
 
 
 

 
 
February 14, 2014 

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

RE:   Docket 4436-Revised Gas Cost Recovery Filing 
 
Dear Ms Massaro: 
 

Enclosed please find ten (10) copies of the National Grid’s1 Revised Gas Cost Recovery 
(“GCR”) filing, which is being submitted pursuant to the Gas Cost Recovery Clause found in the 
Company’s gas tariffs at RIPUC NG-Gas No. 101, Section 2, Schedule A, Part 1.2.  The Company 
proposes revisions to the current GCR factors for effect April 1, 2014, which, in light of the current 
projected under collection of gas costs, are necessary for the Company to recover by the end of October 
2014 a portion of the projected gas cost deferral for the period November 1, 2013 through October 31, 
2014.  This filing consists of the pre-filed testimony and schedules of Ann E. Leary, Elizabeth D. 
Arangio, and Stephen A. McCauley.     

 
The Company’s gas tariff provides that if the projected deferred gas cost balance exceeds five 

percent of the Company’s annual gas cost revenue, the Company may request a change to its GCR 
factor.  RIPUC NG-GAS No. 101, Section 2, Schedule A, Part 1.2.  Currently, the Company is 
projecting that the deferred gas cost balance as of October 31, 2014 will be approximately $34.5 million, 
or 19 percent of total annual gas cost revenue.  As described in this filing, increases in natural gas prices 
during recent periods of colder than normal weather are a major factor contributing to this projected gas 
cost deferral.  As provided by the Company’s tariff, an increase in GCR rates during the GCR year to 
address the significant deferred gas costs reduces the amount of deferred gas costs to be recovered in the 
future and consequently lessens increases in the gas cost rates that would otherwise occur in November, 
thus providing more rate stability for our customers.  In addition, it provides the Company recovery of 
costs during the same GCR year in which it has paid its suppliers for its gas supply procured to meet the 
needs of its customers.    

 
In order to moderate the immediate customer bill impact of the Company’s proposal, the 

Company is proposing to recover approximately $17.5 million of the deferred gas cost  balance during 
the period April 2014 through October 2014 and to defer recovery of approximately $16.9  million to the 
November 2014 through October 2015 GCR year.  Based on the proposed revised GCR factors, an 
average residential heating customer using 268 therms for the period April through October will see a 
total bill increase related to the revised GCR rate of approximately $68.63, or 16.3 percent, as compared 
to bills based upon currently effective rates.   

 

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

Thomas R. Teehan 
Senior Counsel 
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This filing also contains a Motion for Protective Treatment in accordance with Rule 1.2(g) of the 
Commission’s Rules of Practice and Procedure and R.I.G.L. § 38-2-2(4)(B). The Company seeks 
protection from public disclosure of certain pricing information contained in the pre-filed testimony of 
Stephen A. McCauley and in Attachments EDA-1 and EDA-2 to the pre-filed direct testimony of 
Elizabeth D. Arangio.  Accordingly, the Company has provided the Commission with the un-redacted 
confidential materials for its review, and has included redacted copies of these materials in the filing.   

 
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:  Leo Wold, Esq. 

Steve Scialabba 
Bruce Oliver 
 
 

280 Melrose Street, Providence, RI  02907 
T: 401-784-7667thomas.teehan@nationalgrid.com www.nationalgrid.com 
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NATIONAL GRID’S REQUEST 
FOR PROTECTIVE TREATMENT OF CONFIDENTIAL INFORMATION 

 
 National Grid1 hereby requests that the Rhode Island Public Utilities Commission 

(“Commission”) provide confidential treatment and grant protection from public 

disclosure of certain confidential, competitively sensitive, and proprietary information 

submitted in this proceeding, as permitted by Commission Rule 1.2(g) and R.I.G.L. § 38-

2-2(4)(B).  National Grid also hereby requests that, pending entry of that finding, the 

Commission preliminarily grant National Grid’s request for confidential treatment 

pursuant to Rule 1.2 (g)(2). 

