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Smt: the iast TC iew .md durrng the November 8. ,70001 workshop a number of issues 
have been rased by var! I t i s  pmies. The major issues are the trcament of accumulated dcfcncd 
income raves (ADIT) in elaticm to the interest on the PGA bank hulmct . tho interest rate applied 
t o  the hank balancc, ant the banding of the nwnlhty PGA rate. This r q  c~tz  contains a discussion 
of these issues. a gcnmal revrov of the mcchanism's pcrformancc, ani several clarifications o f  
mi nor issues. 

1 
t as Ira t t rest 

i The current PGA mechanism includes an interest rate component to rccogni/c the 
c,ur).ing coshencfit to a utiiity of an underlover coltcctcd batik balance. The interest rate 
component compensates a utitity4atepayer for thc investment or adwnced reccipt of cash to 
purch;rrJe gas A utility that is a taxable entity rcccivcs an inconic tax benefit from an urtdcr- 
cojlccrcd hank balance and IS subject to an income tax liability from an dver-collectcd bank. 
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rhrs 1s dn ISU: that wits discussed i t 8  thc Nu\c.mber 8. ZOO1 workshop id tiad hcun 
Jtscicussezd at past workshops. A c o n s t  caltuliuion o f  the cmyag chwye on the bwd. bal JICC 

requirts twagnitron of thc ~wunie tax effect. Acconlmgly, StatT nwomnicds refining the 
tnicrr'st rrte component of the purchae gas adjiidor mwhmrsni to reflect tlic comequeticcs cbl 
income taws The income tax effect on &e canymg charge is recognimi by reducing thc interest 
nte applied by a factor qual to ow minus the marginal income tax mtc. This calcula+ion docs 
not to Duncan Rural Serviccr;, which is  a tax exempt cuoperatne imd therefore has no 
income taws. At  the Noveniber 8,200l workshop a number of parties cxprwstd suppart for this 
change ard no parties e x p d  opposition. This change requires a simplc calculation that 
*kould acfit wvtrai tines to tfie monthly accoun&u~g for the FPGA bunk balance Shown below i s  a 
sample calculation h w t n g  how this uijustment would he made: 

it is worth noting that ahsi nt this adjustment for ADIT, there would h a w  t xm 65.000 in interest 
applied to the PGA bank Wance. The n d  effect of this change. whether then. is an over or 
under-cotlectiw, is to redrice the amoirnl: of hiterest being add& to the PGA bank balance. 

The marginal tzw r; le at times may change for the utilities. In si tting the marginal tax 
rate to be used in this ealcctation, the marginal tax rate should be updated each year in thc PGA 
report which contains the 1' 3A bank balance infomalion for May of that 1, tsar. The marginal tax 
rate would be the Arizonajuridictional LDCs marginal tax rate unless tic: LDC does not file a 
separate tax return. In cases where the LW docs not file a separate tax return. the marginal tax 
rate would be that of the consolidated tax rdum of the parent company. In the monthly PGA 
report the LDCs should include a footnote identifying the components of thc marginal tax rate 
that i s  applied in thc calculation of interest on the PGA bank balance. 

faterest Rate for the PCA Bank Balance 

When the new rolltng average PGA mechanism was introduced the Commission hcgan 
allowrng thc collection of interest on the new PGA bank balance. Howcvcr, the Commission 
chose to not allow intcrest on PGA bank balances which had accumulated up to that time, 
nc;ming that only the new PGA bank balance, started at the time the new PGA mechanism uas 



At the N o % m k  8. 2001 workshop, parlies d ~ s c d  the applrcatron of intcn'sl to thc 
bank btti,mcc and shirt the bcst inttmt rate would be. T h e  was tmt a coiwnsus anrong thc 
group. Possible interest ides that were discused tncludtrl the cumntly applicabic rite. thc 
customer deposit rate, and the AlIow;mcc: for Funds Used Dunng Construction (AFlKX) mtc 
Some partres tavorea a iiixcuf intextst rate, while others frrvoted a rate that ad-iusted. Some partiis 
aiso commmtd that they would prefer B rate that matched the type ofhorrowmg they typically 
rei) on. F O ~  exanipic one utiiaty indicated that its borroatrrg is typically long tcmr. l o  it \couiti 
prefer a rthk rate thut wouM more accruutely match its long tern] bornwing costs. Many of thc 
~ t i l i t ~ ~  also express& an isitmest in having a higher interest rate. 

