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IN THE MATTER OF THE COMMISSION DOCKET NO. G:ooocﬁ:-gg-osea

EXAMINATION OF LOCAL DISTRIBUTION
COMPANY PURCHASED GAS ADJUSTOR CITIZENS UTILITES COMPANY
MECHANISMS. EXCEPTIONS

Citizens Utilities Company (" Citizens”) has been a participant in the
Purchased Gas Adjuster (“PGA") Design Working Group and appreciétes the
efforts of Staff in facilitating the process that resuited in group consensus being
achieved on a numbér of substantive issues. Overall, Citizens agrees with the
Staff recommendations, as reflected in the Staff Report and the Proposed Order.
Citizens believes that certain issues require clarification, and therefore submits
these éxceptions-

EIXED TERM CONTRACTS:

Citizens ac rees that price stability is one of the goals of the natural gas
procurement process. Local distribution companies ("tDC") should pursue longer
term, fixed-price supply options, because this results in price stability for the LDC
and its customers. The proposed order acknowledges that the LDCs need the

assurance that they wiil have an opportunity to recover their prudently incurred

|1and reasonable gas commaodity costs related to fixed price contracts. The

language suggested by Staff!, while correct, falls somewhat short of the

assurance the LDC needs. Therefore, Citizens recommends that the follgwing

language be included in the Order: Arizona Corporason Commission
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Once a ﬁxed price contract has been deemed to be prudent and is
approved by the Commission, there is a presumption that the
contract shail continue to be considered prudent into the future;
therefore, the contract will not be subject to additional review, to
the extent the contract term extends over mult:ple review periods.

Staff has recommended that when a PGA bank balance is exceeded, the

7 {Irespective LDC must file for a PGA rate adjustment “within 45 days of the

threshold ggfgg gxceédgg, .". From a practical perspective, it may not be

i possible to complete the analysis necessary to make such a filing. Due to delays

typically enrountered in receiving actual mvo;ces and the analysis process, it
usually takes the LDC between 30 and 45 days after month end to prepare

|l informational filings. Therefore Citizens suggests that the following language be

| added to the Proposed Order”:

(1) File for a PGA rate adjustment within 45 days of completing

the Monthiy Bank Balance Exhibits that illustrate that the
threshold has been exceeded.

~ Citizens believes that some additional language in Finding of Fact #11, part
(2), would clarify the fesponsibitity of the parties. Citizens suggests that the
: foﬁawmg language be added’:

(2) If opticn 2is chosen, the Company shou!d immediately contact
Staff te discuss the reason(s) why a PGA rate adjustment is not
necessary and provide Staff with written documentation
suyporﬁng such position.

Citizens 'agrees with Staff’s recommendation that interest should be applied
to over- and under-collected bank balances incurred by Arizona LDCs using the
new banded 12-month fomng average PGA mechanism. Staff has recommended
that the Federal Reserve 3-month commercial paper rate should be applied.

2 page 3, lines 12-13.
? Pproposed Order, page 3, lines 15-17.
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Because the Federal Reserve commercial paper rates change frequently, Citizens

| requests further specificity and suggests the following language*:

The interest rate to be applied is based on the Federal Reserve 3-

month commercial paper rate published during the last business

day of the applicable reporting month.

In conclusion, Citizens believes that its recommendations will clarify the

responsibilities of the parties, and therefore, respectfully requests that the
Commission incorporate them in its order.

| RESPECTFULLY SUBMITTED this 26th day of October, 1998.

KAzt

Deborah R. Scott- y

Senior Attorney

Citizens Utilities Company

2901 N. Central Avenue, Suite 1660
Phoenix, Arizona 85012

26th day of October, 1998, with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

¢ Proposed Order, page 5, line 17.
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|this 26th day of October, 1998, to:

Hl Jerry Rudibaugh

* 11 Arizona Corporation Commission
1200 West Washington

| Phoenix, Arizona 85007

{ Paul Bullis
tArizona Corporation Commission
1200 West Washington

1 Phoenix, Arizona 85007

| || Ray Williamson

‘ {1 Arizona Corporation Commission
1200 West Washington

¢+ ||Phoenix, Arizona 85007
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granted by the Arizona Corporation Commission.

