AN APPLICATION

)  Order No. 79/98
)
) July §, 1996

BEFORE: G. D. Forrest, Chairman
D. L. Barrett-Hrominchuk, Member
T. Chiswell, Member
J. Hillard, Member

;
i

BY CENTRA GAS MANITOBA INC. FOR AN HMERHM EX-PARTE

ORDER OF THE BOARD TO:

1.

APPROVE A CHANGE IN BASE SALES RATES AND IN THE WEIGHTED AVERAGE
COST OF GAS, EFFECTIVE FROM JULY 1, 1986 70 DECEMBER 31, 1996

APPROVE, ON AN INTERIM BASIS, AN ADDITIONAL RATE RIDER, EFFECTIVE
FROM JULY 1, 1996 T0 DECEMBER 21, 1997, 70 REFLECT THE INTERIM
DISPOSITION OF THE 1996 PURCHASE GAS VARIANCE ACCOUNT.
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An Application By Centra Gas Manitoba Inc.
1.0 Appearances
R. F. Peters Counssl for the Public Utilities Board of Manitoba
("the Board")
J. E. Foran, Q.C. Counsel for Centra Gas Manitoba Inc. (“Centra®)
8. Graham Counsel for the Consumears' Association of Canada
(Manitoba) Inc. and Manitoba Society of Seniors
("CAC/MSOS")
J. Carstairs Counsel for Municipal Gas Inc. (*Municipal®)
J. Hatharly Counsel for Direct Energy Marketing Lid. ("Direct”)
2.0 Winesses for Centra
J. D. Brett Vice-President, Gas Supply and Corporate Secretary
G. W Meyer Co-ordinator, Regulatory Affairs
3.0 Registered Intervenors
CACMSOS Represented by B. Graham
Municipal | Repressnied by J. Carstairs
Direct Represanted by J. Hatherly
Enron Capital & Trade Resources
Canada Cormp.
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4.0 Background

By letter dated May 31, 1996, Cenira applied to the Board to approve, on an interim ex-parte
basis, a change in its weighted average cost of gas ("WACOG") and base sales rates 10 be
effective July 1, 1988, and also to approve an additional rate rider to reflect the interim
disposition of the purchase gas variance accourt ("PGVA").

In its application, Centra stated that the increase in rates is required solely to recover incraased
1986 costs of Western Canadian supply gas. Centra stated that the requested rate increasses
will result in an approximate 8.8% increase in annual costs over the rate that is curently being
billed to the typical residential customer, and that increases 10 the large general service and
interruptible customers will be in the 10% to 20% range, depanding on consumption.

Effective February 1, 1996, as a result of public hearings held in November and December
1995, Centra had reduced its 1996 sales rates. In Board Order 3/36 dealing with that rate
reduction, the Board stated that:

°In approving these rates, the Board notes that the cost of gas embedded in these rates
as applied for by the company are ai the low end of ths price spectrum. Vanations
affecting the final price to consumers will be determined by weather and markst
conditions over the next 11 months. The actual cost of gas will be taken into
consideration at the time of the setting of the rates for 1997 and could well be higher than
the gas costs embedded in the February 1, 1996 rates.”

Because of the significant increase in gas costs in 1996, the Board declined Cantra's request
for an ex-parte application. All parties of record at the 1995 General Rate Application ("GRA")
were notified and sent a copy of the application, a notice of application was published in
newspapers throughout Manitoba, and a public hearing was held at the Ramada Martborough
Hotel in Winnipeg, Manitoba on July 2, 18€6. .

5.0 The Agpllcation
8.9 1986 Cost of Gas

A significant portion of Cenira's gas supply portiolio is sourced in Westem Canada, either by
way of a long-term supply contract with TransCanada Gas Services Lid. or on the spot market.
Centra's Western Canadian gas supply cost is variable and 85% is indexad to the New Yorik
Mercantile Exchange ("NYMEX") natural gas futures market and 15% is indexed to the
Canadian (3as Price Reporter ("CGPR").

The gas cost that is currently imbedded in the 1996 sales rates is $1.343/GigaJoule ("GJ).
That amount was based on the average of the NYMEX seitlement prices for the 20 trading
days from Octobsr 30, 1995 to November 27, 1985.
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In mid-December 1995, the 1996 NYMEX contracts began a dramatic increass in both price
and volatility. The increases were due 10 the significantly colder than normal weather being
experienced throughout North America. The sustained cold waather also caused Nosth
American storage inventories to be depleted to very low lavels, resulting in the expectation of
high storage rafill requirements in the summer of 1996, causing summer pricas to rise. The
sustained upward prassure on prices has caused the NYMEX prices to risg for the 199807
winter months as well.

Centra has calculated an updated supply price based on actual pricss for January through
April, 1986 and NYMEX and CGPR indexed pricing for May through December, 1996. The
NYMEX figures are an average of settlement prices for the 20 trading days from April 11 to
May 8, 1996, with adjustments for basis differential and US exchange. These cost changes
result in an average annual Western Canadian supply unit cost of $1.707/GJ compared to the
$1.343/GJ imbedded in the current raies.

