. I have filed testimony on the expansion 

of natural gas in Docket No. G-5, Subs 337 and 372. I performed the financial 

analysis in the two audit reports on Mid-South Water Systems, Inc., Docket 

No. W-100, Sub 21. I testified in the application to transfer of the CPCN from 

North Topsail Water and Sewer, Inc. to Utilities, Inc., in Docket No. W-1000, 

Sub 5. I have filed testimony on rainfall normalization with respect of water 

sales in Docket No. W-274, Sub 160. 

 With regard to the 1996 Safe Drinking Water Act, I was a member of 

the Small Systems Working Group that reported to the National Drinking 

Water Advisory Council of the U.S. Environmental Protection Agency. I have 

published an article in the National Regulatory Research Institute’s Quarterly 

Bulletin entitled Evaluating Water Utility Financial Capacity. 
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Volatility Evaporates in Natural-Gas Market

By Dan Strumpf
June 6, 2013 11 05 am ET

Volatility has collapsed in the natural gas market.

One measure of volatility, the day day-to-day price moves on the futures market,
has shrunk by more than two-thirds over the past eight years, a Wall Street
Journal analysis of price data shows. Booming U.S. gas production has led to
fewer supply disruptions, smoothing out the big ups and downs that once
dominated the market for natural gas.

"If you're looking for big swings, it's not the greatest market to trade," said
Aaron Calder, analyst at Gelber & Associates, a Houston energy consulting firm.

That drop in volatility is a big reason why Wall Street banks, commodity trading
firms and other financial companies are scaling back their natural-gas storage
businesses. With supply so plentiful, natural gas companies are finding that they
don't need as much storage on hand as a buffer against disruptions.

In 2005, natural-gas prices hit a record of more than $15 per million British
thermal units, and natural gas prices moved an average of 22 cents in a day. A
trader who leased storage in the vast underground caverns used to store the fuel
could reap big profits by buying up gas when it was cheap and selling it off when
a hurricane or a cold winter caused demand to spike.

That's no longer the case. Day-to-day price moves have been shrinking almost
every year since 2005. This year, they've moved an average of less than 7 cents a
day. On Wednesday, they moved just 0.3 cents.

Public Staff
Hinton Exhibit 2
Page 1 of 2
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Natural gas prices aren't just steadier day to day; they also don't fluctuate as
much season to season. The price differential between October and January
natural gas—a common gauge of the market's need for storage—has also shrunk
dramatically. In 2009, October gas was $1.79 per million BTUs cheaper than
January gas. Today, that spread has collapsed to just 30 cents.

"The curve is so tight," said Brison Bickerton, managing director at commodity-
trading firm Freepoint Commodities. "We will not see a very active season of
merchants investing in natural gas." Public Staff

Hinton Exhibit 2
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