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I. STATEMENT

1. By Decision No. C06-0022, mailed January 13, 2006, the Commission established a prudence review proceeding for Colorado Natural Gas, Inc. (CNG), to review natural gas purchases for the period July 1, 2004 through June 30, 2005. The Commission also established a 30-day intervention period, scheduled a hearing for July 28, 2006, and referred the matter to an Administrative Law Judge (ALJ) for hearing.  

2. On January 31, 2006, the Entry of Appearance of Staff Counsel and Notice Pursuant to Rule 9(d) was filed.

3. On February 7, 2006, the Colorado Office of Consumer Counsel ("OCC") filed its Notice of Intervention of Right and Entry of Appearance.

4. CNG, the OCC and Staff are the only parties to this docket.

5. By Decision Nos. R06-0209-I, and R06-0209-I-E, the procedural schedule and other agreed upon matters were ordered to govern the procedure in this docket.

By Decision R06-0751, Staff’s Unopposed Motion to Modify Procedural Schedule, Reset Hearing Date, and Waive Response Time was granted.  The procedural schedule was modified and the matter was scheduled for hearing on August 22, 2006 in Denver, Colorado.  

The hearing commenced at the assigned time and place.  During the course of the hearing, testimony was received from Timothy R. Johnston, Executive Vice President and Chief Operating Officer and Executive Vice President of Colorado Natural Gas and Ms. Bridget McGee-Stiles, Rate/Financial Analyst for the Staff of the Colorado Public Utilities Commission (Staff).  Exhibits 1 through 3 were identified, offered, and admitted into evidence.  The OCC intervened in order to monitor this docket and took no position at hearing.

In accordance with § 40-6-109, C.R.S., the undersigned ALJ now transmits to the Commission the record and exhibits in this proceeding along with a written recommended decision.

II. FINDINGS OF FACT AND CONCLUSIONS THEREON

6. CNG is a public utility, as that term is defined in § 40-1-103(1)(a), C.R.S., and provides natural gas service to customers in Colorado.  The Commission has jurisdiction in this case.  

7. Staff reviewed CNG’s Gas Purchase Report for the gas purchase year and found the costs of the gas commodity and of the upstream service to have been reasonable and not imprudent, except in two disputed areas. Staff recommends that the Commission: remove from recovery of CNG's gas costs $30,088 for consulting fees; remove from recovery of CNG's gas costs $4,140 for bad debt; and order CNG to establish written accounting procedures for booking and recording natural gas costs.

Consulting Fees

8. CNG paid KTM, Inc., $30,088 in consulting fees during the gas purchase year (July 1, 2004 through June 30, 2005) in accordance with, and pursuant to, their Natural Gas Management Agreement (NGMA).  See Hearing Exhibit 3 at 5, and Exhibit BMS-4 to Hearing Exhibit 3.

9. Staff does not argue that it was not prudent for CNG to hiring consultants rather than its own employees to purchase gas.  Rather, Staff argues that the prudently incurred cost should not be recovered through the GCA because it does not have the proper characteristics for such recovery. 

10. CNG clarified the nature of services provided by KTM and distinguished administrative functions and gas procurement functions.  

11. Daily and monthly, KTM confirms the gas quantities to be delivered by gas supplier(s) into the pipelines upstream of CNG, nominates those quantities of gas on those upstream pipelines, and monitors the balance between these quantities and the actual gas usage by the CNG system. If an imbalance occurs, KTM takes appropriate action to increase or reduce nominations to correct that situation. At the end of the month, KTM reviews the bills from the supplier(s) and upstream pipelines and works with those entities, if necessary, to correct these bills prior to forwarding the bills on to CNG.  Mr. Johnston attributes these matters to administrative functions.

12. KTM also sends out the request for bids for natural gas purchases, collects and analyzes these bids, and advises CNG on the bid prices received, the qualification of the bidders, and the bidding process itself. During the contract period with the supplier, KTM advises CNG on daily spot purchases if additional quantities are needed to satisfy load requirements.  Mr. Johnston attributes these matters to gas procurement functions.