I. BACKGROUND  

 
On February 14, 2014, National Grid filed with the Commission a Revised Gas 

Cost Recovery filing in this docket.  This filing includes information relative to certain 

pricing terms and costs related to delivery points in Beverly and Dracut, Massachusetts, 

which are set forth on page 5 of 6 of the pre-filed testimony of Stephen A. McCauley.  

This filing also includes gas-cost pricing information and forecasts, which are provided 

in Attachments EDA-1 and EDA-2 to the pre-filed testimony of Elizabeth D. Arangio.  
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The Company has provided a redacted public version as well as a confidential version of 

these portions of the filing pursuant to Rule 1.2 (g)(2).   

II. LEGAL STANDARD  

 The Commission’s Rule 1.2(g) provides that access to public records shall be 

granted in accordance with the Access to Public Records Act (“APRA”), R.I.G.L. 

§38-2-1, et seq.  Under APRA, all documents and materials submitted in connection with 

the transaction of official business by an agency is deemed to be a “public record,” unless 

the information contained in such documents and materials falls within one of the 

exceptions specifically identified in R.I.G.L. §38-2-2(4).  Therefore, to the extent that 

information provided to the Commission falls within one of the designated exceptions to 

the public records law, the Commission has the authority under the terms of APRA to 

deem such information to be confidential and to protect that information from public 

disclosure. 

In that regard, R.I.G.L. §38-2-2(4)(B) provides that the following types of records 

shall not be deemed public:  

Trade secrets and commercial or financial information obtained from a 
person, firm, or corporation which is of a privileged or confidential nature. 

The Rhode Island Supreme Court has held that this confidential information 

exemption applies where disclosure of information would be likely either (1) to impair 

the Government’s ability to obtain necessary information in the future; or (2) to cause 

substantial harm to the competitive position of the person from whom the information 

                                                                                                                                                 
1 The Narragansett Electric Company d/b/a National Grid (“National Grid or “the Company”). 
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was obtained.  Providence Journal Company v. Convention Center Authority, 774 A.2d 

40 (R.I.2001).   

II. BASIS FOR CONFIDENTIALITY 

The pricing information related purchases at Dracut and Beverly delivery points 

found in the testimony of witness Stephen A. McCauley and the pricing gas-cost pricing 

information and forecasts, which are provided in Attachments EDA-1 and EDA-2 to the 

testimony of Elizabeth D. Arangio are confidential and privileged information of the type 

that the Company would ordinarily not make public.  The dissemination of this type of 

information could impact the Company in the future to obtain advantageous pricing.   

III.  CONCLUSION 

Accordingly, the Company requests that the Commission grant protective 

treatment to those previously identified portions of its GCR filing.   

WHEREFORE, the Company respectfully requests that the Commission grant 

its Motion for Protective Treatment as stated herein.   

Respectfully submitted,   

 NATIONAL GRID 

By its attorney, 

 

__________________________ 
Thomas R. Teehan, Esq. (RI Bar #4698) 

      National Grid 
      280 Melrose Street 
      Providence, RI 02907 
      (401) 784-7667 
 
Dated: February 14, 2014 



Certificate of Service 

I hereby certify that a copy of the cover letter and/or any materials accompanying this certificate were 
electronically transmitted to the individuals listed below.   

Copies of this filing are being hand delivered to the RI Public Utilities Commission and the RI Division 
of Public Utilities and Carriers.  

 
___________________________________   February 14, 2014 
Joanne M. Scanlon      Date                                 
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I. Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Ann E. Leary.  My business address is 40 Sylvan Road, Waltham, 3 

Massachusetts, 02451. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes I have.  On September 3, 2013, I submitted pre-filed direct testimony 7 

regarding the Company’s proposed rate design and resulting Gas Cost Recovery 8 

(“GCR”) charges and associated bill impacts resulting from the Company’s 9 

proposal, for effect November 1, 2013 pursuant to the Company’s Gas Cost 10 

Recovery Clause in RIPUC NG-GAS No. 101. 11 

 12 

II. Purpose of Testimony   13 

Q. What is the purpose of your testimony?  14 

A. The purpose of this testimony is to introduce the Company’s witnesses in this 15 

revised GCR filing and to propose the revised GCR charges effective on April 1, 16 

2014 for the following services:  Firm sales service customers in the Residential 17 