month to month and year to year.
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IN THE MATTER OF THE COMMISSION ) DOCKET NO. G-00000C-98-0568
EXAMINATION OF LOCAL ) |
DISTRIBUTION COMPANY PURCHASED )
GAS ADJUSTOR MECHANISMS. ) DECISIONNO. { | dXE
) —_—
- )
;
) ORDERArizona Corporation Comemission
- , DOCKETED -
| Open Meeting
October 27 and 28, 1998 807 30 1068
Phoenix, Arizonza
| BY THE COMMISSION: OOCKETED 8Y . _g?
| FINDINGS OF FACT
1. Bagdad Copper Market, Black Mountain Gas, Broken Bow Gas, Citizens

| Utilities, Duncan R ural Service Corporation, Graham County Utilities, and Southwest Gas are
engagec in providing natural gas service within portions of Arizona, pursuifit to authority |
i § ! i

| i

2. In rec:nt years, prices in natural gas markets have shown significant volatility and

the Arizona Corporztion Commission (Commission) has receive¢ numerous complaints from

Arizons gatural éas customers tirat their monthly natural gas bills have greatly fluctuated-from

——

3. To address gas cost issues, the Commission, in its decision on a receat Southwest

| Gas purchased gas adjustor (PGA) filing (Decision Number 60735, March 23, 1998), ordersd
# "that Staff establish a2 working group with Southwest, the other Arizona Local Distribution

Company (LDCs), and other interested parties to work together to explore possible PGA

| mechanism design changes, including the imposition of interest account balances and make

t recommendations such that the Commission can act oo those recommendations no later than
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November |, 1998" This decision also indicated that issues leading to the formation of this
working group include the volatility of natural gas prices. providing flexibility to LDCs in the
recovery of their natural gas costs, and the possittlicv of developing more uniform PGA
mechanisms for Arizona LDCs.
4. Anzona LDCs affected by this proceeding include: Bagdad Copper Market, Black
Mountain Gas, Broken Bow Gas, Citizens Utilities, Duncan Rural Service Corporation, Graham
—County Utilities, and Southwest G=s.

5. The PGA Design Working Group met several times and a variety of PGA and gas
procurement related issues were discussed. The working group was able to come to agreement
on a number of issues.

6. The Staff Report on Purchased Gas Adjustor Mechanisms (Staff Report)
incorporates a oumber of the working group’s recommendations as well as additional Staff

recommendations. The Staff recommendations are as follows:

} The LDCs should pursue longer term, fixed price supply options as a viable
option when they chcose which gas supplies to include in their supply portfolios. To provide the
LDCs with some leve! of assurance-that they will have an opportunity to rcéovcr their prudently |

incurred and reasonable gas commodity costs related to fixed price contracts, while
acknowledging the Commission's oversight of gas procurement ctivities, the Commission

should adopt language such as the following:

"As a general principle, subject to the circumstances of any specific matter: if a -
contract appeared to be prudent and reasonable at the time it was entered into,
~  given market conditions and other relevant factors, the utility should be permitted
an opportunity to recover the gas costs associated with that contract. However,
the .Cgmxm'ssion bas the right to review all LDC gas purchases on a case by case

8. The Commission recognizes pﬁcé stability as ene of the goals of the natural gas

26 procurement process.

27
28

9. The banded 12-month rolling average mechanism, as described in Staff's report.

- should be adopted.

Decision No. Q (&2&
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10.  The bank balance thresholds should be set as follows:

Black Mountaia Gas - Cave Cresk Division $180,000
Black Mountain Gas - Page Division 560,000
Broken Bow Gas $120,000
Ciuzens Uulities - Northem Arizona Gas Division $4,200,000
Citizens Unlities - Santa Cruz Division $£250,000
Copper Market $7,500
Duncan Rural Services $35,000
Graham County Utilites : $150,000
Southwest Gas $22,400,000

If there 1s a significant change in the aumber of therms sald annually by an LDC, it may
be necessary to adjust the bank balance thresholds. If such a situation arises, the LDC or Staff
may initiate Commuission review of the need to adjust the threshold.

