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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Petition of West Florida
Natural Gas for Approval of a Docket No. 9(0&831-&4_

)
)
Weather Normalization Adjustment ) Filed: July 16, 1996
Tariff )

)

PETITION FOR APPROVAL OF TARIFF ADDITIONS

Comes West Florida Natural Gas Company (“WFNG”) pursuant to
Sections 366.06 and 366.075, Florida Statutes, and submits this
Petition for approval of changes to the tariff of WFNG to add a
weather normalization adjustment (“WNA") rider to the current
tariff. As basis for this request West Florida would show:

1. The name and address of Petitioner is

West Florida Natural Gas Company

301 Maple Avenue
Panama City, FL 32402

2. Copies of notices, orders and other documents issued in

this docket should be provided to

ACK v Norman H. Horton, Jr., Mr. Jeff Householder
S Messer, Caparello, Madsen, West Florida Natural Gas
A cnoe Goldman & Metz, P. A. Company

APt con Suite 701, 215 S. Monroe St. Caller Box 1460

CAF Pest Office Box 1876 Panama City, FL 32402

AR ' Tallahassee, FL 32302-1876

CT - 3, West Florida is a natural gas utility providing service

For B mitebeoks

LEG 1 ~ to customers in Bay, Marion and Wakulla Counties, pursuant to

tﬁ' '{5 ~tariffs on file with the Commission. Service is provided primarily
I .
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to residential customers with some commercial customers receiving
gervice as well. These customers use gas for several purposes, but
a large percentage of the gas consumed is for the purpoza of
heating either the home or a business.

4. With this petition, WFNG is requesting the Commission to
approve, on an experimental basis as provided by Section 366.075
Florida Statutes, an addition to the current tariff to implement a
Weather Normalization Adjustment (“WNA”) rider to the tariff. This
WNA rider which is Appendix A hereto, would incorporate a formula
in the tariff which, when applied to customers’ bills, would adjust
the bill for variances in consumption caused by weather
fluctuations. The WNA, when activated, would result in adjustments
in customer bills for those pericds when consumption is
substantially affected due to extreme variations from normal
weather conditions.

5. Appendix B hereto provides an overview of various weather
normalization approaches and specific details about the WFNG
proposal including the development and application of the
adjustment. Appendix C incorporates schedules taken from the
detailed information which accompanies this filing and shows the
effect of the application of the adjustment on historic and
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projected periods and an example of a customer bill with the
adjustment shown.

6. In addition to the information which is attached to this
petition, WFNG has also submitted two (2) sets of weather and
temperature data and other information supporting the development
of the assumptions and calculations. Given the volume and
character of this data, WFNG reguests that the company not be
required to submit additional copies and thereby avoid some
expense. An index of the attachments and tables in this supporting
data is included as part of Appendix B. Also Appendix C
incorporates attachments Q through T which reflect results of the
application of the adjustment on historic and projected periods.

7. Since this is a new offering, WFNG would propose that the

commiseion approve the tariff on an experimental basis for a pericd

of 3 years as permitted by Section 366.075, Florida Statutes. This

will permit the company and Sstaff an appropriate period to review

the reports to be filed as described in the attachment and evaluate

the effectiveness and benefits of the adjustment.




WHEREFORE, for the reasons set forth, West Florida Natural Gas
respectfully requests that the Commission not withhold consent to
the attached Weather Normalization Adjustment tariff sheets but to
approve the tariff to be effective 60 days from the date of this
petition.

Respectfully submitted this 16th day of July, 1996.

MESSER, CAPARELLO, MADSEN,
GOLDMAN & METZ, P. A.

Suite 701, First Florida Bank
Building

Post QOffice Box 1876

Tallahassee, FL 32302-1876

(904) 222-0720

H. HORTON, JR., ES
FLOYD R. SELF, ESQ.

Attorneys for West Florida Natural
Gas Company
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West Florida Natural Gas Company Original Sheet No. 7.528
Original Volume No. 4

RIDER WNA

WEATHER NORMALIZATION ADJUSTMENT

Availability
Throughout the service area of the Company.