Non-Heating and Heating rate classes and Commercial and Industrial (“C&I”) 18 

firm sales customers in the Small, Medium, Large, and Extra Large rate classes.  I 19 

also discuss the reason for the Company’s filing today. 20 

 21 
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Q. Who is supporting the Company’s request in this filing? 1 

A. Accompanying my testimony, which supports the calculation of the requested 2 

increase in the Company’s GCR rates and the resulting bill impacts, the Company 3 

is also presenting the testimony and attachments of Company Witness Elizabeth 4 

D. Arangio, Director of Gas Supply, who presents and supports the re-forecast of 5 

gas costs for the period February 2014 through October 2014 that is incorporated 6 

into the analysis reflected in my Attachment AEL-3, and Stephen M. Mc Cauley, 7 

Director of Origination and Price Volatility Management, who presents the 8 

relationship between the Company’s gas cost volatility program and the actual 9 

costs incurred by the Company since November 1, 2013 and the variability of the 10 

Company’s forecasted hedged cost of gas as compared to the actual cost of gas. 11 

 12 

Q. Are you including any attachments with your testimony? 13 

A. Yes.  I am sponsoring the following attachments: 14 

Attachment AEL-1   Revised Gas Cost Recovery Factors 15 

Attachment AEL-2   Deferred Gas Cost Balances without Revised GCR  16 

Attachment AEL-3   Deferred Gas Cost Balances with Revised GCR 17 

Attachment AEL-4   Bill Impact Analysis 18 

 19 

III. GCR Rate Development 20 

Q. What are the revised GCR rates the Company is proposing to implement? 21 
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A. The Company is proposing to add a surcharge factor of $0.2500 per therm 1 

($0.2582 per therm including the gross up for uncollectibles) to both its High 2 

Load and Low Load GCR factors.  Attachment AEL-1 provides a summary of the 3 

revised GCR rates proposed to be effective April 1, 2014 for which the Company 4 

seeks approval.  5 

 6 

Q. Why is the Company proposing to revise its currently approved GCR rates? 7 

A.  The Company is proposing to revise its current GCR rates to recover a portion of 8 

the projected deferred gas cost balance at the end of October 2014.  According to 9 

the Company’s Tariff, RIPUC NG-GAS No. 101, Section 2, Schedule A, Part 1.2, 10 

if the projected deferred gas cost balance exceeds five percent of the Company’s 11 

annual gas cost revenues, the Company may request a change to its GCR factor to 12 

eliminate this deferred balance.  Currently, the Company is projecting the   13 

deferred gas cost balance as of October 31, 2014 to be approximately 19% of the 14 

total annual gas cost revenues.  Due to the size of the estimated deferral balance, 15 

the Company believes it is appropriate to implement a revision to its current GCR 16 

factors at this time.  17 

 18 

Q. What is the projected deferred gas cost balance for the end of October if the 19 

Company does not revise the GCR rates? 20 

A. If the Company does not revise its currently approved GCR rates, the Company is 21 
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projecting a deferred gas cost balance of approximately $34.5 million at the end 1 

of October 2014 as detailed in Attachment AEL-2.  The $34.5 million projected 2 

gas cost deferral reflects actual gas costs for the period November 2013 through 3 

January 2014 and an updated forecast for the period February 2014 through 4 

October 2014 presented in the testimony and attachments of Ms. Arangio. 5 

 6 

Q. Please describe the major factors contributing to this projected deferred gas 7 

cost balance. 8 

A. Increases in actual and forecasted gas prices during the period November 2013 9 

through October 2014 is a major factor contributing to this projected deferred gas 10 

cost balance.  As discussed in the testimonies of both Ms. Arangio and Mr. 11 

McCauley, the current approved GCR rates were derived using a gas cost forecast 12 

for the period November 2013 through October 2014 that utilized a New York 13 

Mercantile Exchange (“NYMEX”) strip as of the close of trading on July 15, 14 

2013.  Since that time, gas prices have escalated.  Actual commodity gas costs for 15 

the period November 2013 through January 2014 were approximately $25 million 16 

higher than forecasted.  In addition, the updated forecast for the period February 17 

