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MEMORANDUM

TO:

Missouri Public Service Commission Official Case File

Case No. GR-2002-392, Missouri Public Service

FROM:
Dave Sommerer, Manager - Procurement Analysis Department

Phil Lock, Regulatory Auditor - Procurement Analysis Department



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



Kwang Choe, Ph.D., Regulatory Economist, Procurement Analysis Department



/s. /Dave Sommerer


/s/ Thomas R. Schwarz



Dave Sommerer,       


Thomas R. Schwarz,



Project Coordinator/Date

General Counsel’s Office/Date

SUBJECT:
Staff Recommendation in Missouri Public Service Company’s 2001-2002 Actual Cost Adjustment Filing.

DATE:

August 15, 2003

The Procurement Analysis Department (Staff) has reviewed the 2001-2002 Actual Cost Adjustment (ACA) filing of Missouri Public Service (MPS or Company), a division of Aquila, Inc.  The 2001-2002 ACA filing was made on October 22, 2002, and was docketed as Case No. GR-2002-392.  The review consisted of an analysis of the billed revenues and actual gas costs for the period of September 2001 to August 2002.  An examination of MPS’s gas purchasing practices was performed to determine the prudence of the Company’s purchasing decisions.  The Company’s recovery balances include the ACA, Take-or-Pay (TOP), Transition Cost (TC), Deferred Carrying Cost (DCCB), and Refund balances.  Staff conducted a reliability analysis including a review of estimated peak day requirements and the capacity levels needed to meet those requirements.  Staff also conducted a hedging review to determine the reasonableness of the Company’s hedging policy for the 2001-2002 ACA.

MPS separates its gas operations into a Southern System, a Northern System and an Eastern System. Williams Gas Pipeline Central  (WGPC) serves customers on the Southern System, while Panhandle Eastern Pipeline Company (PEPL) serves customers on the Northern and Eastern Systems.  In addition to PEPL, Missouri Pipeline Company (MPC) and Missouri Gas Company (MGC) deliver gas to the Eastern System.  For the 2001-2002 ACA review period, the number of sales customers was approximately 31,945 on the Southern System, 10,877 on the Northern System, and 4,271 on the Eastern System.

REFUND ACCOUNT

On the Southern System, MPS over-refunded $55,920 to its customers as of August 31, 2002.  MPS proposes to transfer the refund balance of $55,920 to the ACA account (191 account).  The Company’s adjustment of $55,920, per Schedule 4 of the Company’s filing, reduces the cost of gas in the calculation of the ACA balance.  The adjustment should have increased the cost of gas by $55,920 per Schedule 4 of the Company’s filing (to reflect the refund balance due from the customer).   First, Staff made an adjustment of ($55,920) in the refund account to eliminate the balance in the refund account.  Secondly, Staff believes an adjustment of  $111,840 ($55,920 + $55,920) in the ACA account is necessary to correct this error.

DEFERRED CARRYING COST BALANCE

According to Staff’s calculations, the Deferred Carrying Cost Balance (DCCB) on the Eastern System should be increased by $2,567 ($6,396-$3,829) to reflect additional carrying costs (interest) refunded by the Company.  Staff, therefore, believes the cost of gas should be increased by $2, 567.

STORAGE

Staff has revised withdrawal costs for the winter months based on the prior month cumulative weighted average cost of gas (WACOG).  Staff has revised the storage withdrawal costs for the Company’s Northern and Southern System to reflect that change.

On the Northern System, Staff proposes to increase withdrawal costs thereby increasing the cost of gas by $22,288 ($2,518,068 - $2,495,780).

On the Southern System, Staff proposes to reduce withdrawal costs thereby decreasing the cost of gas by $5,001 ($3,401,420 - $3,406,421).

ACA BALANCE

In accordance with the Stipulation And Agreement in Case No. GR-99-435, Staff proposes to reduce the cost of gas by ($52,110) on the Southern System.  The Company’s adjustment of $26,055 increases the cost of gas, (per Schedule 4 of the Company’s filing), but should have reduced the cost of gas by $26,055, thus an adjustment of ($52,110) is necessary to correct this error.