13. The NGMA represents a change from CNG’s past practices.  Prior to this agreement, CNG's natural gas suppliers effectively bundled services with the commodity, including nomination, balancing, and administration services.  The total cost was included in the cost of gas and the bundled cost was passed through its GCA mechanism for recovery.   While it is not clear that the issue was specifically considered, CNG notes that Staff never challenged recovery of the bundled cost.

14. In 2004, as part of CNG's efforts to obtain the best-priced gas supplies, CNG contracted with KTM. KTM effectively took over some of the bundled services and helped CNG evaluate bids and negotiate gas supply agreements with the new third-party suppliers. KTM undertook the responsibility for nominations, balancing, and administration services.

15. CNG states that its general body of ratepayers has significantly benefited from the NGMA.

16. CNG accounted for KTM costs as an "actual gas cost," as stated on Sheet No. 72 of CNG's tariff governing its GCA mechanism. More specifically, Sheet No. 72 defines actual gas cost as "the sum of all costs for purchasing and transporting the gas required by the Company for resale, along with the applicable firm capacity and commodity charges." (See Exhibit No. TRJ-7).  CNG contends that the KTM costs fall squarely within this definition.

17. Despite its stated understanding and belief, CNG is willing to prospectively account for the KTM costs in accordance with Staff’s preference.  In fact, changes have already been implemented at the beginning of CNG’s current fiscal year.

Bad Debt Expense

18. CNG seeks to recover $4,140 as the portion of bad debt expense associated with CNG’s natural gas commodity costs that were written off during the during the gas purchase year.  See Exhibit BMS-5 to Hearing Exhibit 3.

19. Since the inception of the company, CNG has not changed its method of accounting for bad debt expenses.  CNG contends that the GCA mechanism should match the Company's costs related to gas purchases and upstream pipeline services to the recovery of those costs through the payments by our customers for the commodity charge portion of their monthly bills. 

20. Because bad debts reduce the overall recovery of costs related to gas purchases and upstream pipeline services, CNG concluded that when an account must later be written off, unrecovered commodity charges should not be treated as having been recovered for purposes of the GCA mechanism.

21. CNG contends that the treatment is reasonable and notes that it is acceptable to Commissions of several other states, including Iowa and Minnesota.

22. Despite its stated understanding and belief, CNG is willing to prospectively account for bad debt expense in accordance with Staff’s preference.  In fact, changes have already been implemented at the beginning of CNG’s current fiscal year.


Written Accounting Procedures

23. Staff found no written accounting policies and procedures for recording gas costs.  Without written policies in effect, Staff relied upon meetings and written audit requests to understand CNG’s accounting system and verify proper recording.  Staff submits that written accounting policies and procedures would have eased this process.

24. CNG has no objection to establishing the written policies and procedures as suggested by Staff and agrees to put same into place.


Discussion

25. Pursuant to Rule 4 CCR 723-8-9, CNG shall have the burden of proof and the burden of going forward to establish the reasonableness of actual gas commodity and upstream service costs incurred during the review period.

26. Pursuant to 4 CCR 723-8-8, the “standard of review to be utilized by the Commission in assessing the action (or lack of action) of a utility in a specific Gas Purchase Year shall be whether the action (or lack of action) of a utility was reasonable in light of the information known, or which should have been known, at the time of the action (or lack of action).”

27. As to written policies, the Company does not oppose the requested relief by Staff and has agreed to implement the same. 

28. CNG contends that recovery of KTM costs and bad debt expenses should not be disallowed because the prudence and reasonableness of the expense is not challenged and they were legitimately associated with the acquisition of natural gas supplies. CNG opines that disallowance following good faith inclusion of the costs would be inappropriate and unfair, and needlessly elevates form over substance. 