2014 through October 2014 detailed in Ms. Arangio’s Attachments EDA- 1 and 18 

EDA-2 is approximately $6 million higher than the same months in the forecast 19 

prepared for the September 4, 2013 GCR Filing.  20 

 21 
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Q. Is the Company proposing to revise the GCR factors such that a zero 1 

deferred balance is achieved by October 31, 2014?  2 

A. No, the Company is not proposing to revise its GCR factors such that a zero 3 

deferred balance is achieved by October 31, 2014.  The Company is proposing a 4 

surcharge to its GCR rates that is designed to recover approximately $17.5 million 5 

of the deferral during the period April 2014 through October 2014 and defer 6 

recovery of approximately $16.9 million to the November 2014 through October 7 

2015 time period.  Initially, the Company did consider recovering the entire $34.5 8 

million deferral during the April 2014 through October 2014 time period and 9 

calculated a surcharge factor to be added to the current GCR factors by dividing 10 

the projected deferred gas cost balance by the forecasted throughput for the period 11 

April through October.  The revised GCR factors under this approach resulted in 12 

an approximately 32% total bill increase for residential heating customers for the 13 

period April through October.  Based on this large bill increase and the impact 14 

these GCR factors would have on all of its customers coming out of a difficult 15 

winter season, the Company believes that a bill mitigation plan is appropriate to 16 

phase in recovery of the projected deferral and reaches a reasonable and 17 

acceptable balance between bill increases resulting from the rate change proposed 18 

in this filing verses the amount to defer for recovery as part of its 2014-2015 GCR 19 

factors.  After consultation with the Division of Public Utilities and Carriers (the 20 

“Division”), the Company arrived at its proposal reflected in this filing, which 21 
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results from limiting the total bill increase to the average residential heating 1 

customer to 16.3 percent, and further results in deferring recovery of 2 

approximately $16.9 million of the $34.5 million deferred balance to the 2014-3 

2015 GCR factors. 4 

 5 

Q. Please provide an overview of the development of the proposed revised GCR 6 

rates? 7 

A. The Company is proposing to add a surcharge to its currently effective GCR rates 8 

for effect April 1, 2014.  The Company has calculated this surcharge by capping 9 

the overall total residential heating bill increase at 16.3 percent during the period 10 

April through October 2014.  This results in a surcharge factor of $0.2500 per 11 

therm ($0.2582 per therm with the gross up for uncollectibles).   12 

 13 

Q. What is the impact of the revised GCR rates on the estimate of the ending 14 

GCR deferred balance? 15 

A.  With the implementation of the revised GCR effective April 1, 2014 as proposed 16 

by the Company, the Company projects a gas cost deferred balance of 17 

approximately $16.9 million at the end of October 2014 as detailed in Attachment 18 

AEL-3.  The Company proposes it recover the deferred gas cost balance as of 19 

October 31, 2014, which would reflect the amount that the Company is proposing 20 

to not include in this proposed GCR surcharge factor, in its 2014-2015 GCR 21 
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factors that will be proposed by the Company in September 2014. 1 

 2 

IV. Bill Impacts 3 

Q. What is the bill impact of the proposed GCR rates on customer bills as 4 

compared to the rates currently in effect? 5 

A. An average residential heating customer using 258 therms for the period April 6 

through October will experience a total bill increase related to the revised GCR of 7 

approximately $68.63, or 16.3 percent, over the currently effective rates.  It is 8 

important to note that this bill impact analysis does not reflect the small bill 9 

increase (approximately one percent) resulting from the April 1, 2014 10 

implementation of the Company’s FY 2015 ISR rate as filed in Docket No. 4474, 11 

which  is pending  approval by the Commission.  A summary of seasonal (April 12 

through October) bill impacts incorporating only the proposed change in the GCR 13 

rates for customers with various levels of usage is provided in Attachment AEL-4.   14 

 15 

Q. Does this conclude your testimony? 16 

A. Yes. 17 
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Attachment AEL-1 
Revised Gas Cost Recovery Factors 
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Attachment AEL-2 
Deferred Gas Cost Balances without Revised GCR 
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I. Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Elizabeth Danehy Arangio.  My business address is 40 Sylvan Road, 3 

