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MEMORANDUM

TO:
Missouri Public Service Commission Official Case File

Case No. GR-2001-388, Southern Missouri Gas Company

Case No. GR-2001-39, Southern Missouri Gas Company

FROM:
David M. Sommerer, Manager - Procurement Analysis Department

Annell G. Bailey, Regulatory Auditor - Procurement Analysis Department

Phil S. Lock, Regulatory Auditor - Procurement Analysis Department



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

/s/ David M. Sommerer  10/29/02
/s/ Thomas R. Schwarz, Jr.  10/30/02
David M. Sommerer,


Thomas R. Schwarz,  


Utility Services Division/Date
General Counsel's Office/Date

SUBJECT:
Staff Recommendation for Southern Missouri Gas Company’s 2000-2001

Actual Cost Adjustment Filing

DATE:

October 29, 2002 

The Procurement Analysis Department (Staff) has reviewed Southern Missouri Gas Company’s (SMGC or Company) 2000-2001 Actual Cost Adjustment (ACA) filing.  This filing was made on November 8, 2001 for rates to become effective December 1, 2001, and was docketed as Case No. GR-2001-388.  The audit consisted of an analysis of the billed revenues and actual gas costs for the period of September 2000 to August 2001, included in the Company’s computation of the ACA rate.  SMGC serves customers in the southern portion of the state including communities in Greene, Webster, Wright, Howell, Douglas and Texas counties.  The ACA ending balance in the Company’s 2000-2001 ACA filing is $1,784,143 under-recovery.

In addition, Staff conducted a reliability analysis for SMGC including a review of information required to be submitted in response to the reliability recommendations in the 1999-2000 Staff ACA recommendation, Case No. GR-2001-39, estimated peak day requirements and the capacity levels to meet those requirements.

1999-2000 ACA FOLLOW-UP

ACA BALANCE

The total ACA under-recovery balance for the 12-month period ended August 2000 should be $1,670,180, as proposed by Staff in its 1999-2000 ACA recommendation in Case No. GR-2001-39.  The Company agrees with this balance as evidenced by its response to the Staff’s Recommendation.  On October 18, 2000, the Company requested a variance from its Purchased Gas Adjustment (PGA) tariff provisions to allow the Company to recover the August 2000 ACA under-recovery balance over a three-year period beginning with the 1999-2000 ACA filing. The Company has concerns over the amount of recovery for the August 2000 balance.  Staff believes that this concern has no impact on the 1999-2000 ACA ending balance.  The critical issue is that the parties agree on the 1999-2000 ACA ending balance of $1,670,180, which is to be carried forward to the 2000-2001 ACA.  Staff therefore believes this issue has been resolved.
BIDDING PROCESS

In the 1999-2000 ACA recommendation (Case No. GR-2001-39), Staff proposed that the Company establish a formal Request For Proposal (RFP) process. In response to Staff’s recommendation, the Company indicated that due to its size and the volatility of the market, it does not issue RFP’s.  After further review, the Staff concurs with the Company that a formal RFP is not required in this instance and therefore believes this issue is resolved for this case.  The Staff, however, continues to encourage the Company to solicit bids from as many reliable suppliers as possible and to include written documentation of those transactions as they occur.

The Staff believes that an agreement has been reached between Staff and Company on the bidding process and ACA balance issues.  The Staff proposes that Case No. GR‑2001‑39 be closed.

2000-2001 ACA PERIOD

TRANSPORTATION SERVICE – INTERNAL
For two industrial customers in 2001, SMGC began providing a service known as “Transportation Service – Internal,” which is not specifically authorized in the tariff.  SMGC sells these customers gas at the Williams pipeline interconnect to avoid charging them the full PGA-adjusted rate.  From that point they are treated as transportation customers.  Each month SMGC sends them two bills: one bill for transportation service at tariff-authorized rates and a separate bill for the gas commodity at a negotiated rate that includes recovery of the ACA (but not PGA) and some but not all of the fixed transportation costs.

SMGC started the service because a few large volume industrial customers were very concerned about the price of natural gas compared to alternative fuels.  SMGC was very concerned about the potential loss of gas load and the negative repercussions to both their customers and to the Company.  Reduced throughput would result in the fixed transportation costs being allocated over smaller volumes thus increasing the Purchased Gas Cost.  Furthermore, such load loss would also cause the existing balance of undercollected gas cost to be recovered either over a longer period or at a higher rate due to the lost volumes.

Staff understands SMGC’s needs in competing with low-priced competition and acknowledges the importance of large-volume customers for a small Company’s well being.  Nevertheless, in a regulated environment, Staff cannot condone changes in rates and services without tariff authorization.  SMGC should have obtained a tariff variance or waiver from the Public Service Commission (PSC) before providing this new service.  Staff expects SMGC to apply for such authorization immediately.  SMGC has made representations that they intend to do so before the end of October 2002.

