
 
 
 

 
 
 
 
 
October 4, 2013 

 
 
 
VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 
 
Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 

RE:   Docket 4436 - 2013 Gas Cost Recovery Filing 
 Responses to Division Data Requests – Set 3 
 

Dear Ms. Massaro: 
 

Enclosed please find ten (10) copies of the National Grid’s1 responses to the Rhode Island 
Division of Public Utilities and Carriers’ (the “Division”) Second Set of Data Requests concerning the 
above-referenced proceeding.  

 
Please be advised that pursuant to Commission Rule 1.2(g), the Company is seeking confidential 

treatment of Attachment DIV 3-2-2 and Attachment DIV 3-2-3. 
 
Thank you for your attention to this filing. If you have any questions, please contact me at (401) 

784-7667. 
 
Very truly yours, 

 
Thomas R. Teehan 

Enclosures 
 
cc:  Docket 4346 Service List 

Leo Wold, Esq. 
Steve Scialabba 
Bruce Oliver 

                                                 
1 The Narragansett Electric Company d/b/a National Grid (“National Grid” or the “Company”). 

Thomas R. Teehan 
Senior Counsel 
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I hereby certify that a copy of the cover letter and/or any materials accompanying this certificate were 
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RI Public Utilities Commission and the RI Division.  
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Prepared by or under the supervision of:  Stephen A. McCauley 

Division 3-1 
 

Request: 
 
Instruction:  Each request for workpapers should be understood to include a request for all 
electronic spreadsheet files with all cell formulas and cell references in tact.  

 
Re: the September 3, 2013, Direct Testimony and Attachments of witness Stephen A McCauley, 
please provide all workpapers (including electronic spreadsheet files), data, analyses, studies and 
other documents supporting development of witness Leary’s Direct Testimony and Attachments.    
 
Response: 
 
Please see Excel file SAM-2 GPIP.xls for all supporting documents supporting the Gas 
Procurement Incentive Plan (GPIP).  Please see Excel file SAM-3 NGPMP Attachment 1 
through Attachment 9 for all supporting documents supporting the Natural Gas Portfolio 
Management Plan (NGPMP). 
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Prepared by or under the supervision of:  Stephen A. McCauley 

Division 3-2 
 

Request: 
 
Re: the September 3, 2013, Direct Testimony of witness Stephen A McCauley at page 5, lines 3 
through 4, please provide: 
 

a. A complete copy of the expired DOMAC FCS contract, 
 

b. A redlined version of the GPIP showing all changes made to the plan to reflect the 
expiring DOMAC FCS contract;  

 
c. The rationale and all supporting data and analyses for the modifications made to the 

GPIP.   
 
Response: 
 

a. Please see Attachment DIV 3-2-1 for a copy of the expired DOMAC FCS contract. 
 
b. Please see Attachment SAM-1a included in the Company’s September 3, 2013 filing, 

entitled Redline Purchase Plan 2013, for a redline copy of the plan.  Please also see 
Attachment DIV 3-2-2 for a copy of the section of the gas supply plan submitted in 
the 2009 GCR filing showing the DOMAC FCS supplies in the winter supply plan.  
Please see Attachment DIV 3-2-3 for a copy of the section of the gas supply plan 
submitted for the 2010 GCR filing showing the DOMAC FCS supplies no longer in 
the supply plan.  Both of these documents were used to set the purchasing plan hedge 
volumes.  Pursuant to Commission Rule 1.2(g), the Company is seeking confidential 
treatment of Attachments DIV 3-2-2 and DIV 3-2-3. 

 
c. Each year the purchasing plan hedging volumes are determined based on the filed gas 

supply plan.  The DOMAC FCS contract volumes have not been a part of the plan 
since the 2009-2010 winter season.  The revision in Attachment SAM-1a, Redline 
Purchase Plan 2013, was to remove the reference to the expired DOMAC contract. 
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d/b/a National Grid 
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Issued on September 20, 2013 

    
 

Prepared by or under the supervision of:  Stephen A. McCauley 

Division 3-3 
 

Request: 
 
Re: the September 3, 2013, Direct Testimony of witness Stephen A McCauley at page 6, lines 5 
through 10, please: 

 
a. Explain the appropriateness of the incentive that the Company has to internally 

manage its portfolio. 
 

b. Provide the data and analyses upon which the Company relies to assess its asset 
management performance relative to the past or anticipated future performance that 
of third-party asset managers: 

 
1. For the assets that witness Arangio testifies are presently managed by third 

parties;  
 
2. For the assets currently managed directly by National Grid. 

 
Response: 
 