Waltham, Massachusetts 02451. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes I have.  On September 3, 2013, I submitted pre-filed direct testimony providing 7 

support for the estimated gas costs, assignments of pipeline capacity to marketers and 8 

other issues relating to the Company’s proposed Gas Cost Recovery (“GCR”) factors.  9 

In addition, my testimony provided a summary of the Company’s decision to enter 10 

into a Precedent Agreement (“PA”) with Algonquin Gas Transmission Company 11 

(“Algonquin”) for interstate pipeline capacity delivered to Rhode Island as part of the 12 

Algonquin Incremental Market Expansion Project (“AIM Project”).  13 

 14 

Q. What is the purpose of your testimony in this proceeding? 15 

A. My testimony provides support for the updated gas costs and other issues relating to 16 

the Company’s proposed GCR factors.  17 

 18 

Q. Are you sponsoring attachments to your testimony? 19 

A. Yes.  I am sponsoring the following attachments: 20 

 21 
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EDA-1 Updated Summary of Projected Gas Costs - CONFIDENTIAL 1 
Information Redacted 2 

 3 
EDA-2 Updated Gas Cost Details - CONFIDENTIAL Information Redacted 4 

EDA-3(a) Updated NYMEX Strip Comparison 5 

EDA-3(b) Tennessee Zone 6 Price Comparison 6 

EDA-3(c) Algonquin City-Gates Price Comparison 7 

EDA-3(d) Texas Eastern Zone M-3 Price Comparison 8 

EDA-3(e) Platts Gas Daily Price Comparison November 2013 – January 2014 9 

 10 

II.  Projected Gas Costs 11 

Q. Why is it necessary to request an increase in the GCR factors at this time?  12 

A. Natural gas commodity prices have increased substantially from those projected in 13 

the Company’s original September 3, 2013 GCR filing.  As a result, the current 14 

estimate of deferred gas cost recovery at October 31, 2014 as a percent of total gas 15 

costs for the November 2013 through October 2014 GCR period exceed the 5% 16 

trigger for adjusting the gas cost factors provided for in the Company’s tariff.  17 

R.I.P.U.C. NG-Gas No. 101, Section 2, Schedule A, Sheet 2.  The Company has 18 

incurred higher gas costs to date than projected in its September 2013 GCR filing,  19 

and based on current price forecasts, projects gas costs for the remainder of the peak 20 

period, in particular, to remain higher than projected in the September 2013 filing.  21 

Throughout this peak season, the Northeast markets have continued to post large 22 

increases in demand in large part due to periods of colder than normal weather.  This 23 
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past January, the Company experienced three of the top five highest sendouts in 1 

Company history within its service territory.  The table below shows the top ten 2 

highest sendouts in Company history. 3 

 4 

Rank Date Sendout HDD 
1 01-15-2004 351,459 64 
2 01-03-2014 338,383 59 
3 01-07-2014 333,749 55 
4 01-16-2004 329,396 53 
5 01-22-2014 328,864 55 
6 01-09-2004 323,727 60 
7 01-23-2013 320,826 55 
8 01-22-2003 320,475 51 
9 01-14-2004 319,420 59 
10 01-24-2013 317,807 51 

 5 

Several more factors, including but not limited to; ongoing interstate pipeline 6 

constraints, compressor station outages and limited LNG supplies have also 7 

contributed to increased costs in the New England area.  Furthermore, US storage 8 

levels ended January at low levels, not seen in 10 years.  In January alone, per 9 

dekatherm prices have ranged from $4.66 to $75.48 for the Algonquin Gas 10 

Transmission city-gates, $4.70 to $70.08 for Tennessee Gas Pipeline zone 6 11 

Delivered, and $3.85 to $81.30 for Texas Eastern Market Area zone M-3. 12 

Attachments EDA-3(a) through EDA-3(d) show future prices used in the original 13 

GCR filing as compared to the actual settle prices for the period November 2013 14 

through and including February 2014, as well as future prices as of the January 31, 15 
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2014 NYMEX.  As the graphs show, the actual NYMEX Settle prices for November 1 