For the period July to December, 1996, the resulting average supply cost is $1.690/GJ,
representing an increase of $0.347 /GJ, which is the increase being requested by Centra in this

Centra stated that although other cost increases are expected to occur, Cantra is proposing to
update only the Western Canadian supply cost in this application because Western Canadian
supply costs are applicable 1o all customer rates on a flow through basis, with no customsr
class cost allocation issues to be addressed. The greatest portion of the expscted balance in
the PGVA account is aftributable to this commodity cost increase, and all other components of
the PGVA will ba reviewed subsequently when the 1986 PGVYA is furiher examined. '

8.2 Interim O

The function of the PGVA account is to capture the difference between the actual cost of gas
and the cost of gas imbedded in the sales rates. This ensures that the customar pays no more
or no less than the actual cost of gas and that Centra will nsither gain or lose as the cost of gas
fluctuates. Centra advises that when the actual supply prices from January to April, 1996 and
the estimated prices from May and June, 1996 are applied 10 the estimaied volumes, a shortfall
in gas cost recovery of approximately $10.0 million is expected. Centra has requested that this
shortfall be recovered through a rate rider over a period of eighteen months commencing

July 1, 18986.
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it was the testimony of Cantra that:

“when the PGVA was established a few years ago, cenainly the Centra wiingsses at the
time, without particularly defining the level, indicated that there was an amount which
ought to operate as a trigger for disposition of the PGVA and, in the appropriate
circumstances, disposition during the year rather than waiting to the end of the year. In
our view, an amount approximating $10 million exceeds an appropriate trigger level and
that, accordingly, it would be appropriate to dispose of that at this time.”

(Transcript page 23)

8.3 Forecasted 1686 PEGYA Balanes

Centra's application states that there have been and will be varances other than Westem
Canadian supply costs in the 1986 PGVA account. The residual balance at December 31, 1996
is forecasted to be $2,685,000, owing by customers to Centra, representing the net of af
applicable PGVA variances other than Wastem Supply costs, including the effects of higher
volumes, increased use of storage and spot gas, and higher foreign exchangs costs. Centra
expects that the accumulated balance in other deferral accounts related to such things as
capacity ralease credits and heating valus plus related carnying charges will provide an offset to
the expscted residual balance in the PGVA. Centra is therefore suggesting that the residual
balanca of the PGVA account bs dealt with at a later tims, fikely at the expected 1997 GRA.

6.0 INTERVENOR POSITIONS
8.1 CAC/MS0S

CAC/MSOS stated that there has been a dramatic increass in the cost of gas that cannot be
ignored and is not in dispute. They believe that there is no indication that the forecast of
$1.70/GJ is unreasonable of imprudent, and it would therefore be “acting imesponsibiy” to
oppose any increase in the base rate. Although CAC/MSOS dos not oppose the increass

requested by Centra, they suggested that the method of forecasting gas costs might be looked
at in the future.

On the matter of the PGYA account, CAC/MSOS recognizes that the balance in the PGYA
account °is significant and of genuine concem®, but suggested that the disposition of the
account should be deferred and be dealt with in the context of the GRA in the fall of 1986. At
that time the batance in the account will be more certain and a raie rider could be implemented
in 1997, along with other rate adjustments that might come out of the GRA. In the altemative, if
the Board was inclined to implemsnt the rate rider effective July 1, 1986, CAC/MSOS is of the
view that the eighteen month recovery period is appropriate.
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8.2 Direat

Direct did not oppose the application for a rate increase and did not take a position with
respect to the treatment of the PGVA. Direct is of the view that Centra, when forecasting gas
costs, is sending incorrect price signals.

8.3 Hunicipal

Municipal argued that the PGVA account should be °cleaned up” in the 1996 fiscal year, and
not carried forward to 1997. Municipal sought a six month rate rider to recover the estimated
£10.0 million that has accumulated. Municipal also made the point that the application is an
exampls of the false commodity price signals that Centra could send to the market, and that
the procedure of creating a PGVA account should be revisited. Municipal did not oppose the
application for a rate increase.

7.0 Board Findings

The Board is of the view that the issues relaied to commodity market price signals raised by
certain intervenors is a matter currently being considered by this Board in a separate hearing,
and it would therefore be inappropriate to eddress this matter in any way in this Order.

The matter of the dramatic increase in the cost of Westemn Supply gas and the resulting impact
on the PGVA account is a matter that was not disputed by any parties to the procesding. There
was no opposition by any intervenor to the requested increase in sales rates as a result of the
increass in the cost of gas, nor was thers any suggestion that the estimated balancs in the
PGVA account at the end of June, 1996 as a result of the increase in the cost of Westem
Supply should not be recovered. The onlyﬁisagreemm was the recovery period.

The Boa:d is of the view that the requested increase in rates for the pericd July 1, 1986 to

ecember 31, 1996 as a result of the forecasted increase in the average cost of Westemn
Sup@ygastoS'l .680/GJ should be approved for alfl gas consumed on and after July 1, 1986.
The Board is also of the view that an interim disposition of the estimated June 30, 1996 PGVA
balance by way of a rate rider should be approved, based on an eighteen month recovery
period commencing July 1, 1996. The prudency of costs included in the 1986 PGVA will be
examined at a later date.