Also in accordance with the Stipulation And Agreement in Case No. GR-99-435, Staff proposes to reduce the cost of gas by ($9,720) on the Eastern System.  The Company’s adjustment of $4,860 increases the cost of gas (per Schedule 4 of the Company’s filing), but should have reduced the cost of gas by $4,860, thus an adjustment of ($9,720) is necessary to correct this error.

WGPC RESERVATION COSTS
MPS acquired production area transportation capacity for its Southern System by acquiring WGPC Contract TA1048.  The term of this contract (for MPS) is November 2001 through March 2002.  MPS included Contract TA1048 reservation costs in its ACA filing from November 2001 through August 2002.  As a result, the Company erroneously included reservation costs in its filing from April 2002 to August 2002.  Staff proposes to reduce gas costs (reservation costs) on the Southern System during those months by $183,376 ($40,878.33 monthly reservation cost x 5 months = $204,392 - $21,017).  Staff’s adjustment was reduced by $21,017 for May 2002 reservation costs as these costs were already reduced by the Company during that month.

CAPACITY RELEASE

Capacity release is allocated based on the level of demand requirement established on each contract.  Capacity release credits on WGPC Contract TA1048 should be shared between MPS and Aries (a gas fired power plant) during the winter months of November 2001 to March 2002.  During the months of November 2001 and December 2001, capacity release credits were not allocated to MPS.  MPS’s share of capacity release credit under this contract is 16.67%.  MPS should therefore be allocated capacity release credits of $6,609 ($39,648 x 16.67%) for November 2001 and $9,106 ($54,624 x 16.67%) for December 2001, for a total credit of $15,715.  Staff believes that gas costs on the Southern System should be reduced by $15,715 ($6,609 + $9,106) to reflect the proper allocation of capacity release credits.

In the “WGPC reservation cost” section previously described, Contract TA1048 reservation costs were disallowed during the non-winter months of April 2002 to August 2002.  Because MPS does not utilize this contract during the non-winter months, they should not be entitled to any capacity release credits from Contract TA1048 during this time.  Staff therefore disallowed capacity release credits of $400 and $406 that were credited to MPS during the months of April 2001 and May 2001, respectively.  Staff proposes to increase gas costs by $806 ($400 + $406) on the Southern System to reflect that change.

In summary, Staff’s proposed capacity release adjustments described above reduces gas costs by $14,909 ($15,715 - $806) on the Southern System.

IMBALANCES

Pipeline imbalances on WGPC were revised to reflect the proper pricing of imbalances from September 2001 to August 2002 and the proper allocation of imbalance costs between Kansas and Missouri during the months of December 2001, January 2002 and March 2002.  If monthly gas purchases do not meet current month requirements, as was experienced during this ACA period, then those volumes are owed the pipeline.  The volumes owed to the pipeline are the first volumes purchased and paid back to the pipeline in the subsequent month (generally priced at Baseload Pool price for the subsequent month).  To reflect the changes described above, Staff believes that the cost of gas on the Southern System should be reduced by $77,708.

On the Eastern System, beginning imbalance volumes during April 2002 were revised to reflect the proper imbalance cost on Missouri Pipeline.  MPS filed beginning imbalance costs of 1,448 x $2.30 = $3,330 (MPS did not carry forward the proper imbalance volumes) whereby Staff believes the proper imbalance cost should be 1,167 x $2.30 = $2,684, a difference of $646.  Staff believes the cost of gas on the Eastern System should therefore be reduced by $646 to reflect this change. 
BASELOAD POOL SUPPLY

On the Southern System, Staff adjusted the cost of Baseload Pool purchases made in December 2001 to reflect the proper allocation rate between Missouri and Kansas.  Staff proposes the following calculation to reflect the proper allocation rate to Missouri: 67,873 x 46.14% = 31,317/dth x $2.17 = $67,958.  $67,958 - $83,897 filed = $15,939.  (MPS used the November 2001 allocation rate).  Staff believes the cost of gas should reflect the December 2001 allocation rate of 46.14%, not the November 2001 allocation rate; therefore, the cost of gas should be reduced by $15,939 on the Southern System. 

