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Dear Paul: DOCKETED BY v 
I I 

The F ~ O S L -  of this lettcr is io follow-up on ow phone coAversation on Monday, September 09, 
2002 concerning Citizens’ Purchased Gas Adjustor (“PGA”) surcharge. Our conversation 
addressed Commissioner Spitzer’s August 29,2002 letter suggesting, in part, that Citizens either: 
1) adopt a “circuit breaker” mechanism that would limit the amount of gas consumption to which 
the surcharge would apply during the coming winter months; or 2) reduce the surcharge amount. 
I indicated that Citizens had in fact submitted to the Commission a proposal to reduce the 
surcharge beginning November 1,2002. 

breaker” involv 

November - March period (approximately 4800 HDD’s); 
o a per-HDD payout or “tic” value based on the per-therm surcharge (-$. 12/Therm); 
o an estimated response rate of Citizens’ system to a change in HDD’s of 12,000 Therms 

per HDD; and 
o no cap on the amount of payout by the counterparty. 

Based on our initial discussions with possible counterparties for such a derivative transaction, the 
premium cost is estimated to be approximately $150,OOO for the 2002-2003 heating season. 
Citizens proposes that the premium cost and any payout fkom the counterparty would flow 
through Citizens’ PGA tracking account. 

Over the last 20 years, the HDD’s in Flagstaff for the November through March period have been 
colder than average in eleven instances. The standard deviation of HDD’s over this period was 
approximately 200 HDD’s. The coldest heating season in this period departed fi-om average by 

o be one standard 



A further consideration concerning the 2002-2003 heating season is the expected occurrence of a 
moderate El Niiio weather pattern. While an El Niiio pattern normally brings warmer-than- 
average temperatures to the United States at large, past occurrences of the pattern have resulted in 
colder-than-normal winters for Citizens’ service areas. This may be due to the fact that the El 
Nifio pattern normally brings higher precipitation levels to Arizona, and this has resulted in 
longer periods of snow cover that tend to keep Northern Arizona cooler. 

In view of these facts, Citizens believes that securing a weather derivative as insurance against a 
colder-than-normal 2002-2003 heating season is a reasonable alternative. 

During our phone conversation we also discussed the reasons why the under-recovered amounts 
in Citizens’ PGA tracking account were recovered at a faster rate than anticipated in Citizens’ 
September 200 1 PGA surcharge filing. As we discuss, and as shown in the attached variance 
analyses for both Northern Arizona Gas and Santa Cruz Gas, the principal reason for the faster- 
than-expected recovery was lower gas costs. For the period September 2001 through May 2002, 
actual gas costs were approximately 46%, or $24 million, lower than forecast. Approximately 
three-quarters of this reduction was due to lower-than-forecast gas purchase prices, and one- 
quarter due to gas purchase quantities that were lower than anticipated. 

Finally, I offered during our phone call the possibility of bringing Arthur Gelber of Gelber & 
Associates, Citizens gas procurement consultant, to the Commission for a presentation on weather 
derivatives. Based on the confirnation of your availability, we have scheduled a presentation by 
Mr. Gelber on September 23,2002 at 1O:OO AM at the Commission. We look forward to 
discussing this interesting topic with you and any other members of the Commission or 
Commission Staff who would like to attend. 

Thank you for your time and consideration of this matter. Please do not hesitate to call me 
(928.226.2216) if you have any questions on these matters. 

Sincerely, 

SeagR. Breen 
Director, Energy Supply 

cc: BobGray 
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