Applicability

The rates for gas sales service provided to all customers served under
Rate Schedules RS and CS shall be subject to a weather normalization
adjustment. The weather normalization adjustment will reflect the impact
of degree day variations from normal levels, as determined on a revenue
month basis, for the months of November through April, inclusive. The
adjustment will be applied to a Customer’s total gas consumption billed
during the above defined period, on a cents per therm basis. The
adjustment will not be applied to a Customer’s bill in a revenue month
where the cumulative actual degree day total falls within the Degree Day
Dead Band.

Definition of Terms Used in This Rider
1. Commission - the Florida Public Service Commission.

2. Relevant Rale Qrder - the final order of the Commission in the most
recent base rate case of the Company in which the weather related
factors applicable to this Rider are utilized to determine normalized
test year revenues, or the most recent final order of the Commission
specifically prescribing the factors and procedures to be used in the
application of this Rider.

3. Heating Degree Days (HDD) - the difference between 65 F and the
average outdoor dry bulb temperature for a given day. A day is
defined as a twenty-four hour period corresponding to the data
recording period at the National Oceanic and Atmospheric
Administration (NOAA) weather observation stations located at the
Bay County Water Treatment Plant (Station 1D # 08-6842-1) and the
Ocala Water Treatment Plant (Station ID # 08-6414-3) respectively.




West Florida Natural Gas Company Original Sheet No. 7.529
Original Volume No. 4

Rider WNA
Weather Normalization Adjustment
Continued from Sheet No. 7.529

4. Actual Heating Degree Days (AHDD) - the actual difference between
65 F and the average outdoor dry bulb temperature for a particular
day or accumulation of days over a given period, based on data
obtained from the National Oceanic and Atmospheric Administration
(NOAA) weather observation stations identified in the HDD
methodology defined above. AHDD are always zero when the
average temperature for a particular day is greater than 65 F.

5. Normal Heating Degree Days (NHDD) - for any given calendar day
the average of degree days for that calendar day over the rolling thirty
fiscal year period ending in June of a given year, as determined from
the records of the Climate Interactive Rapid Retrieval Users System
(CIRRUS) based on data obtained from the National Oceanic and
Atmospheric Administration (NOAA) weather observation stations
identified in the HDD methodology defined above. Subsequent to the
effective date of this Rider, NHDD shall be adjusted on an annual
basis to correspond to the annual update of CIRRUS normal heating
degree day data,

6. Heat Sensitivity Factor (HSF) - an estimate of the increase or
decrease in a Customer’s therm consumption for weather sensitive

end-uses, occurring as the result of a one degree day change in
heating degree days. A separate HSF shall be established fcr each
applicable rate classification. Subsequent to the effective date of this
Rider, the HSF shall be amended from time to time as approved by
the Commission in a Relevant Rate Order.

7. Baseload Factor (BLF) - an estimate of the number of therms per
Customer consumed for end-uses not substantially affected by

weather conditions. A separate BLF shall be established for each
applicable rate classification . Subsequent to the effective date of this
Rider, the BLF shall be amended from time to time as approved

by the Commission in a Relevant Rate Order.

8. Degree Day Dead Band - a range equal to two per-cent (2%) above or

below the cumulative Normal Heating Degree Day total for a revenue
month period.




West Florida Natural Ga. Company Original Sheet No. 7.530
Original Volume No. 4

Rider WNA

Weather Normalization Adjustment

Continued from Sheet No. 7.529

Computation of the Weather Normalization Adjustment

The Weather Normalization Adjustment shall be computed to the nearest
one-hundredth of a cent per therm by the following formula:

WNA

Where:

NHDD

AHDD

HSFi

i (N

(HSFi (NHDD - AHDD))
= Ri (BLFi +(HSFi x AHDD)

n

the particular Rate Schedule to which the Weather
Normalization Adjustment is applied.

