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MEMORANDUM

TO:

Missouri Public Service Commission Official Case File, 

Case No. GR-2001-397, United Cities Gas Company

FROM:
Dave Sommerer, Manager - Procurement Analysis Department
Anne Allee, Regulatory Auditor - Procurement Analysis Department



Lesa Jenkins, P.E., Regulatory Engineer, Procurement Analysis Dept. 

                                                                                                                

  
Dave Sommerer,

   Tim Schwarz, 


Project Coordinator/Date
   General Counsel’s Office/Date     

SUBJECT:
Staff Recommendation in Case No. GR-2001-397, United Cities Gas Company 2000-2001 Actual Cost Adjustment Filing

DATE:

August 29, 2002 

The Procurement Analysis Department (Staff) has reviewed United Cities Gas Company’s (United Cities or Company) 2000-2001 Actual Cost Adjustment (ACA) filing for each of its districts.  The filing was made on October 18, 2001 and is docketed as Case No. GR-2001-397. The filing contains the Company’s calculations of the ACA, Take-or-Pay and Refund recovery balances. 

United Cities separates its gas operations into the Consolidated district and the Neelyville district.  The Consolidated district is comprised of the historical districts of Hannibal/Canton, Palmyra and Bowling Green and serves approximately 15,200 customers.  The Neelyville district serves approximately 600 customers. 

Staff’s review consisted of an analysis of the billed revenues and actual gas costs included in the Company’s computation of the ACA rates.  A comparison of billed revenue with actual gas costs will reveal any over-recovery or under-recovery of the ACA, Take-or-Pay and Refund balances.  The historical districts of Hannbial/Canton, Palmyra and Bowling Green still had refund balances that applied specifically to customers in each of these districts during this ACA period.  Therefore, the Company continued to keep separate refund balances for each of these historical districts.  Once these refunds have been distributed to the customers in each of these districts, future refunds will be applied to the Consolidated district.  Staff also performed an examination of United Cities’ gas purchasing practices to determine the prudence of the Company’s purchasing decisions. 

In addition, Staff conducted a reliability analysis including a review of estimated peak day requirements and the capacity levels needed to meet those requirements.  

DEFERRED CARRYING COST BALANCE (DCCB)

The DCCB is the monthly, cumulative, under or over-recovery of gas costs for each annual ACA period.  Carrying costs or interest is applied to the portion of the DCCB that exceeds 10% of the Company’s annual gas cost level.  If the DCCB exceeds the 10% threshold, carrying costs are either refunded to customers for over-recoveries or recovered from customers for under-recoveries. 

In this ACA period, the Company miscalculated the carrying costs applied to the DCCB in the Neelyville and Consolidated districts.  Therefore, the Staff proposes to increase the Consolidated district demand over-recovery by $2,887.27, decrease the Consolidated district commodity under-recovery by $51,310.42, decrease the Neelyville district demand over-recovery by $2.43 and increase the Neelyville commodity under-recovery by $159.58.

PROPANE

United Cities pays for propane used by one of its customers and the customer then reimburses United Cities for the cost of this propane.  The Company included $2,163.90 of propane costs in its ACA filing.  This type of propane service is not provided for within the Company tariffs.  The Staff believes this is a non-regulated service and any costs associated with this propane service should not be included in the ACA filing.  Therefore, the Staff proposes to decrease the Consolidated district gas costs by $2,163.90 to remove propane costs included in the ACA filing.   

PURCHASING PRACTICES – GENERAL

The Staff believes that a fully documented nomination process, the process for determining and ordering required natural gas, is critical for a reasonable gas procurement plan. The nomination process includes, but may not be limited to, the interaction between short-term weather forecasts, pricing information, nomination deadlines, demand forecasts, end-user analysis, required storage targets, actual storage balances, storage telemetry information, existing gas supply contracts and constraints, and first-of-the-month flowing gas prices versus daily gas market prices. These variables should be considered, at least implicitly, in spreadsheet summaries containing the various inputs that eventually result in the determination of the amount of flowing supply to nominate. The Staff recommends that the nomination process be fully documented. 