For the present audit, in the absence of tariff authorization, Staff proposes an adjustment to treat the gas sales to Transportation Service – Internal customers as if they had been Large Volume Service sales with the Purchased Gas Adjustment.  This would increase PGA and ACA revenues, decreasing the August 31, 2001 ACA Balance by $105,809.  The amount is computed as follows:



Theoretical PGA revenue if sold per tariff

$ 317,127 



Theoretical ACA revenue if sold per tariff

     23,839



Less: Transp. Serv. – Internal commodity revenue 
  (235,157)

Net adjustment proposed by Staff


$ 105,809
CUSTOMER BILLING 

In the course of the audit Staff noted other issues that are outside the scope of an ACA case, but that need further consideration.  Among these are alleged violations of the Cold Weather Rule and customer charges authorized by tariff but not billed.  PSC Staff from several departments, including Consumer Services and General Counsel, have been working with each other and with SMGC to resolve these issues.

DEFERRED CARRYING COST IMBALANCE

The Deferred Carrying Cost Balance (DCCB) is the cumulative under- or over-recovery of gas costs at the end of each month for each annual ACA period.  Each month, carrying costs at a simple interest rate equal to the prime rate minus 1% is credited to customers for any over-recovery of gas costs, or credited to the Company for any under-recovery of gas costs when the DCCB exceeds an amount equal to 10% of the Company’s average annual level of gas costs for the three most recent ACA periods.  Any DCCB amount existing at the end of the Company’s ACA period, including interest, is included in the determination of the new ACA factor to be effective in the scheduled winter PGA filing.

During the audit period, SMGC had cumulative under-recovered gas costs during the months of January and February 2001 that exceeded the 10% threshold.  Staff believes that carrying costs of $2,024 should be added to the Company’s recoverable cost of gas.

PURCHASING PRACTICES

The PSC Staff sent several Data Requests for SMGC’s plans, policies and procedures related to gas procurement.  The Company responded that due to its small size, SMGC does not maintain a formal Gas Procurement Plan, Gas Supply Plan, Operational Plan, Strategic Plan or any formal policies or procedures related to gas purchasing.

As a result, knowledge of the Company’s gas procurement plans and activities may remain with those who directly perform the tasks.  Without documentation, protective procedures may erode over time.  Staff is concerned that SMGC may be vulnerable to changes in many areas (i.e. staff turnover at decision-making level, interruption of supply, market volatility, regulatory changes).

A planning document need not be burdensome to prepare, even for a small Company.  Such a document can assist the Company in ensuring that its purchasing practices are performed consistently, can be useful in the event of turnover in gas procurement positions and can serve as further communication to auditors and regulatory bodies regarding the Company’s gas supply practices. Staff recommends that SMGC document the Company’s gas procurement plans, strategies, policies, procedures and practices in a document or manual, to include at a minimum the following information:

1. The Company’s gas procurement goals;

2. The Company’s strategies to meet the goals;

3. Potential situations that might prevent the Company from meeting its goals and the Company’s contingency plans to deal with those situations;

4. A list of those responsible for gas procurement plans, policies and procedures and a list of those authorized to make gas procurement contracts and transactions;

5. Responsibilities of personnel in gas procurement positions;

6. Vendor selection criteria for potential supplies of natural gas, including verification of financial solvency and performance in delivering contracted supplies;

7. The Company’s process of soliciting and evaluating bids, the criteria for accepting and/or rejecting certain suppliers, and the documentation of the bid process and bid awards (including documentation of verbal offers);

8.
The Company’s process of entering into gas supply contracts, and the documentation of the contracting process;

9.
The Company’s nomination process, both for first-of-month determining and ordering required natural gas and for daily changes to the nomination.  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, existing gas supply contracts and constraints and first-of-the-month flowing gas prices versus daily gas market prices; and

10.
The Company’s process of verifying and approving gas supply invoices before paying them.

RELIABILITY STUDY

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 comments and concerns regarding the Company’s reliability analysis and reserve margin:

1. Staff is concerned that the peak cold day of 60 heating degree days (HDD) selected by the Company is not a reasonable peak cold day. In the previous ACA review, 1999-2000 ACA, Case No. GR-2001-39, the Company used 73 HDD as the peak cold day.

Staff review of Springfield, Missouri weather data shows a peak of 72.0 HDD on 12/22/89 and the second highest peak of 70.5 on 12/24/83. Staff review of West Plains, Missouri weather data shows a peak of 73.2 HDD on 1/20/85. Staff’s review of December and January data shows there were 34 days in the past 30 years that were colder than 60 HDD. 

2. The Company provided no explanation for the optional, residential or general customer counts in the peak day estimates. The optional and residential customer counts seem consistent with data from the 1999-2000 ACA review, Case No. GR‑2001‑39, but not the general customer counts.  