Because Centra has made known its intention to file a GRA for 1897 rates, and because the
issues of rates will be further addressed at the GRA public hearing in the fall of 1888, the
interim rates flowing from this Order will be approved only until Dacember 31, 1996. Ris
expected that a new schedule of rates will be implemented to be effective January 1, 1997.
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The Board is satisfied that Centra has justified, on a prims facie basis, the need for a rate
increase al this time. Cantra, consistent with its gas cost determination practice, has
adequstely demonstraied to the Board that markst prices have increased sinca the baginning
of 1996 and currently continue to be higher than the gas cost embedded in existing sales rates.
The Board accepts the position agreed to by all intervenors that rates should be adjusted at this
ime to minimize the continuing build up of the PGVA that othenwise would occur if $1.343/GJ
remainsd embedded in rates.

Accordingly, the Board will approve Centra's application for interim rates. Centra will be
required to provids full particulars of its natural gas costs for 1996 at a later date, likely at the
1997 GRA.
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IV 1S THEREFORE ORDERED THAT:

Ths requested rate schedule for firm sales and firm T-Senvice, attached as Appendix A,
BE AND IS HEREBY APPROVED ON AN INTERIM BASIS FOR ALL BILLINGS BASED ON
GAS CONSUMED FROM JULY 1, 1996 TO DECEMBER 31, 1996.

The requested rate schedule for interuptible sales and interruptible T-Service, atiached
as Appendix B, BE AND IS HEREBY APPROVED ON AN INTERIM BASIS FOR ALL
BILLINGS BASED ON GAS CONSUMED FROM JULY 1, 1886 TO DECEMBER 31, 1998
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THE PUBLIC UTILIMES BOARD
‘G. D. FORREST®

CHAIRMAN
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APPERDIC A

B8chedule 3.1.3
July 1, 1996
Poge 1 ef 2

Batire patural gas sesvice erxes of the ©

868 - Por gas suppiicd through one demestie 8lszed mater 3 a fism
besis.

168 & T-8srvies - FPor Gas deliversd through one =eter other than
domastic sizcd coters on a firm basis.

Pined Momthly Charge:

868 Bales $10.60 per Momth
188 and T-8ervice 50.00 per MHonth
188 168
«/-» (/2%
2638 Zalss $0.1686
168 8alas and T-Service
Class 4
- @ to 680,000 &' Annually $0.1247 5.8319
Clags 3 )
= 680,000 to 1,700,000 »' Aanually ©.123¢ ©.0299
Clage 2

- 1,760,000 to 3,400,000 m°’ Aasually 0.31222 0.0293
Clase 31

- Over 3,600,000 & Annually . 0.3217 0.028%
gpecial Contract FPixed Monthly Charge 47,260.69
8pecial Contract Commodity Charge ‘ 6.6816

Bgual to the Fized Konthly Charge as deseribed above.

A lats paymsnt chazge of 1 1/2% par month chall bs charged
édollar amcunt owing after each billing dus date. The due date will
be at least 21 days after the malling date of the bills.

Rates te bs charged fer all billings based on gas consumsd on and
after July 3, 1996,
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APPENDIX B

8ehodule 2.1.2
July 1, 1996
Paga 3 of 3

fntire astural gos cervics ares of the Compan

y, including all semee.

Por any custemsr at onse locatiem wh@-e naturel gas roguizccsnts
equal ez exesad annual zate of 340,000 ©° and whe contract fer such
sasvice for a minimum of one ysar. Bales under this rate shall be
1imited to the axtent that the Ccapany considers it has available
astural gas supplies.

8hall be agreed upon by centract betwoan customer and Coupony
zecognizing, among other factors, the sige and characteristic ef
custemsr ‘s roQuircesnts, emount o©f facllities reguired ¢o bs
constructed by Company, alaimuz purchase cbligation of ecustemer,
priority of delivery service, and term ©f contract. The comtract
shall bs £iled with The Publie Utilitiss Board.

Salee F-8ervice

(/=)
Class 4
- 340,000 to 680,000 »’ Annually $0.0999 $0.023%
Clase 3
- 680,000 to 1,700,0009 ®° Annually 0.096% 0.06212
" Glaszs 2
- 1,700,000 to 3,400,000 =’ Ansually 0.0961 0.208
Class 1
- Over 3,400,000 =° Annually 0.0959 ©6.0199
Poaking Supply - Aetual Cost of
Peaking Gas Delivexed Plus a
Belivery Charxge of 0.02068 HiR

Late Pay=snt
Charges

Bffectives

A late paymnt chacrge of 1 1/2¢ per month shall be charged on thse
dollar emount cwing after cach billing due date. The duve dats will
be at lezast 21 days after the mailing date of the bills.

Rates to be charged Zer all blllings baeced on guas consumed ca and
after July 1, 1996,