PURCHASING PRACTICES – NEELYVILLE DISTRICT

In the review of Company purchasing practices, the Staff reviewed the Company’s decisions regarding flowing supplies and planned storage withdrawals for the ACA period.  The Staff believes that it is reasonable to expect that United Cities would have engaged in a minimum level of hedging of its natural gas purchases for the winter months of the ACA period.  Specifically, the Staff believes 30% of normal requirements, as a minimum level of hedging for each month during the period of November 2000 through March 2001, is reasonable.  Normal requirements are the amount of storage withdrawals and purchases United Cities needs to make on a monthly basis in order to meet its demand based upon normal weather.  The 30% of normal requirements minimum should not be viewed either as an optimal level or as precedent for future hedging levels, but only as a minimum level that was reasonable and attainable for the winter of 2000/2001.  The Staff compared the Company’s planned monthly hedged volumes with the 30% of normal requirements for each winter month of the 2000-2001 ACA audit period. The hedged volumes include storage and fixed price purchases.  This review revealed that the Company’s planned hedged volumes was for only 9.9% of normal requirements for November 2000 through March 2001.  As a result of this review, Staff proposes a hedging adjustment of ($15,875) for the Neelyville district to reflect the Company’s hedging activity shortfall during the 2000-2001 ACA winter period.

PURCHASING PRACTICES – CONSOLIDATED DISTRICT

In the review of Company purchasing practices for the Consolidated district, the Staff reviewed the Company’s decisions regarding flowing supplies and planned storage withdrawals for the ACA period. 

The Staff believes that it was reasonable to expect United Cities to hedge a minimum level of its natural gas purchases for the winter months of the ACA period.  The Staff believes 30% of normal requirements, as a minimum level of hedging for each month during the period of November 2000 through March 2001, is reasonable.  Normal requirements are the amount of storage withdrawals and purchases the Company needs to make on a monthly basis in order to meet its demand based upon normal weather.  The 30% of normal requirements minimum should not be viewed either as an optimal level or as precedent for future hedging levels, but only as a minimum level that was reasonable and attainable for the winter of 2000/2001.  The Staff compared the Company’s planned monthly hedged volumes with the monthly 30% of normal requirements.  The hedged volumes include storage and fixed price purchases.  The Company plan met the 30% threshold for November 2000 through January 2001, but the planned hedged volumes for February and March 2001 were only 14.1% and 23.2% of normal requirements.  As a result of this review, Staff proposes a hedging adjustment of ($105,326) for the Consolidated district to reflect the Company’s hedging activity shortfall during the 2000-2001 ACA winter period. 

In addition, the Staff reviewed United Cities’ use of the hedged volumes from its storage resources during the winter of 2000/2001. Storage is an integral part of this Company’s hedging efforts and must be considered when the hedging plan is developed and implemented. The Company’s level of storage withdrawals are affected by the planned level of flowing supplies.  Flowing supply means gas that is purchased for current consumption and not taken from storage. 
Given the information available to the Company when decisions were made regarding planned flowing volumes and storage withdrawals for November 2000 through March 2001, Staff believes that United Cities relied too heavily on flowing supplies in January 2001, given that storage inventory was at 394,236 MMBtu at the end of December 2000.  Staff believes that United Cities could have reasonably avoided much of its customers’ exposure to the higher flowing gas costs in January 2001 by following a reasonable approach for planned flowing gas and storage withdrawals for that month. The Company offered no explanation for the level of flowing supplies in January 2001.  United Cities’ plans for flowing gas and storage withdrawals had an unfavorable economic impact on purchased gas costs of $454,763 and the Staff proposes to reduce gas costs by this amount. 

The total proposed purchasing practices adjustment is ($105,326 + $454,763), or  ($560,089).

RELIABILITY ANALYSIS

To assure that sufficient capacity, but not excess capacity, is available to meet firm customer peak day capacity and natural gas supply requirements, Staff conducts a reliability analysis.  The objective is to assure that a company has adequate capacity to provide natural gas to its firm customers on even the coldest days, without maintaining excess capacity that would cost consumers money without any related benefit.  Staff has the following concerns regarding the Company’s reliability analysis and reserve margins for the two service areas – Consolidated district and Neelyville district for the 2000/2001 ACA period. 

1. For the Consolidated district, the Company used a regression analysis to estimate usage for the industrial-firm customers. However, the adjusted correlation coefficient, R2, is extremely low at 0.014.  Since this shows that this regression model does a poor job of estimating usage, Staff recommends that the Company find a better estimator for industrial-firm customer usage.
2. The reserve margin for the Consolidated district is high.  Since the area experienced a colder day in 1989/1990, Staff used the temperature for that day and computed a reserve margin of 7.7%.  Since for one of the transportation contracts the Company is only charged for the actual volumes used (no fixed charges), the reserve margin is not a concern at this time.  
3. The reserve margin of 31.9% for the Neelyville district is high. However, since for one of the transportation contracts, the Company is only charged for the actual volumes used (no fixed charges), and the reserve is less than the daily volume of this contract, the high reserve margin is not a concern at this time.
4. One of the transportation contracts lists Neelyville as a secondary delivery point and Staff is concerned about possible curtailments on secondary delivery points when the pipeline has operational constraints. 