At the time the applrcation of interest lo hc E A  bank balance *as approvtd. it was 
recopzed t h t  the intcrca;t rate to bc usexf would not nec&ly reflect the borrowing costs of 
the uttlities There may wen be some h e f i t  in having the interest rate bc. less than the utility's 
cost of borntwmg m t h d t  the utrlity HOUM be given an incentive to not let the bank balance 
k a m e  overly large %it! w; takrng action to address it. While sev~ral other interest rate options 
have heen di xussed, h i e  docs not appear lo be ta compelling reason to depart from thc use of 
the ntonthiy three ~ R O R ~ ~ I  nunftnancid commercial paper rate. The monthly three month 
nonfinancrai commercial aper M e  should continue to be applied to the P :;A bank balance. 

Baadbeof tbe Moatbh .%A Rate 

Qne feature of the existing PGA mechanism is that the monthly rate IS banded. liniiting 
the magnitude o f  its ability to change each month. When the rolling average PCiA niechanistn 
was first implemented. the banding was such titat for natural gas utilities the monthly PGA rate 
set cach month coiitd not be more than $0.07 per them different than the monthly PGA rate in 
place in any of thc previous twelve months. The band for propane iitiliti:s was set at $0.12 per 
them. fn Decision Number 62994 the Comniission changed these bands to $0.10 per therm for 
natural gas utilities and $0.16 per therni for propane utilities. 

Ar the Yovember 8, 2001 workshop a number of parties indicated that thcy helicvc thc 
band stlotiid tither be adjusted upward or climinatcd altogether. The main concern that was 



In &rc.ssing thts concern a hncf rcvtea of thc H;A mcchanism IS uscfd. Pnor to the 
irnptmcntarion of thc W 12 month rolling avcra-:e PGA ~itxh;Utissn in June t400, most 
.*trona I5Cs had a fixed PGA ralc that onty adjusfd whtn the uttliry filed ft)r anj the 
Commission apptused such an adjustment. Thc exception lo thts was Ci t i~" f l~  Utilttres No thcm 
Anrow Ga. Division (NAGD), which had bcsrr uang ii 12 month rolling average PGA mtc. 
with nr) bJ. for a number of yeas Dunng die i*inkr of f W - I W 7  markcl pnces for natural 
" gas s p ; M  to between 55.00 anj G S . 0  pcr therm after pnces h d  typically k n  52 (MI pcr thcrni 
or kss for a number of yaws. fkring this pnce spike Citizens' PGA rate rosc quickly as the 
hrgher sa.; costs were e n t d  into the I2 month rolling a\ eragc In a three month period early in 
199f Citircns' NAGD monthly PGA rate rose by over $4.). 1 S/thcrm. Following thts incrcasc the 
Commr.*ataon recaved numerous complaints fiom Cibzcns' customers rcgarding the rapid 
increase in their rates. Shortly thiprealtter the Commismon, in Decision Number 60735 ( M m h  
23. 1998) ordered Staff IO establtsh a working group to explore possible changes to the PCiA 
mechanism. T?te result of these working p u p  sessions was the banded t2 month rolling 
average PCiX mechanism which the Commission adopted in Drcisron Numhur 6 I225 (Oktobcr 
30, 1998). This d e r  also mgnir.ed price stability as one of the goals of the gas procurement 
process. 

.C 

As can be seen F m  this history of the PGA mtxhmrsm. one of the mitior factors In 
impiementmg !he current PGA mechmism w s  thp desire to reduce the vol*rtility which 
cusmncfs exp~wencc in the cast of g8s lhey sce. During the working group meetings in 1998 a 
number of cfiff;erent PG 4 structures w m  discussd, including the use of a straight monthly PGA 
m e  that would fully r e f k t  the changing price of natural gas each month. Such a mechanism 
was rejected at that lit- K because it did rmt d h s  the Commrssion's goal of price stability. 
Price volah lily is an oft cited customer micern regardmg natural gas rates. On the other hand. it 
IS commonly held that commas ot' a commodity such as natural gas should be sent a price 
signal indicating the inc i-ease or decrease of the actual cos1 of the commodity, so the consumer 
can make an informed lecision on w h e h r  to increase or decrease L :Insumption. It must be 
recognized that the corn1 ding. goals of price stability and sending 8 pric 2 signal to consumers are 
inherently in conflict, it ledst to some extent. In considering th:  structure of the PGA 
mrrhanism, the current omdd 12 month rolling average mechanism trrikes a haiance between 
the goals of price stabiltty and sending pnce signals. 