29. Regarding accounting practices for bad debts, CNG has established the reasonableness of the accounting method used during the review period in light of the information known, or which should have been known, at the time.

30. As to the final area, KTM costs, the ALJ analyzes this case by analogy to general litigation practices, segregating liability from remedy under the GCA rules. 

31. After positing accounting standards that CNG must meet in maintaining its books and records, Staff does not contend that CNG’s accounting violates such standards.  Rather, the scope of disagreement is limited to interpretation of the applicable definition of gas costs.

32. CNG argues that all costs incurred under the NGMA are an “actual gas cost” recoverable through the GCA.  However, particularly as to administrative expenses, one can only guess where the slippery slope would end.

33. Without any inference as to past practices outside of the review period, the ALJ finds that it was not prudent for CNG to have included administrative costs paid to KTM as a recoverable GCA cost.  In fact, segregation of the cost from the commodity by the NGMA should have highlighted the proper nature of the cost.  Further, the ALJ cannot find it reasonable to allow one “free strike” for any expense until Staff isolates and prosecutes a case to determine the reasonableness thereof.  The onus is upon the company to account for GCA costs, not upon Staff to identify improper costs. 

34. Turning to the appropriate remedy for seeking recovery of the KTM costs through the GCA, the Commission’s rules do not mandate disallowance of the disputed costs.  The ALJ finds total disallowance of the cost, under the circumstances present in this docket, not to be in the public interest and unfairly punitive.  

35. There was no showing that practices in place during the review period violated applicable Federal Energy Regulatory Commission standards or generally accepted accounting practices.  The costs were incurred and indisputably benefited the general body of ratepayers. The reasonableness and prudence of the costs at issue are not in dispute.  

36. There was no evidence presented a hearing to segregate or allocate costs incurred for the various functions served by KTM in terms of time or money.  Thus, the portion of the total KTM costs that should have been included for recovery cannot be accurately determined.

37. Allowance of the expense in the GCA would not result in a double recovery of the expense by the Company because these costs have never been included in base rates.

38. CNG agreed to, and implemented, changes necessary to account for the subject costs in accordance with the Staff’s preferences.  Notably, CNG will forgo recovery of some costs incurred outside of the review period because due to implementation of the accounting change at the beginning of the current fiscal year, before those costs were included for recovery in base rates.  Additionally, if disallowed in this docket, CNG will have no means to recover a reasonable and necessary expense incurred for the benefit of ratepayers.

39. Taking into consideration the evidence of record and all circumstances surrounding the disputed costs, including several mitigating factors, the ALJ finds that no costs should be disallowed in this docket.  In this instance, ratepayers have not harmed by the accounting methods of CNG utilized during the review period.

40. In accordance with § 40-6-109, C.R.S., it is recommended that the Commission enter the following order.

III. ORDER

A. The Commission Orders That:  

1. Except for the administrative expenses included in the fees paid to KTM, Inc., under Natural Gas Management Agreement, the actual gas purchases, gas costs, and upstream services costs incurred by Colorado Natural Gas, Inc. (CNG) for the Gas Purchase Year July 1, 2004 through June 30, 2005 are just, reasonable, and prudent.  
2. Based upon the circumstances present in this docket addressed above, including mitigating factors, recovery of administrative expenses included in the fees paid to KTM, Inc., under Natural Gas Management Agreement incurred during the Gas Purchase Year July 1, 2004 through June 30, 2005 will be allowed as if such costs were part of the actual gas costs and upstream services incurred for the Gas Purchase Year July 1, 2004 through June 30, 2005.
3. The actual gas costs and upstream services costs of CNG, which costs were incurred during the Gas Purchase Year July 1, 2004 through June 30, 2005, are approved.  
4. CNG shall establish and implement written accounting procedures for booking and recording natural gas costs.
5. Docket No. 04P-278G is closed.  
6. This Order is effective immediately.
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Doug Dean, 
Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


G. HARRIS ADAMS
________________________________

Administrative Law Judge
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