5. The peak heating degree day (HDD) experienced during this period was 51 HDD for the Neelyville district and 63 HDD for the Consolidated district. These are not close to the Company’s planned peak cold days of 68 HDD for the Neelyville district and 77 HDD for  the Consolidated district.  In order that the reasonableness of the peak day estimate can be better evaluated, it is recommended that the Company continue to provide comparisons of actual usage the modeled usage for each district, especially as occurrences with higher HDD are experienced. 
SUMMARY

The Staff has addressed the following concerns regarding United Cities Gas Company’s 2000/2001 ACA filing and is proposing the following adjustments:

1.
The Staff is proposing the following adjustments in order to correct the miscalculation of carrying costs applied to the DCCB: increase the Consolidated district demand over-recovery by $2,887.27, decrease the Consolidated district commodity under-recovery by $51,310.42, decrease the Neelyville district demand over-recovery by $2.43 and increase the Neelyville commodity under-recovery by $159.58.

2.
The Staff proposes to decrease the Consolidated district gas costs by $2,163.90 to remove propane costs included in the ACA filing.

3.
Staff proposes a hedging adjustment of ($15,875) on the Neelyville System to reflect the Company’s hedging activity shortfall during the 2000-2001 ACA winter period.

4.
Staff proposes a hedging adjustment of ($105,326) for the Consolidated district to reflect the Company’s hedging activity shortfall during the 2000-2001 ACA winter period. 

5.
The Staff proposes to reduce gas costs by $454,763 to reflect the economic impact of United Cities’ plans for flowing gas and storage withdrawals during this ACA period.  

6. Staff recommends that the nomination process be fully documented.

7. Staff is proposing no dollar adjustments related to reliability, but Staff recommends that additional documentation regarding the reliability information be submitted by February 3, 2003.  

RECOMMENDATIONS

The Staff recommends the Commission issue an order requiring United Cities Gas Company to:

1. Adjust the ACA account balances in its next ACA filing to reflect the following Staff adjustments and to reflect the (over)/under recovery ACA, TOP and Refund balances to be (refunded)/collected from the ratepayers as of May 31, 2001:

	
	Balance – UCGC Filing Adjusted for Staff Recommendations in 

GR-2000-392
	Staff

Adjustments
	Ending

Balances

	Consolidated District:

      Demand ACA
	$  (614,564)
	$ (2,887) 
	$ (617,451)

	Commodity ACA
	$ 316,810
	$ (510,942)
	$ (194,132)

	Take-or-Pay
	$ 10,655
	
	$ 10,655

	Neelyville District:

      Demand ACA
	$ (6,003)
	$ 2
	$ (6,001)

	Commodity ACA
	$ 45,554
	$ (15,715)
	$ 29,838

	Take-or-Pay
	$ (79)
	
	$ (79)

	Refund
	$ (263)
	
	$ (263)

	Hannbial/Canton District:

     Refund
	$ (2,227)
	
	$ (2,227)

	Palmyra District:

     Refund
	$ (14,235)
	
	$ (14,235)

	Bowling Green  District:

     Refund
	$ 789
	
	$ 789


2. By December 1, 2002 submit a copy of the Company’s policies and procedures for those responsible for nominating natural gas and include the information from the Purchasing Practices – General section above. 

3. Take the following actions related to the Company’s reliability analysis by February 3, 2003:

a. For the Consolidated district, reevaluate the Company’s methodology for estimating industrial-firm customer usage.

b. For the two United Cities districts, estimate the reserve margin for the 2001/2002 ACA period and for two to three years beyond that.  Explain the rationale for the reserve margin for each system for each of these years. 

c. Explain to Staff how the secondary delivery point for Neelyville affects deliverability to this area when the pipeline is experiencing operational constraints. 

d. For the two United Cities districts, submit to Staff an updated summary of actual usage, actual heating degree days (HDD), and customer counts for 5 or more recent cold days from the 2000/2001, 2001/2002 or 2002/2003 ACA periods.  Compare the usage on these actual cold days to the usage estimated by the Company’s forecasting model for those days.  Include a calculation of the percent over (under) estimation by the forecasting model.  List firm and interruptible volumes separately or show how the model treats these.  Provide an explanation when the modeled usage does not reasonably agree with the actual usage.  If the model is re-evaluated based on these findings, please provide details of the re-evaluation.
4. File a written response to the above three recommendations pursuant to the procedural schedule.  
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