2013 through and including February 2014 are $0.398 per dekatherm or 10.1% higher 2 

on average than the NYMEX prices projected in the Company’s original filing.  The 3 

future prices for March 2014 through October 2014 are an average of $0.511 per 4 

dekatherm or 12.9% higher than the Company’s original filing.  For Tennessee Zone 5 

6 Delivered, the actual prices for November 2013 through February 2014 are an 6 

average of $8.088 per dekatherm or 95.1% higher than projected, and the future 7 

prices for March 2014 through October 2014 are an average of $1.117 per dekatherm 8 

or 25.6% higher than projected.  For Algonquin City-Gates, the actual prices for 9 

November 2013 through February 2014 are an average of $10.675 per dekatherm or 10 

125.5% higher than projected, and the future prices for March 2014 through October 11 

2014 are an average of $1.127 per dekatherm or 25.6% higher than projected.  And 12 

for Texas Eastern Market Area Zone M-3, the actual prices for November 2013 13 

through February 2014 are an average of $2.243 per dekatherm or 52.5% higher than 14 

projected, and the future prices for March 2014 through October 2014 are an average 15 

of $0.055 per dekatherm or 1.4% higher than projected. 16 

 17 

Attachment EDA-3(e) shows daily pricing for these points as published in “Platts Gas 18 

Daily” for the November 1, 2013 through January 31, 2014 time period in relation to 19 

the Henry Hub price.  As depicted, the market experienced large spikes in these 20 

market-area prices during mid-December and the beginning of January, as well as a 21 
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major spike at the end of January.  Since only monthly price forecasts are available, 1 

extreme fluctuations in daily market pricing can’t be fully captured.  The Company is 2 

subject to these prices when purchasing the HubLine and Dracut supplies, as well as 3 

supplies sourced on Algonquin from the Texas Eastern M-3 market area point. 4 

 5 

Q. How has the Company updated commodity prices in this filing? 6 

A. My exhibits in this filing include the original forecasted gas costs from the September 7 

3, 2013 filing for November 2013 through January 2014 and re-calculated forecasted 8 

gas costs for the February 2014 through October 2014 period using actual first-of-9 

month pricing for February 2014 and the January 31, 2014 NYMEX strip for the 10 

March 2014 through October 2014 period. 11 

 12 

Q. How were forecasted gas costs re-calculated? 13 

A. Projected gas costs were re-calculated using the SENDOUT model results as shown 14 

in the September 3, 2014 GCR filing and updated prices as described above.  When 15 

the Company purchases supply at locations other than Henry Hub, which is the 16 

pricing point for NYMEX contracts, the Company uses indicative market differentials 17 

to the Henry Hub to determine the expected difference, or “basis.”  Applying the 18 

basis differential to the NYMEX pricing creates a reasonable estimate of the expected 19 

cost of the supply. 20 

 21 
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Q. How did the Company categorize the projected gas cost components? 1 

A. Gas costs are disaggregated into two components:  (1) Supply Fixed Cost Component 2 

and (2) Supply Variable Cost Component, the same manner as in the Company’s 3 

original filing.  An updated summary, disaggregated into these cost components by 4 

month for the period November 2013 through October 2014, is shown on Attachment 5 

EDA-1. 6 

 7 

Q. Please describe Attachment EDA-2, pages 1 through 17. 8 

A. Attachment EDA-2 shows the supporting detail for gas costs included in this filing 9 

for the period November 2013 through October 2014.  The first two pages show the 10 

forecasted sendout by supply source under normal weather from the SENDOUT 11 

model, as well as the detailed makeup of supply by pipeline source, storage contract, 12 

and peaking facility.  The forecasted sendout volumes remain unchanged from the 13 