HEDGING

MPS delivered total supplies (storage withdrawals plus flowing supplies of gas) of approximately 3.55 billion cubic feet (BCF) to customers in heating season (November through March 2001/2002). The company supplied a little more than one-fourth of the total supplies in the month of January.  December, February and March share nearly equal portions while a substantially small amount of gas was supplied in November.  Weather was somewhat mild during the heating season except for a cold spell later in the season.  The Company consists of three different Systems, all of which have three distinctive gas supply portfolios.

MPS’s Southern and Northern System gas portfolios consisted of storage and flowing gas supplies while the Eastern System consisted only of flowing gas supplies.  The Southern System hedged approximately 50% of normal requirements by its planned use of storage withdrawals and fixed price contracts.  Due to the mild weather, more than 60% of the actual deliveries to customers were met by the use of storage withdrawals and fixed price contracts.  The average cost of storage withdrawals on WGPC pipeline was $5.06 and flowing gas was $3.08.  On the other hand, the Northern System was heavily dependent on storage utilization in its hedging strategy.  It hedged about 70% of deliveries by using storage withdrawals, although it hedged 75% of normal requirements by way of planned storage withdrawals.  The average cost of storage withdrawals on PEPL was $4.19 and flowing gas was $3.09.  The Eastern System had no storage and depended on flowing gas for its gas supply. Nearly all of the actual delivered gas came from the flowing supplies that were based on floating price contracts, although by plan hedged about 50% of normal requirements with fixed price contracts.  Average cost of flowing gas was $2.41.  It appears that the Eastern System lowered the cost of gas by the use of flexible fixed price contracts.

The company seems to have a reasonably specific hedging strategy in place at its corporate level and appears that the Company monitors the market movement closely by reading industry reports and publications.  However, the lack of variety of hedging tools used such as financial instruments limit the Company’s participation in falling markets.  Nonetheless, the overall hedging strategy of the Company was appropriate for the 2001/2002 ACA period.  It is recommended that the Company continue to keep abreast of the market developments to help its gas procurement decision-making. 

RELIABILITY ANALYSIS
Staff has the following comments and concerns regarding the reliability analysis and reserve margin for the three MPS service areas - Southern System, Northern System and Eastern System. 

1.
So that the reasonableness of the peak day estimate can continue to be monitored, it is recommended that the Company continue to provide comparisons of actual usage to that estimated by the modeled usage for each service area, especially as occurrences with higher HDD are experienced 

2.
The Company supply plans are based on normal winter requirements.  The Company plans are to use 100% of the storage inventory for both the Northern and Southern Systems for normal weather.  However, storage inventory for the Southern and Northern System were only filled to 84.3% and 93.9%, respectively, at the beginning of November 2001.  Since weather is not always normal, Staff recommends that the Company more fully explain the supply plans when the weather is warmer or colder than normal.  Staff’s specific concerns and recommendations are as follows:
a.
The Company states that colder than normal weather would be covered with flowing supply and more storage withdrawals than planned.  This seems reasonable for a few cold days, but the Company’s plans are not clear on the actions to be taken for an entire month that is colder than normal.  Since the Company plans to use 100% of its maximum storage quantity for normal winter weather, and the Company plans to use more storage when the weather is colder than normal, adjustments would have to be made to flowing gas to assure that sufficient storage remains for later winter months. It is recommended that the Company provide more detail regarding minimum storage inventory that must be maintained in the early winter months so that adequate storage is available for the later winter months.

b.
The Company states that warmer than normal weather would be covered by flowing supply and a lesser than planned storage withdrawal.  This could be a concern if the Company has planned on more flowing supply than needed when the weather is extremely warm – especially in November when the Company plans to start the month with the storage inventory at 100% and thus injection capability would be limited.  For this reason, Staff recommends that the Company explain whether it really plans to fill storage to 100% at the start of November and, if so, explain how flowing supplies are managed during warm days when there is no room for injection of excess supplies into storage.  If balancing agreements are used to manage excess flowing supplies, Staff requests details of these agreements. 

c.
When analyzing company supply plans for the Southern System, Staff found that the Company had much greater volumes of fixed and term flowing supplies than needed for warmest weather for the month of November.  Since the Company plans to fill storage to 100% at the end of October, it would normally be faced with selling off all the excess for a warm November.
In fact, November 2001 was a warm month.  Since storage was only filled to 84% at the start of November, some of the excess flowing gas was injected in storage, but the remainder had to be sold and was sold at a loss (company paid more for the gas than it was sold for).  Staff determined that the loss to firm customers was not substantial for this ACA period.  However, had storage been filled to 100%, much greater amounts of flowing gas would have been sold off for a greater loss.  

