
  
 

Tampa Electric 
2016 Hedging Activity True-up 

 
Tampa Electric’s Risk Management Plan identified the following objectives: 
 
➢ Qualitative Objectives 

Tampa Electric’s primary goal in managing risk associated with fuel or power 
purchases focuses on minimizing supply risk to ensure reliability of electric service 
to its customers at a reasonable price.  To the extent that price risk can be 
mitigated without compromising supply reliability or imposing unreasonable costs 
on its customers, Tampa Electric is committed to executing strategies to 
accomplish its risk management goal. 

 
➢ Quantitative Objectives 

Tampa Electric’s quantitative objective is to prudently manage its fuel and 
wholesale energy procurement activities so as to minimize the variance from 
projected expenditures while taking advantage of cost-saving opportunities that do 
not result in increased supply risk.  Tampa Electric has established a portfolio of 
fuel and purchased power products with creditworthy counterparties for known 
volumes and prices. 

 
 
2016 Risk Management Activities 
The company’s activities in 2016 that supported the objectives listed above are described 
in the following section. 
 
➢ Coal Purchases   

Tampa Electric maintains a portfolio of short-term (also called spot market), 
medium-term and long-term coal contracts with the goal of minimizing fuel costs 
and price risk while maintaining reliability of supply.  The company procured all of 
its 2016 coal needs from suppliers with known, established pricing.  Thus, the cost 
for the commodity was known.  Tampa Electric continued to monitor deliveries and 
volume commitments in contracts as the pricing in the coal market changed.  
Tampa Electric takes advantage of favorable spot market pricing when the coal 
supply is needed.  Coal was used to produce approximately 44 percent of the 
electricity the company generated in 2016. 

 
➢ Coal Risk Management Activities  

Tampa Electric’s long-established policy of using physical hedges within its 
portfolio of different term coal supply contracts continued to help protect ratepayers 
from coal price volatility. 
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➢ Natural Gas Purchases 
In 2016, approximately 56 percent of the electricity Tampa Electric generated was 
produced using natural gas.  Tampa Electric’s risk management strategy continues 
to focus on supply reliability and price volatility reduction.  The components critical 
to the success of the natural gas purchasing strategy are as follows: 
 
• Execution of the natural gas hedge plan approved by the Risk Authorizing 

Committee; 
• Maintaining liquidity by contracting with numerous qualified counterparties; 
• Time horizon for natural gas hedging activity that allows the company to 

hedge natural gas prices into the future; 
• Maintaining a minimum and maximum hedge volume percentage by month 

into the future; 
• Maintaining physical natural gas storage capacity near Mobile Bay, 

Alabama; 
• Diversifying interstate pipeline receipt points; 
• Expanding access to additional interstate pipelines; 
• Maintaining databases and reports to monitor activity; 
• Maintaining coordination between power plant operations and natural gas 

scheduling; 
• Maintaining separation of duties and installation of controls consistent with 

current industry practices. 
 

➢ Natural Gas Hedging Activities 
Natural gas prices historically have been more volatile than coal prices.  Natural 
gas prices are more volatile due to the significant variations in natural gas 
consumption by natural gas fired power plants that increase and decrease 
generation to follow changes in demand.  Additionally, hurricane activity and other 
weather-related production reductions or demand increases have a significant 
impact on the natural gas market.  Therefore, Tampa Electric continued to use 
financial instruments to hedge the price of a portion of the natural gas consumed 
in 2016 to reduce customers’ exposure to the volatility of natural gas prices until 
approval of the agreement to cease hedging through December 31, 2017, 
approved in Order PSC-16-0547-FOF-EI. 
   
Tampa Electric used financial floating-price-to-fixed-price swaps to hedge natural 
gas prices.  The costs associated with these instruments are embedded in the 
price of the instruments and are included in the fuel commodity costs reported by 
the company.  The hedges are described in the following table. 
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➢ No. 2 Oil 
Tampa Electric purchases No. 2 oil for combustion turbines at Polk Station. The 
purchase price is based upon the daily index price published in Platt’s Oilgram for 
Gulf Coast Waterborne spot purchases of ultra-low sulfur No. 2 oil.  Since the price 
is determined by the published market index, the price paid by Tampa Electric is 
at market. 
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