Company’s original GCR filing in September.  The next section, pages 3 through 6, 14 

shows the calculation of the per unit delivered cost for each pipeline path including 15 

both pipeline variable charges and pipeline fuel losses.  Pages 7 through 9 show the 16 

calculation of the delivered cost for each path (the price times the quantity).  Pages 10 17 

through 14 show the detailed calculation of total fixed costs. 18 

 19 

 The cost details for gas injected into and withdrawn from underground storage are 20 

shown on pages 15 and 16, and all costs associated with LNG injected into and 21 
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withdrawn from storage are detailed on page 17.  As the Company has yet to contract 1 

for LNG supplies for the upcoming 2014 off-peak season, pricing included in this 2 

filing reflects indicative pricing and terms based on the Company’s previous contracts 3 

with GDF Suez.  The Company is currently in discussions with GDF Suez NA and 4 

other LNG providers for liquid supplies.  Charges for the GDF Suez Gas NA 5 

contracts have been redacted in the public version of the filing in order to comply 6 

with confidentiality terms. 7 

 8 

Q. Does the Company need to relook at its current Customer Choice program? 9 

A. Yes, it does.  The Company continues to see a need to review its Customer Choice 10 

program as previously discussed in The Narragansett Long-Range Resource and 11 

Requirements Plan filed on March 8, 2012, particularly in response to its experience 12 

to date this winter, and will determine the need for any adjustments to the overall 13 

program.  14 

 15 

Q. Does this conclude your testimony? 16 

A. Yes, it does. 17 
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I. Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Stephen A. McCauley.  My business address is 100 E. Old Country 3 

Road, Hicksville, New York. 4 

 5 

Q. Have you previously submitted testimony in this docket? 6 

A. Yes I have.  On September 3, 2013, I submitted pre-filed direct testimony regarding 7 

the Company’s Natural Gas Portfolio Management Plan (NGPMP) and the Gas 8 

Procurement Incentive Plan (“GPIP” or “Plan”), in support of the Company’s Gas 9 

Cost Recovery rates that were proposed for effect November 1, 2013 in that filing 10 

pursuant to the Company’s Gas Cost Recovery Clause in RIPUC NG-GAS No. 101. 11 

 12 

II. Purpose of Testimony   13 

Q. What is the purpose of your testimony? 14 

A. The purpose of my testimony is to explain the impact the Company’s gas cost 15 

volatility program has on the actual cost of gas incurred by the Company and 16 

ultimately passed on to the Company’s customers and the variability of the 17 

forecasted hedged cost of gas as compared to the actual cost of gas.  18 

 19 

Q.  Does the Company mitigate price volatility? 20 

A.  Yes.  The GPIP sets forth the Company’s plan to mitigate the volatility inherent in 21 
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the commodity purchased for the Company’s firm sales customers.  The Plan 1 

requires the Company to fix a minimum percentage of the forecasted normal 2 

requirements for the November through March period and a percentage of the 3 

forecasted purchases for the April through October period.  The Plan limits the hedge 4 

percentage to a maximum of 95% of the forecasted normal requirements.     5 

 6 

Q.   What is the minimum hedge requirement for the winter period?  7 

A. The Company is required to hedge 75% of the forecasted requirements in November 8 

and March and 80% of the forecasted requirements in December, January, and 9 

February.  In the winter months, the hedged volume includes the financial purchases 10 

executed under the Plan and the forecasted storage and LNG withdrawals. 11 

 12 

Q.   How did the actual weather compare to the forecasted normal weather?  13 

A. Normal November temperatures average 44 degrees with actual November 2013 14 

temperatures averaging 41.5 degrees.  This resulted in 79 Heating Degree Days 15 

(HDD) or 13% colder than normal.  Normal December temperatures average 36 16 

degrees with actual December 2013 temperatures averaging 33.5 degrees.  This 17 

resulted in 115 HDD or 13% colder than normal.  Normal January temperatures 18 

average 30 degrees with actual January 2014 temperatures averaging 27 degrees.  19 