11.  When the bank balam:; is exceeded the following procedure should be followed:

Thz utility must either:

1. File for a PGA rate adjustment withun 45 days of completing the
Moanthly Bank Balance Exhibits that Hustrate that the threshold
has been exceeded, OR

2. Contact Staff to discuss why a PGA rate adjustment is not
necessary at that time.

If eption 2 is chosen, the Company should immediately
contact Staff to discuss the reason(s) wky a2 PGA rate
adjustment is not necessary and provide Stuff with written
documentation supporting such position. If Staff agrees
that a filing is not necessary, the Utilities D-ision Director
will potify the LDC in wrting of such a fuading and will
identify any further conditions. If the L.DC does not
receive such a letter within 30 days of the bank balance
being exceeded, the LDC must file for a PGA rate
adjustment within 45 days of the dn&hold being exceeded.

This filing would be expected to impose a temporary charge or credit that would be
added on to the on«gomg mlhng average cost of gas. The credn or surcharge should have a
definite expiration date.

12.  For natural gas LDCs, the PGA rate should be banded so that the new PGA rate
for 2 month is ao more than $0.07 per therm different than the PGA ratc in effect during any of

the preceding 12 months. To provide a similar level of flexibility to propane LDCs, recognizing

Decision No. wz&;
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- . !
; 1 the hugner average pnce of propane, the band should 2e $0.12 per themn for propane LDCs, ! d
£+, rather than 80.07 per therm. , ‘
< 3 b
| S T
0 " 13. Toe Monthly PGA Report from each LDC should at a minimum contzin the
.
o 5 following:
5 L Purchases - including coatract number, supplier, dollars, therms, supply
basin (when available), transportation costs, and name of pipeline;
7 2 Sales - including number of customers, doliars, and therms by customer
__class;
8 3. Exchanged Gas {Account No. 806) - including dollars and therms;
9 4, Credits and Debits to Bank Balance - should include a separate sheet or
sheets which detail each credit and debit and show how each credit and
10 __  debit was calculated;
5. PGA rolling average calculation worksheet - this calculation should
Lt include both commodity and transportation costs; and
9 5. Person preparing report and telephone number
13 Moanthly PGA Report Format:
14 |9 Summary Sheet - see Appendix C, Exhibit A of the Staff Report; (
i 2. Sales Summary Sheet - see Appendix C, Exhibit B; -
i35 3. PGA rolling average calculation worksheet - see Appendix C, Exkibit C; and
16 4. Sheets showing credits and debits calculations
171 —  Provision of Invoices for Monthly Purchasés: —
18 LDCs :hould provide a copy of all invoices for g5 commodity and
transportation purchases with each monthly report. LDCs should also
19 include in each monthly report a copy of any receipts for other credits or |
20“ charges to the PGA bank balance. Because of the large number of
) invoices Southwest Gas has, this requirement should be waived for xt, but
21 —~ — itmusthave the invoices available for Commission review.
22 Other Reporting Issues:
23 Filing Date - Monthly PGA Reports should be filed within 2 months of the
24 ~ month that the report covers. For example, the report for January 1999
shouid be filed by the last day of March 1999. .
25
E Price Lag in 12-month rolling average - There should be no more than 2
26 months from the last month reflected in the 12-month average to the T
month to which the PGA rate is applied. For example, the PGA rate for &
27 March 1999 should reflect gas costs for February 1998-January 1999.
28| '
; Decision No. Q /éES_




N
%3

o e e g gragmen s g

| Pages Docket No. G-00000C-98-0568

i

14. The monthly PGA report should also conform to the three Exhibits, with the

| understanding that individual LDCs may work with Staff to include small report modifications,

to meet their reporting needs. |

15.  The existing PGA bank balance should be frozen at thL time the new PGA
mechanism is implemented. The frozen bank balance would then be eli;l'dnated through a per
therm surcharge or credit set over an appropriate period of time. The PGA surcharge would
automatically expire after the designated amortization period or when the combination of the
remaining frozen balance and the new balance will zero out the remlaining frozen balance,

whichever comes sooner.

