MEMORANDUM

TO: Missouri Public Service Commisson Officid Case File
Case No. GR-2001-387, Laclede Gas Company

FROM: Dave Sommerer, Manager- Procurement Andys's Department
LesaA. Jenkins, P.E., Regulatory Engineer, Procurement Analysis Department

/SDave Sommerer 6/28/02 /S Tim Schwarz 6/28/02
Dave Sommerer, Tim Schwarz,
Project Coordinator/Date Genera Counsdl's Office/Date

SUBJCT:  Staff's Recommendation in Laclede Gas Company's 2000-2001 Actual Cost
Adjusment Filing and Monitoring Report

DATE: June 28, 2002

The Staff has reviewed the 2000-2001 Actua Cost Adjustment (ACA) filing (docketed as Case
No. GR-2001-387) for Laclede Gas Company (Laclede or Company). The Staff'sreview conssted of an
analysis of the billed revenues and actua gas costs, for the period of October 1, 2000 to September 30,
2001, included in the Company's computation of the ACA rates.

Staff conducted a rdiability andyss for the Laclede digtribution system induding a review of
estimated peek day requirements and the capacity levels needed to meet those requirements.

MONITORING REPORT

Laclede, as part of its 2000-2001 ACA filing, provided the Staff with a copy of its monitoring
report for its Gas Supply Incentive Plan (GSIP). Based upon a review of the monitoring report, and
supporting GSIP documentation, the Staff believes that no GSIP adjustments to the ACA baances are
necessary for this ACA period. The GSIP expired on September 30, 2001.

DEFERRED CARRYING COST BALANCE (DCCB)

The Staff has reviewed the operation of Laclede' s Deferred Carrying Cost Balancefor thisperiod.
Laclede sACA filing included ($964,924.84) for carrying coststo be paid to Laclede by its customersfor
this period. Laclede provided to Staff arevised carrying costs calculation reflecting ($956,553.94). The
difference of $8,370.90 will be corrected in Laclede’s 2001-2002 ACA case.

Asdated in Staff’ srecommendation filed in Case No. GR-2000-622 (L aclede’ s 1999- 2000ACA

case), Staff expressed concern with Laclede’ s gpplication of thetariff regarding the method for calculating
the DCCB and would review this issue in more detal in the 2000-2001 ACA case. Staff has made its
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review and determined that L aclede carriesforward to its next ACA period the cumul ative DCCB amount
from itsthen current ACA period. Laclede has been consstent inits application of the tariff regarding the
DCCB since the inception of the DCCB caculation. However, most other LDCs do not carry the
remaining baance forward even though the DCCB tariff languageissmilar. The DCCB methodology isan
issue in Case No. GO-2002- 252, the generic PGA proceeding, and will be reviewed in that proceeding.

PRICE STABALIZATION PROGAM (PSP)

The Staff reviewed the operation of the PSP. Based on that review, the Staff noted that
approximately $5,000,000 was not distributed back to customersasareduction to gascosts. Accordingto
documents reviewed by Staff, Laclede has proposed to book $4,872,997 as income.
** HC
HC
HC
HC ** Qverdl, there were no savings to be shared between the Company and
the customers based upon that comparison. Therefore, the Staff is proposing toflow back to customersthe
proceeds that were not distributed from the PSP account from the winter of 2000-2001.

RELIABILITY ANALYSS

To assure that sufficient capacity, but not excess capacity, isavailable to meet firm customer peak
day capacity and naturd gas supply requirements, Staff conducts ardliability andyss. Theobjectiveisto
assure that a company has adequate capacity to provide naturd gas to its firm customers on even the
coldest days without maintaining excess cagpacity because when a company maintains excess capacity it
costs consumers money without any related benefit.

Staff has the following concerns regarding the Company’ s reliability andysis and reserve margin:

1. The Company cal culatesthe 07 sendout and abase sendout using the total estimated customersthat
includes customer growth. The Company adds an additional dope vaue to the consolidated 07
sendout for al customer classes, and this dope aso seemsto be for growth. When asked about
this, the Company first stated that this was done to account for the movement of the arport
thermometer (moved in May 1996) and later stated that the dope addition has been taken into
congderation as long as the rdiability reports have been prepared. Staff recommends that this
additional growth or adjustment factor not be included in the sendout equation.

2. Saff’ sandysis showsthat the Company reviewsresdentia heating, commercid heating, industria
heeting, and resdentid generd for the Laclede Divison, Midwest Divison, and Missouri Naturd
Division and for each of these cal culatesa0? sendout and abase sendout. The Company’ sanalysis
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includes winter normdlization factors (NAF) that are based on atenyear old study of 1990/1991
water-heating requirements for each month of theyear. Although Staff does not propose changing
the NAF values a thistime, Staff recommends that this analysis be updated to determine whether
these NAF factors are ftill appropriate. Therationae for the different winter normalization factors
for each digtrict should be shown. Additiondly, the Company should check the embedded formulas
in the spreadsheets so that for each district the correct NAF factor is used (or backed out).

3. The Company aso shows a0’ Sendout and Base Sendout for the three divisionsfor the customer
classesof commercid-other, industrid- other, and firm trangportation. Sendout iscalculated from a
review of annua usage using average use/day and an assumed load factor. No adjustment is
proposed for the peek day estimate for these customer classes at this time. However, for future
ACA reviews Staff recommends that more detail be provided for derivation of the sendout for
these customer classes.

4, Since none of these recent cold days are near the peak cold day of 73 heating degree days, it is
recommended that the Company continueto submit comparisonsof actud usageto estimated usage
to determine whether the model for peak day usage is reasonable or should be revised.