Within thc current PGA mechanism the proper level of the band on the PGA rate has 
been and likely will continue to be an issue for discussion. As noted previously, the Commission 
expanded the hand to address the need for more flexibility in the monthly PGA'rate. There is no 
perfcct setting for the size of the band. but rather it is a matter of setting it at what seems to bc 
the appropriate seeing, given current conditions and the goals of the PGA mechanism. The 
smaller the hand is set, the less fluctuation there will be in the monthly PGA rate rtnd the inorc 
likelj. i t  i s  that the utility will file for a temporary surcharge or credit to address an under or over- 
rollfcitxl PGA bank balance. The larger the band is set. the more fluctuation there is in thc 
monthiy PGA rate and the lcss likely thc utility is to file for a tempordry surchargc or credit. 

I 



Appendix A conrains a nunibcrr of sccnmos showing how the monthly PGA rate and 
PGA hank bai;urce change fi.om montb to month, dqmding on the site of the cap, whether a 
temporarq surcharge is impkmcsated. and b w  the clast of gas changes. It  should be noted that 
the scmmcs tn Appendix A rk, nut address the potential smoothing of gas casts through rhe gas 
pf~~~efilmlf prrpcm and lhrnr the gas procurement proces~r is not addwssrwt in this review. 

A T W I ~  of the scenarios shows that abscllt setting tbe hand at a very high level. i t  must 
be expected that utilities will file fot temporary surchqp or d i t s  when then are llargc price 
s i n g s  such as the price spike that was crcpctiencad dwing tk winter of 2000-2001. The 
scumria ais0 &mmtn te  that the movcment of prices is  the key factor in how the PGA bank 
barlance and monthly PGA mte move. l f~tural  gas prices arc relatively stabk, the existing band 
on the m d l y  PGA rate will likely tlww be t(l&chcd. However. in recent years natural gas 
prices hawe been relatively unrstabk. 

I 

Given the Conmiasion's gods of achievirtg greater price stability for gas consumers in 
Arizona arid ais0 the Canunission's desire to rcwiew large changes in the cost ofnaturat gas 
by cunsumops, the PGA rate s)rouM continue to be banded. At this time the PGA mechanism has 
been opaating with thc c m t  bagld~ for approximately one year. ~uring &is/ year natural gas 
prices have risen to reed heights before mrxlcrraring. Given the iirnited e x w e n c e  so far with 
the current tmds cmd tw record swings tn n m d  gas prices in the past year, it would be 
beneficial to gah furthtr expuiesact 8t the curtent banding levels before making M e t  
adpments. At this time it unclear whether it would be beneficial 10 increase the bands, as 
prupod by some partier- S M  will continue to monitor the mowme it  of the monthly PGA 
rata and will amtime thl. cm-going dialogue with the LDCs reganling t ie PGA mechanism. If 
it bccomcs apparent that + I  different level of banding on the monthly PGA rate should be set. such 
action can be taken tn the W e .  The cwrmt bands on the monthly PGA late should be retained. 

Appendix B contains a series of graphs showing the movement of the monthly PGA rate 
as weli as any terriporary KIA surcharges or credits in recent years. Initially most LDCs had a 
relatively small temporary PGA surcharge or credit applied to customer rates to amortize the 
existing YGA bank balance at the time the LDCs began using the new banded 12 month rolling 
aver& PGA mechanism. h.lM of those credits and surcharges have now expired. 
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Thctc were sevcltl tc*s discwscd at the Novanher 8. 200 workshop that did not 
necasasily repsent a change t o  the way the PGA was adniinistrid, but never the: less 
reprtsm$cd clan fieation. of certain iswcs. 

Ik issue that was dtxussd was whether the interest componmt was calculated based 
upon tlpe beginning of the month or d of  the month PGA bank balance. It was agreed by all 
partics at the w o h h o p  that the interest component should be cahtlatcd based upon the end of 
the mntjl PGA hank bahnct. fiw each month. 

i 
Another area of clilnficatton was exactly how PGA related information should bc filcd at 

the Commission Commission Staff at the workshop indicated that the full monthly PGA report 
should be filed with the Compliance Section at the Commission. Second, the monthly update for 
the tariff sheet(s) showing the new monthly PGA rate should be sent to thc designated 
I'ommmm Staff person who has rssponsihitity for updating the ACC website with the new 
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.Appendix '4: PG.4 Scenarios 
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