16.  Each LDC should file for Commission approval of a rate to amortize the existing

| bank balance, such that the amortization rate will be approved before the new 12-month banded

rolling average PGA mechanism is implemented. Because the bank balance amortization rate
will be approved before the new mechanism goes into place, there will probably be 1-2 months
of over or under-collections from the old PGA rate that will not be accounted for when the
amortization rate is set for the existing bank balance. Any over or under-collection during this 1-

| 2 month transition period should be accounted for by rolling it into the new bank balance for the

12-month banded 1 olling average PGA mechanism.
17.  Interest should be applied to over and under-collected bank balances incurred by

| Arizona LDCs using the new banded 12-month rolling average PGA mechanism. .The interest
| rate to be applied is based on the non-financial 3-month commercial paper rate for each month,
| contained in the Federal Reserve Statistical Release, G-13, or its successor publication. Interest

should not be applied to the existing bank balances that are to be frozen and amortized.

18. LDCs must file tariff pages, report formats, and other information necessary to
implement the new PGA mechanism by January 31, 1999. This filing should include a plan to
educate customers o the new PGA mechanism. S

19.  An important part of the implementation process will be m!nsmonmg from each

| LDC’s currently effective PGA rate to each LDC’s banded rolling average PGA rate. The design

of the phase-in procedure should not be finalized until the spring of 1999, when the, Commission
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and the LDCS will have a better idea of the relationship between each LDC’s current PGA rates | .~ -
and each LDC’s 12-month rolling average gas cost. Given that the LDCs would be filing with
:he Comemission in the spring of 1999 to approve th: amortization rate for the existing bank

balance, the LDCs should also file for Commxssxon approval of the phase-m procedures at that

tme. ,
20.  The new PGA mechanism and resultant PGA rates should take effect beginning

b June 1,1999. |
21. The LDCs sheuld consider billing and rate desxgn options that would belp to
'_ address the problem of price volanhty L

; 2. Southwesz Gas should no longer use prorated billing when the new PGA
mechamsm goes into eﬁect and rate changes should be applied to all usage on bills rendered on
« or after the effective date of the change. If LDCs discover addznonal bﬁhng issues that need to

| be addressed, they should work with Staff 10 address those issues. |
23.  Copper Market must have a PGA. mechanism plan in place to add:cess the under- {

‘ couected bank balance ineluding possibly the parent company writing off the \mder‘couected

bank balance, by July 1, 1999. Smﬁ’shculdappmvesuchap&m If such a plan is in place by
i Jaiy 1, 1999, COppe_rMa:kztmnbeexempte,d&omazﬁothermquzremeutsofthxsor&et If such .,
‘a plan is not in place by July 1, 1999, CgppetMarkgtmhstimplemmt the same PGA mechanism

I and meet the same requirsments.
24. " A complete discussion of the recommendations and the related issues is

1 comsined inthe SuffRepor. -

% l
25. Suff behevesmmpuon of the above recommendations will address the issues
meovery‘ ﬂe:n“bxhty and umfenntty betmen PGA

e
fent!
-

, of;ntunlgas pn_c,e.va!anhty, gas cost
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CONCLUSIONS OF AW

l.  Bagdad Copper Market, Black Mountain Gas, Broken Bow Gas, Citizens Ulities,
Duncan Rural Service Corporation. Graham County Utilities, and Southwest Gas are Arizona
public service corporations within the meaning of Aricle XV, Section 2, of the Arizona
Constitution.

2. The Comumission has jurisdiction over the LDCs and over the subject matter of this

i

3. The Commission, having reviewed the Staff Report and Stz;ﬁ's Memorandum,

dated October 19, 1998, concludes that it is in the public interest Eto approve Staffs

!

recommendations. |
o
pecision No.& /S
ki i
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ORDER
THEREFORZ [T IS ORDERED that Staffs recommendations be anc hereby are

approved.

(T IS FURTHER ORDERED that Staff review and make recommendations on the !

Purcnased Gas Adjusior Mechanism, as approved herein, within twenty-four months of the date
of this order.
[T {S FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION CONMMISSION

Ui b

OMMISSIONER - CHAIRMAN \ SSIONER COMMISSIONER

- —

IN WITNE HEREQF, I, JACK ROSE, Executive
Secretary of the Arizona Corporation Commission, have
hereunito, set my hand and caused the official seal of this
Commission to be affixed at the Capijtol, in the City of
Phoenix, this S@Mday of _ 0&)‘ 1998

CK ROSE
Executive Secretary

DISSENT
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