Staff has previously emphasized to local distribution companies that supply planning must consider warmest weather and coldest weather since these represent very real usage extremes that can impact cost and reliability.  Recent examples of these extremes and the impacts to customers are the winter of 2000/2001 with the early cold months and high natural gas prices, and this warm November, when natural gas was sold at a loss.

Because the weather is not always normal, and because natural gas requirements are much different for warm versus cold weather, Staff recommends that the Company submit a more complete supply plan that considers usage for warmest weather and coldest weather, instead of just planning for normal weather.  This plan should include details of the demand variation for warm, normal and cold weather, and supply planning for these very different usage requirements.  The Company’s supply planning should include an evaluation of how flowing gas (base load, term, swing and spot) and natural gas from storage will be used to meet customer usage requirements, and an explanation of how cost is considered in this analysis.

3.
The Company shows excess reserve margin for the Southern System.  The Company rationale for the reserve margin in 2001/2002 is due to concerns over capacity availability on certain line segments of WGPC.  The Company states that the only way to acquire additional capacity is through a pipeline expansion.  The Company estimates the cost of this excess reserve as $16,420 for the 2001/2002 ACA period, $107,558 for the 2002/2003 ACA period and $104,611 for the 2003/2004 ACA period.

Staff does not agree with the capacity or the demand estimate used by the Company for 2001/2002 and does not agree with the demand estimate for 2002/2003 or 2003/2004.  Staff also does not agree with the Company estimate for market area cost.  Thus, Staff estimates a much different cost of the excess reserve.  Staff also considered that some level of reserve margin is reasonable and since the Company did not provide an estimate of an appropriate reserve margin, Staff considered a reserve equal to the standard error of the y-estimate from the regression analysis.  This reduces the estimated cost of the “excess” reserve margin.  Staff accepts this cost as reasonable given the Company identification of constraints on the WGPC System.

Staff recommends that the Company provide detailed documentation of efforts for release of excess capacity for the 2002/2003 ACA, including an explanation of how these volumes would be credited to customers.

4.
The volume of gas requirements that can be met by using storage for the Northern System seems high. 

If storage is filled to 100% at the beginning of the winter season, per the Company plan, storage can provide up to 74% of normal winter weather requirements and 54% of coldest winter season weather requirements.  (The Company states that 84% of normal requirements can be met with storage, but it is not clear what usage estimate or growth rate the Company is using to support this statement.)  As noted in the 2000/2001 ACA review, the volume of natural gas requirements that could be met by using storage seems high.  Staff recommends that the Company submit an evaluation of the cost of storage versus flowing supplies and how the costs were considered in the decision to extend/modify/replace the storage contract that expired in October 2002.

5.
The Eastern System supply plan for January could provide for only 46.8% of peak day requirements with flowing supplies.  The supply plan for December could provide for only 43.2% of peak day requirements with flowing supplies.  It is recommended that additional detail be provided for the 2002/2003 ACA on what supply will be used to meet peak day requirements.

SUMMARY

The Staff has addressed the following concerns regarding Case No. GR-2002-392 for Missouri Public Service:

1. Staff believes the Refund balance should have been reduced by $55,920, rather than increased by $55,920, to reflect the transfer of the refund balance to the ACA account.  First, an adjustment of ($55,920) is required to eliminate the refund balance.  Secondly, an adjustment of  $111,840 in the ACA account is necessary to correct this error.

2. Staff proposes to increase the cost of gas by $2,567 on the Eastern System to reflect the increased carrying cost balance on the DCCB account.