3. The Company provided peak day estimates for 2000-2001, 2001-2002, 2002-2003 and 2003-2004, but does not provide sufficient detail on how these are calculated. 

a. Usage for the three customer types of optional, residential and general was estimated using the estimated number of customers, a daily base use per customer, and a heat use per customer per heating degree day. However, the derivation of the daily base use per customer and the heat use per customer per HDD is not shown.

b. The Company shows an estimated peak day usage for large general and large volume customers and shows this usage for the 13 customers, but does not explain whether this is all baseload usage or whether some of it is heatload usage.

4. Because of the concerns noted above, Staff could not reasonably accept the Company’s 2000-2001 estimate of peak day customer usage. Staff used two methods to calculate the reserve margin and regardless of which method is used, Staff is concerned that sufficient capacity is not available should a cold day of 72 HDD recur.

a. Using the Company estimates for heatload factors, baseload factors and number of customers, but using a colder day of 72 HDD, Staff calculates a reserve margin of –12.1% for 2000-2001.

b. Staff recalculated the baseload and heatload factors for optional, residential, and general customers from information provided for 2000-2001 usage. Combined with the Company peak day estimate for large general and large volume customers, the reserve margin is –6.2% for 2000-2001.

5. The peak HDD experienced during this period was 58 HDD for the Springfield area, which is not close to the peak day of 72 HDD for the Springfield area.  So 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 to that estimated by the modeled usage, especially as occurrences with higher HDD are experienced. 

SUMMARY

1.

Staff and Company agree that the August 2000 under-recovery balance is $1,670,180.

2.
Staff and Company agree that a formal RFP is not required in this case.

3.

Staff proposes an adjustment of $105,809 to the ACA balance to increase revenues for Transportation Service - Internal to the amount the revenues would have been if the gas had been sold at the authorized PGA-adjusted rate.
4.

Staff proposes to increase the cost of gas by $2,024 to reflect the carrying cost of the DCCB.
5.

Staff recommends that SMGC document and provide by March 3, 2003, the Company’s gas procurement plans, strategies, policies, procedures and practices.

6.
Staff recommends that updated documentation regarding the reliability information be submitted by March 3, 2003.

	Description
	ACA Balance Per Filing
	Staff Adjustments
	ACA Balance Per Staff

	1999-2000ACA Balance 
	$1,670,180
	$0
	$1,670,180

	Cost of Gas
	$6,039,760
	$0
	$6,039,760

	Cost of Transportation
	$1,211,931
	$0
	$1,211,931

	Revenues
	$ (7,137,728)
	$ (105,809)
	$ (7,243,537)

	DCCB
	$0
	$ 2,024
	$2,024

	Total (Over)/Under Recovery (8/01 balance)
	$1,784,143
	$ (103,785)
	$1,680,358


RECOMMENDATIONS

The Staff recommends that the Commission issue an order requiring Southern Missouri Gas to:

1. Approve the 1999-2000 ACA under-recovery balance of $1,670,180.

2.
Dismiss the “Bidding Process” issue that was in dispute in the 1999-2000 ACA, Case No. GR-2001-39.  Staff no longer proposes that the Company issue RFP’s in its gas planning process for the 1999-2000 ACA period.

3.
Decrease the firm sales ACA balance by $105,809 to include revenues for Transportation Service - Internal at the amount the revenues would have been if the gas had been sold at the authorized PGA-adjusted rate.

4.
Increase the firm sales ACA balance by $2,024 to include the carrying cost of the DCCB.

5.
Document and submit by March 3, 2003, a copy of the Company’s policies and procedures for nominating natural gas and include at a minimum the information from the “Purchasing Practices” section above. 

6.
Take the following actions related to the Company’s reliability analysis by March 3, 2003.

a. Submit an updated reliability report showing the estimated demand and capacity to meet peak day requirements for the 2001-2002, 2002-2003, and 2003-2004 ACA period and use the peak HDD estimate of 72 HDD in calculating peak day requirements. 

b. Provide supporting detail in the 2001-2002 ACA review for the customers numbers chosen for the peak day estimates.

c. Provide supporting information for how the baseload and heatload factors are calculated for the three customer types of optional, residential and general. Additionally, for the large general and large volume customers explain how the estimated usage was determined for each of these customers. 

d. Submit to Staff an updated summary of actual usage, actual HDD and customer counts for five 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.

e. Provide an estimate of the reserve margin for the 2001-2002 ACA period and for three years beyond that.  Explain the rationale for the reserve margin for each of these years.  For any negative reserve margin shown, provide an explanation of the firm transportation capacity that will be used to meet demand requirements beyond the firm contract maximum daily quantities.  For any shortfall of capacity, provide details about the actions the Company will take for firm residential, commercial and large volume customers whose demand will not be met should a peak day recur.  Submit an economic analysis comparing the cost of additional firm capacity to the cost of the penalties for exceeding the contract maximum daily quantities by the amount of the negative reserve quantity.  Also, provide an economic analysis of any other options to be used by the Company for minimizing the possibility of interruption of natural gas service to firm customers.

7.
File a written response to the above recommendations pursuant to the procedural schedule.



Appendix A 