5. The Company provides assumed capacity ratings for the propane facilities and states that these
numbers have been used for years, but the sourcesfor these capacity ratings are unknown. One of
these facilities has had new equipment ingtalled, and Staff would expect that the capacity would
increase for thisfacility.

6. For the Company’ s analysis of a cold winter, the 1935/1936 weather pattern that includes a late
winter cold snap, Laclede's Lange Underground Storage facility (UGS) is only utilized to a
maximum of 64.5% of working gas capacity (usng the Company number for working gas capacity)
or, 77.4% of what the Company has commented as the maximum cumulative winter season
withdrawal. Even though the winter of 1935/1936 is not the coldest on record, it is close with
4,814 heating degree days (HDD) compared to 5,017 for the coldest November through March
that occurred in 1977/1978. So Staff isconcerned that Lange UGSwill not be used to full capacity
or even to near full cgpacity even if the S. Louis area were to encounter the coldest winter
temperatures.

7. The Company 2000/2001 Reliability Report shows lower pipdine capacity than that shown in
1999/2000, but the contracts are the same.

8. Thereservemargin for early to mid-winter ishigh, but asstorageisdrawn down, theresarvemargin
reduces. Staff evaluated a reserve margin that could be considered appropriate for alate winter
pesk day. Inthe Company analysis, alatewinter peak of —1 degreeis shown on February 18", but
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. Louiswesather datashowsacolder day for February of -4.75 degreeson February 3, 1996, so
Staff proposes adjusting the Company's 1935/1936 analyses for February 18" to show acolder
day and thushigher demand for thisdate. The Company showsareserve margin of 4.2%to 5.3%.
Asnoted previoudy Staff does not accept the Company’ sadditiona dopein the sendout equation
and thus Staff showsthe reserve margin as5.5%t0 6.7%. The Company provides no estimate of
standard error of the Y-estimate and no other estimate of variability or rationdle for a pecific
reserve margin.  Since the demand estimate may change based on other information that is
recommended for submitta (update of winter normdization factors, re-evauation of the additiond
dope adjustment, and updated information for the estimated sendout for the customer classes of
commercid-other, indugtrid- other, and firm trangportation), Staff isnot proposing any disalowance
of the reserve margin @ thistime,

SUMMARY

The Steff is proposing an adjustment to flow to customers the remaining undistributed fundsin the
PSP account.

To adequatdy review Laclede’ sestimated peak day requirementsand therationaefor thereserve
margins, Staff recommends that additiond information be submitted.

RECOMMENDATIONS
The Staff recommends the Commission issue an order requiring Lacledeto:

Establish the following account baancesin its next ACA filing to reflect the (over)/under recovery
of ACA and Refund ba ances to be (refunded)/collected from the ratepayers.

Co. Fling ACA Bdance
(over)/under- Staff (over)/under- Refund
recovery Adjusment recovery Baance
Firms Sdesnon-LVTSS | ($10,021,938) | ($4,844,131)| ($14,866,069)
Firms SdesLVTSS ($920,584)
Interruptible Sales ($304,181) ($28,866) ($333,047)
LP Sdes $2,943
Firm Transportation ($52,232)
Basic Transportation 0
Refund Tota $179,000 $179,000
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2. Take the following actions by November 1, 2002:

a

Submit an updated Reliability Report that includes information regarding the 2001/2002
and 2002/2003 ACA periods.

For the updated Rdliability Report, diminate indluson of the additiond dope vduein the
estimation of 0° Sendoui.

For the updated Reliability Report, evaluate whether the winter normalization factorsfrom
the 1990/1991 study are still appropriate. If thewinter normalization factorsare revised,
provide the andys's supporting the revison. If different winter normaization factors
continueto be used for each division, provide supporting detailed documentation for each
divison.

For the updated Reliability Report, provide supporting documentation for the derivation of
the load factors used in the sendout modd for each divison for the customer classes of
commercid-other, indudtrid-other, and firm trangportation.  Also for these customer
classes and divisions, show the 07 Sendout and Base Sendout and the analyses supporting
these numbers for 1997/1998, 1998/1999, 1999/2000, and 2000/2001.

Submit asummary of actua usage and actud heeting degree days (HDD) for five or more
of the coldest days from the 2000/2001 and 2001/2002 winters. Compare the usage on
these actud cold daysto the usage estimated by the Company’ s sendout mode! for those
days. Include acdculation of the percent over (under) estimation by the sendout mode!.
Explain and show the calculaions of how the actua usage data is adjusted o that it only
includes the same customer classes as the Company’s sendout model. Provide an
explanation when the modeled usage does not reasonably agree with the actua usage
encountered. If the sendout mode isre-evauated based on thesefindings, providethere-
evauated sendout modd!.

Provide updated capacity ratings (theoretical capacity and operational capacity) for the
Lange and Catdan propane facilities.

Provide updated judtification for the cgpacity held in the Laclede Lange underground
doragefadility. Include an andyssshowing under what circumstancesthisfacility would be
nearly fully utilized.

Provide judtification for the lower pipeline capacity shown in the Company 2000/2001
Reiability Report. Additiondly, if the pipdine capacity isdifferent in the Reliability Report
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to be submitted that addresses the 2001/2002 and 2002/2003 ACA periods, provide
documentation supporting the revised capacity.

I. Submit a reserve margin estimate for the 2001/2002 ACA period and for three years
beyond that. Explain the rationale for the reserve margin for each of these years.

B Provide an estimate of the variability of the sendout model and rationae for areasonable
reserve margin.

3. Respond to this document pursuant to the procedura schedule.