3. To price storage withdrawal costs at the prior month cumulative weighted average cost of gas, Staff believes that storage costs should be increased by $22,288 on the Northern System and decreased by $5,001 on the Southern System.

4. To comply with the Stipulation And Agreement made in Case No. GR-99-435, Staff believes that Southern System gas costs should be reduced by $26,055, not increased by $26,055, for a total gas cost reduction of $52,110.  On the Eastern System, gas costs should be reduced by $4,860, not increased by $4,860, for a total gas cost reduction of $9,720. 

5. The contract term for WGPC Contract TA1048 is November 2001 to March 2002.  MPS included reservation costs in its filing from November 2001 to August 2002. Staff believes that reservation costs were erroneously included by the Company during the period of April 2002 to August 2002. Gas costs should therefore be reduced by $183,376 on the Southern System. 

6. MPS’s Southern System is entitled to capacity release credits of $6,609 during November 2001 and $9,106 during December 2001 (on WGPC Contract TA1048), for a total credit of $15,715.  Conversely, MPS is not entitled to capacity release credits of $806 ($400 + $406) on WGPC Contract TA1048 during April and May 2001.  In summary, Staff proposes a total gas cost reduction of $14,909 ($15,715 - $806) as the result of the capacity release credit adjustments previously described.

7. To reflect the proper pricing of imbalances and allocation of imbalance costs between Missouri and Kansas, Staff proposes to reduce the cost of gas on the Southern System by $77,708.  Staff proposes to reduce the cost of gas on the Eastern System by $646 to reflect the proper beginning imbalance volumes during April 2002.

8.
Staff believes the proper allocation rate for Baseload pool purchases in December 2001 should be 46.14%.  MPS applied the November 2001 allocation rate.  Staff proposes a $15,939 reduction in gas costs on the Southern System to reflect that change.

9.
Details of the Company’s hedging activity are described in the “Hedging” section of this recommendation.  Staff believes that the Company should continue to pursue other hedging tools available.  Overall, the Company’s hedging strategy appears to be appropriate for the 2001-2002 ACA period.

10.
Although there is no adjustment related to reliability or supply planning, Staff has concerns in these areas.  These concerns are documented in the Reliability section of this recommendation. 

RECOMMENDATIONS

The Staff recommends that the Commission issue an order requiring Missouri Public Service to:

1. Adjust the ACA balance in its 2001-2002 ACA filing to reflect the ending (over)/under recovery balances for the ACA, TOP, TC, DCCB, and Refund accounts per the following table:

	Description


	Company Ending Balances Per Filing
	Staff Adjustments
	Staff Recommended Ending Balances 

	Southern System: Firm ACA 
	$939,834
	(A)  ($237,203)
	$702,631

	Interruptible ACA
	($9,563)
	$0
	($9,563)

	Take-or-Pay
	$0
	$0
	$0

	Transition Cost
	$0
	$0
	$0

	DCCB
	$0
	$0
	$0

	Refund
	$55,920
	(B) ($55,920)
	$0

	Northern System: Firm ACA 
	($55,532)
	(C) $22,288
	($($33,244)

	Interruptible ACA
	$104,100
	$0
	$104,100

	Take-or-Pay
	$0
	$0
	$0

	Transition Cost
	$0
	$0
	$0

	DCCB
	$0
	$0
	$0

	Refund
	$12,311
	$0
	$12,311

	Eastern System: Firm ACA 
	($8,917)
	(D) ($10,366)
	($19,283)

	DCCB
	$3,829
	$2,567
	$6,396


A) Storage ($5,001) + ACA Balance ($52,110) + WGPC Reservation ($183,376) + Capacity Release ($14,909) + Pool Gas ($15,939) + Imbalance ($77,708) + Refund $111,840

B) To eliminate balance in Refund account

C)
Storage

D)
ACA balance ($9720), Imbalance ($646)
2. Submit information by January 1, 2004 to address Staff’s comments and concerns listed in the reliability analysis section of this document.  This is to assure that sufficient capacity, but not excess capacity, is available to meet firm customer peak day capacity and natural gas supply requirements.

3.
Respond to recommendations included herein within 30 days.
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