 

a. A properly aligned incentive provides benefits to both the customers and Company 
and balances the risk and effort needed to internally manage the portfolio and the 
associated potential value from that effort.   Over the past four years, the Company’s 
management of its gas portfolio has produced a total portfolio value annually between 
$2.9 and $8.4 million.  The Company expects the amounts by which the Company 
will maximize the value of the portfolio to fluctuate near these values in the future.  
Under the Natural Gas Portfolio Management Plan (“NGPMP”), during years of low 
value, the Company will earn a small incentive.  The Company believes based on the 
potential amounts by which it may maximize the value of the portfolio, the incentive 
under the NGPMP does not put the Company at undue risk during low value years 
nor provide an excessive reward to the Company during years in which the Company 
achieves a high maximization of portfolio value.  Instead, the NGPMP provides an 
incentive that is properly aligned to motivate the Company to maximize the total 
value for the benefit of both the customers and Company. 

 
b.1.   There is no quantifiable data available to properly assess the past performance of 

the third-party asset managers that the Company has utilized pursuant to the two 
Asset Management Agreements described in the testimony of witness Arangio.  In 
both cases, the factors necessary to assess the past value derived from those third- 
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party asset managers is not public and is unavailable to the Company.  With respect 
to the future performance of the third-party asset manager of the Canadian assets, 
the Company has executed Asset Management Agreements for the Canadian assets 
for the reasons provided in DIV 3-5d, and consequently it has not performed a 
specific analysis on anticipated future value.  With respect to the future 
performance of the East-to-West Algonquin Asset Management Agreement, the 
future performance of the third party manager is not quantifiable.  Both the receipt 
and delivery points are the same market area location and therefore the forward 
quantifiable value is zero.  The Company believes its RFP process provides the best 
value for the customers for the two Asset Management Agreements discussed. 

 
b.2.   The Company cannot perform the analysis requested.  The Company does not know 

what an asset manager would have offered for either the past performance or the 
anticipated future performance. 
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Prepared by or under the supervision of: Stephen McCauley 

Division 3-4 
 

Request: 
 
Re: the September 3, 2013, Direct Testimony of witness Stephen A McCauley at page 7, lines 9 
though 11, please provide a list of the criteria used to determine if the plan was still in the best 
interest of the customers.   
 
Response: 
 
In February 2009, the Company filed for the first time the Natural Gas Portfolio Management 
Plan (“NGPMP”).  The plan proposed to in-source the management of the resource portfolio and 
specified the benefits to customers of moving away from third party management of the entire 
portfolio in place at the time.  Many of those benefits are still relevant today, supporting 
continuation of the NGPMP.  
 
First and foremost, the internal management of the portfolio allows the Company to control the 
delivery of supplies to customers, thus ensuring a reliable, least-cost and diverse supply.  Under 
an asset management agreement, capacity is released to the asset manager and the delivery to the 
city gate is the responsibility of the asset manager.  The Company does not know where or how 
firm the source of supply.   
 
The internal management of the assets provides benefits beyond ensuring the delivery of a 
reliable, least-cost and diverse supply.  The market knowledge and greater in-house expertise 
gained through the active management of the portfolio helps not only in the future development 
of the portfolio but also in maintaining a depth of knowledge throughout the Energy Procurement 
staff.  Through the active management of the portfolio, Energy Procurement gains a better 
understanding of the supply and pipeline capacity fundamentals which helps to refine the 
Company’s portfolio.  Due to the recent development of shale supplies, the total supply situation 
is very dynamic and will continue to develop in the coming years.   
 
The incentive component of the NGPMP is beneficial to customers because it encourages and 
rewards the Company to maximize the value from the portfolio of assets thereby lowering costs 
to customers.  The $1,000,000 guarantee ensures a definite level of savings to customers and the 
sharing of margins above the guarantee encourages the Company to maximize the value of the 
resource portfolio.  Sharing of margins aligns the interests of customers and the Company.   
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In February 2009, counter party bankruptcy was a major concern.  Releasing pipeline and storage 
assets to a third party asset manager put the Company at risk if the asset manager were to go 
bankrupt.  Under a bankruptcy, if the asset manager failed to deliver, there is no surety that the 
Company could get access back to the released assets, and in that case, would need to purchase 
city-gate delivered supplies to meet customer requirements.  Although at this time it appears 
bankruptcy risk has been reduced, it does remain a concern.   
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Request: 
 
Re: the September 3, 2013, Direct Testimony of witness Stephen A McCauley at page 8, lines 9 
through 12, please provide: 

 
a. The percentage of the Company’s asset portfolio for the twelve months ended       

June 30, 2013 that was:  
 