This resulted in 103 HDD or 10% colder than normal. 20 

 21 
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Q.  What percentage did the Company hedge based on forecasted requirements and 1 

what was the actual percent hedged based on actual demand in November 2013, 2 

December 2013 and January 2014? 3 

A. The Company hedged 99% of the forecasted requirements for November 2013 84% 4 

for December 2013, and 82% for January 2014.  The actual percent hedged based on 5 

actual requirements was 77% in November, 90% in December, and 79% in January.  6 

Both the forecasted and actual percent hedged is based on customer requirements, 7 

the amount hedged financially, and physical storage withdrawals. 8 

 9 

Q. What can cause the actual cost of gas to be different than the forecasted cost of 10 

gas? 11 

A. The actual cost of gas can be different than the forecasted cost of gas for the 12 

following reasons:  unhedged forecasted volumes, load deviations from normal due 13 

to weather, and hedge ineffectiveness. 14 

  1)   Since the portfolio is not 100% hedged, the actual cost of gas for the 15 

unhedged portion of customer load will be higher than the forecast if the market 16 

prices are greater than the prices used in the forecast.  Likewise, the actual cost of 17 

gas will be lower than the forecast if the market prices for the unhedged portion of 18 

customer load are lower at the time of delivery.  The actual cost deviation will be the 19 

percent of the portfolio not hedged times the price difference of the market prices 20 

and forecasted prices.  Part of the unhedged volume is the Dracut, Beverly, 21 
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Lambertville, Downingtown and Eagle purchases.  Supplies from these receipt point 1 

locations are part of the unhedged portion of the portfolio because they are typically 2 

the marginal cost supplies and therefore are not forecasted to be used every day.  3 

Since supplies from these receipt points are dispatched on colder days and not on 4 

warmer days, it is not possible to know how much volume to hedge and on what 5 

days to hedge.   6 

  2)  Colder weather results in supply requirements greater than the forecasted 7 

normal load.  In this circumstance, a greater percentage of the cost of gas is 8 

susceptible to market prices, which are typically higher during periods of high 9 

demand.  This incremental unhedged volume is in addition to the unhedged volume 10 

under normal weather. 11 

  3) The financial hedge volume is calculated based on the total forecasted 12 

requirements assuming normal weather.  The total forecasted volume includes the 13 

baseload purchases and an average of the daily swing purchases.  The financial 14 

purchases the Company uses to hedge the baseload supplies is highly effective for all 15 

the baseload purchases in the producing region.  Less effective are financial 16 

purchases used to hedge the daily swing purchases from those same producing 17 

regions.  This ineffectiveness can be quantified by multiplying the daily swing 18 

purchase volume times the price difference between the weighted average daily 19 

swing price and the first of the month baseload price.  20 

 21 
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Q. What caused the significant variance between the forecast and the actual gas 1 

costs in November, December, and January? 2 

A. A significant portion of the variance was due to the increased cost and volume of the 3 

supplies purchased at Dracut and Beverly.  In the Company’s initial filing, the 4 

December forecast included Beverly purchases of 92,000 dt at $8.52 per dt and 5 

95,000 dt at Dracut for  per dt.  The actual purchases were 195,000 dt at 6 

Beverly at a weighted average price of $20.26 per dt and 160,000 dt at Dracut at a 7 

weighted average price of $17.90 per dt.  This resulted in $4.32 million of 8 

incremental gas costs in December.  The January forecast estimated Beverly 9 

purchases of 92,100 dt at $10.88 per dt and 134,000 dt at Dracut for per dt.  10 

The actual purchases were 271,323 dt at Beverly at a weighted average price of 11 

$33.30 per dt and 325,000 dt at Dracut at a weighted average price of $28.18 per dt.  12 

This resulted in $14.78 million of incremental gas costs in January.  The total 13 

incremental costs for December and January associated with purchases at Beverly 14 

and Dracut were $19.1 million.  The purchases at Beverly and Dracut are a part of 15 

the unhedged volumes described above and are therefore susceptible to daily market 16 

prices.  17 

 18 

A second factor contributing to increases in gas costs involved the daily purchases on 19 

colder days in January when the Company sourced supply from the mid- –Atlantic 20 

region.  These supplies are purchased in the market areas of Transco Zone 6 Non-NY 21 
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and Texas Eastern M3.   The Company purchased 468,448 dt in January at a 1 

weighted average price of $19.74 per dt.  The forecast estimate for these locations 2 

was $4.73 per dt.  This resulted in an incremental cost of $7.03 million in January.   3 

 4 

The total variance from all of these purchases in December 2013 and January 2014 is 5 

$26.13 million.   6 

 7 

Q. Does this conclude your testimony? 8 

A. Yes. 9 
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