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MEMORANDUM

TO:

Missouri Public Service Commission Official Case File, 

Case No. GR-2000-392, 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-2000-392, United Cities Gas Company 1999-2000 Actual Cost Adjustment Filing

DATE:

August 29, 2002 

The Procurement Analysis Department (Staff) has reviewed United Cities Gas Company’s (United Cities or Company) 1999-2000 Actual Cost Adjustment (ACA) filing for each of its districts.  The filing was made on November 3, 2000 and is docketed as Case No. GR-2000-392. The filing contains the Company’s calculations of the ACA, Take-or-Pay and Refund recovery balances.

In May 2000, United Cities made a transition from separating its gas operations into four districts to separating its operations into two districts, the Consolidated and Neelyville districts.  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 is unchanged and serves approximately 600 customers.  In this case, the ACA and Take-or-Pay balances for the Hannibal/Canton, Palmyra and Bowling Green districts are based upon the billed revenues and gas costs for the first eleven months of the ACA period, June 1999 – April 2000.  The Consolidated district’s ACA and Take-or-Pay balances are calculated based on billed revenues and gas costs during the final month in the ACA period, May 2000.

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.  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 Neelyville demand ACA under-recovery by $400.99 and increase the Neelyville commodity ACA over-recovery by $639.24.  Likewise, the Staff proposes to increase the Consolidated district demand ACA under-recovery by $785.12 and to increase the Consolidated district commodity ACA over-recovery by $2,262.98.

STORAGE WITHDRAWALS

The Staff proposes to reduce the Palmyra district commodity costs in order to correct an error in recording the amount of storage withdrawals for February 2000.  This adjustment has the effect of reducing the Palmyra district commodity ACA under-recovery by $30,000.

REVENUE RECOVERIES

The Staff proposes to reduce the Bowling Green district revenue included in the filing by $20,815.48 to correct double recording of revenue for May 2000.  This adjustment has the effect of increasing the Bowling Green commodity ACA by $20,815.48.

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 because when a company maintains excess capacity, it can 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 1999/2000 ACA period. 

1. For both districts the Company conducted a regression analysis of 38 months of consumption data for June 1995 – June 1996 and April 1998 – May 2000 (missing July 1996 – March 1997 and September 1999 data). Staff is concerned that the analysis may not appropriately represent current consumption patterns since some of the data is five-years old and some of the data is missing.  However, the Company provided more current information for the 2000/2001 ACA, Case No. GR-2001-397, so this concern has been addressed.

2. The reserve margin for the Consolidated district is high.  Since the area experienced a colder day in 1989/1990, Staff looked at the reserve margin for such a cold day and this reduces the reserve margin to 2.6%.  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 31.7% 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 53 HDD for the Neelyville area and 70 HDD for the Hannibal/Canton/Palmyra/Bowling Green area. The 53 HDD is not close to the Company’s planned peak cold day of 68 HDD for the Neelyville area.  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 to that estimated by 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 1999/2000 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 Neelyville demand under-recovery by $400.99, increase the Neelyville commodity over-recovery by $639.24, decrease the Consolidated demand under-recovery by $785.12 and increase the Consolidated commodity over-recovery by $2,140.14.

2. Staff is proposing to reduce the Palmyra district commodity costs by $30,000 in order to correct an error in the storage withdrawals.

3. Staff is proposing to reduce the Bowling Green district revenue by $20,815.48 to correct the double recording of revenue included in the ACA filing. 

4. 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, 2000:

	
	Balance per  Company Filing
	Staff

Adjustments
	Ending

Balances

	Bowling Green District:

      Demand ACA
	$ 0
	
	$ 0

	Commodity ACA
	$ 13,327
	$ 20,815
	$ 34,142

	Take-or-Pay
	$ 53
	
	$ 53

	Refund
	$ 1,134
	
	$ 1,134

	Hannibal/Canton District:

      Demand ACA 
	$ (231,946)
	
	$ (231,946)

	Commodity ACA
	$ 280,988
	
	$ 280,988

	Take-or-Pay 
	$ 10,737
	
	$ 10,737

	Refund
	$ (226,958)
	
	$ (226,958)

	Neelyville District:

      Demand ACA
	$ 5,733 
	$ 401
	$ 6,134

	Commodity ACA
	$ (13,682)
	$ (639)
	$ (14,322)

	Take-or-Pay
	$ 313
	
	$ 313

	Refund
	$ (171)
	
	$ (171)

	Palmyra District:

      Demand ACA
	$ (3,710)
	
	$ (3,710)

	Commodity ACA
	$ 267,832
	$ (30,000)
	$ 237,832

	Take-or-Pay
	$ 738
	
	$ 738

	Refund
	$ (127,612)
	
	$ (127,612)

	Consolidated District:

     Demand ACA
	$ 25,554
	$ 785
	$ 26,339

	Commodity ACA
	$ (3,612)
	$ (2,263)
	$ (5,875)

	Take-or-Pay
	$ 1,887
	
	$ 1,887


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

a. 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.
b. Explain to Staff how the secondary delivery point for Neelyville affects deliverability to this area when the pipeline is experiencing operational constraints.
c. 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 or 2001/2002 ACA period. 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.
3. Respond to the recommendations herein by October 25, 2002.
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