1. Subject to internal management,  
2. Subject to existing or planned capacity release arrangements,  
3. Subject to Asset Management Agreements with third-party providers of asset 

management services. 
 
b. The percentage of the Company’s asset portfolio for the twelve months ended June 

30, 2014 that has been to date and/or the Company expects will be:  
 

1. Subject to internal management,  
2. Subject to existing or planned capacity release arrangements,  
3. Subject to Asset Management Agreements with third-party providers of asset 

management services. 
 

c. The list of factors which determine which method if preferable. 
 

d. How these factors the factors identified in part c of this request impacted the 
Company’s portfolio management for the period ending June, 30 2013.  

 
e. The expectation of how these factors will impact the Company’s portfolio 

management for the period ending June, 30 2014.  
 
Response: 
 

a. For the twelve months ending June 30, 2013, after subtracting the capacity associated 
with the retail choice program, the following percentages of the remaining Company 
asset portfolio was:  

1. Subject to internal management – 90.3% 
2. Subject to capacity release arrangements – 5.3% 
3. Subject to Asset Management Agreements – 4.4% 

 
b. For the twelve months ending June 30, 2014, after subtracting the capacity associated  
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with the retail choice program, the remaining Company asset portfolio was or is expected 
to be: 

1. Subject to internal management – 88.5% 
2. Subject to capacity release arrangements – 7.1% 
3. Subject to Asset Management Agreements – 4.4% 

 
c. The following is a list of factors which determine the preferable method for managing 

the assets. 
• Reliability and least-cost supply to meet customer requirements. 
• Maximizing the value of the assets. 
• Amount of expected excess in the portfolio for each month 
• Ability to optimize asset via capacity release. 
• Company’s experience with managing the asset 
• Company’s market experience in the specific geographic region 
• Consider for an Asset Management Agreement 
• Canadian importation requirements 
• Foreign currency impact. 
• Historical and forward value of receipt and delivery points 
• Liquidity of receipt and delivery points, and  
• Fundamental supply and demand of the market 

 
d. The following is a description of how the factors listed in part c of this response 

impacted the Company’s portfolio management for the period ending June 30, 2013.  
 

The Company’s primary consideration was to ensure that its customers had a reliable, 
least-cost supply.  Once the customers’ requirements were met, the Company sought 
to maximize the value of the assets.  To do this, the Company first determined whether 
there was any excess capacity available for a given month.  If excess capacity was 
available, the Company considered using the release capacity market.  As described 
below, Asset Management Agreements were used in only two discreet situations—
management of the Canadian assets from Dawn to Washington and management of 
East-to-West capacity on Algonquin.   

 
The Company determined that it would enter into an Asset Management Agreement 
for the Canadian assets from Dawn to Waddington.  The Company has typically used 
Asset Management Agreements for Canadian assets because the Company has limited 
experience transacting in the Canadian gas market.  Transacting in Canada requires an 
understanding of the Canadian capacity and commodity markets.  In many cases,  
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marketing companies have created separate entities to transact in the U.S and 
Canadian markets.  The differences between these markets include differing gas 
import requirements, differing heat value units, and currency differences.  All of these 
factors can be managed; however, considering that the Canadian assets comprise only 
0.5% of the total capacity in the Company’s Rhode Island gas portfolio the Company 
believes the incremental manpower necessary to directly manage the Canadian assets 
can be better used in other areas of its management of the Rhode Island gas portfolio.  
For these reasons, the Company has used Asset Management Agreements to purchase 
supply on the U.S. side of the boarder at Waddington, NY.   
 
The Company used a second Asset Management Agreement for the East-to-West 
capacity on Algonquin.  This asset is needed on colder days and therefore reliability is 
a priority.  The receipt point on this contract is not very liquid and the Asset 
Management Agreement secured the supply when needed and allowed the Company to 
lock up some value for the non peak days when historically there was no value.  Once 
the Asset Management Agreements are put in place, the Company internally manages 
the remaining portfolio using either bundled sales or capacity releases.  Capacity 
releases are not considered in the winter months since the capacity needs to be 
reserved for customer requirements, leaving no excess capacity in these months.  In 
the summer months (April – October) when there was excess capacity, the Company 
used a portfolio of capacity releases and daily bundled sales.  The capacity release 
market enables the Company to lock in value prior to the start of the month.  The 
Company uses a mix of both capacity releases and bundled sales in the summer 
months to attempt to capture as much overall value as possible for National Grid’s 
Rhode Island customers. 

 
 

e. The Company will use the same criteria described in part d above to determine the 
preferable method for managing the portfolio for the period ending June 30, 2014. 

 
 
 
 
 
 
 