Weather Normalization Adjustment factor for the / Rate
Schedule expressed in cents per therm.

base rate less the cost of gas (Energy Charge) for the /
Rate Schedule approved by the Commission in the
Company's most recent base rate case.

normal billing cycle heating degree days.

actual billing cycle heating degree days.
heat sensitivity factor for the / Rate Schedule. HSF's
for the applicable Rate Schedules shall be as

identified below unless amended by the Commission in
a Relevant Rate Order.

Panama City RS 0.1099
Panama City CS 0.4872

Ocala FS 0.2346




Ocala CS 0.7884

West Florida Natural Gas Company Original Sheet No. 7.531
Original Volume No. 4

Rider WNA
Weather Normalization Adjustment
Continued from Sheet No. 7.530

BLFi = base load factor for the i Rate Schedule. BLF's for
the applicable Rate Schedules shell be as identified
below unless amended by the Commission in a
Relevant Rate Order,

WENG Division Rate Schedule  BLF

Panama City RS 14.05
Panama City CS 299.17
Ocala RS 16.58

Ocala CcS 413.91
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West Florida Natural Gas Company
Weather Normalization Rider
Appendix

Overview

Weather normalization is a rate adjustment mechanism that offsels the impact of
unusually cold or warm weather on a natural gas company’'s revenues and
income. To compensate for deviations from normal weather, an adjustment
factor is applied that increases or decreases base revenues on heat sensitive
accounts. Customers of utilities with weather normalized rates have their bills
adjusted downwards in unusually cold months and adjusted upwards during
periods of unusually warm weather. A weather normalization clause protects the
utility against revenue and earnings instability, and also ensures that gas
consumers equitably contribute to the utility’s cost of providing service.

Public utility regulators have historically established gas rates based on a
determination of the cost incurred by a local distribution company (LDC) to
provide service to its custumers. The cost of service includes allowable
expenses and a reasonable return on the investment in plant and equipment
dedicated lo serving customers on the utility's distribution system The amount of
revenue required to cover the utility's cost of service and provide a fair rate of
return to its shareholders is determined during the ratemaking process. The
revenue requirement is allocated among cuslomer classes, and gas rales are
established, in large part, based on the forecasted sales or transportation

volumes for each customer class

The ratemaking process is costly and time consuming Significant time lags can
occur between changes in the cost of service and changes in the retes charged
by a LDC to appropriately reflect those costs Regulators have recognized that
certain major operating costs and conditions fluctuate beyond the control of the
LDC, and should be adjusted without the need for a formal rate proceeding.
Over the years, regulatory commissions have adopted mechanisms to allow for
both increases and decreases in rates when costs or sales vary from a pre-
determined level. Typically, these adjustments have provided for fluctuations in
gas commodity costs, pipeline transportation and fuel charges, Btu content,
taxes and similar uncontrollable costs. Adjusting rates to reflect the effects of
weather on forecasted revenue is no different procedurally of effective from
adjusting rates to reflect changes in the costs listed above

The rates charged by a natural gas utility are dependent upon assumptions of
gas throughput. Forecasting fulure sales can be difficull because significant
portions of most system supply gas is sold 1o residential and small commercial




customers for space heating purposes. These uses are highly weather sensitive.
Utility fcrecasters typically base their sales assumptions on average of ‘normal®
weather conditions. Normal weather is generally identified by determining
historical temperalure averages over a lengthy period of time, usually thirty
years. The temperalure averages are used to calculate Heating Degree Days
(HDD), a statistic useful in predicting space heating requirements in buildings.
Normal Heating Degree Days (NHDD) form the basis of most utility sales
forecasts. Fluctuations in weather (NHDD) may cause the aclual sales of a utility
to vary dramatically from the forecasted volumes. When actual consumplion
deviates significantly from the forecast used to establish base rates, the LDC
under or over recovers the revenue requirement needed to cover its cost of
service Al the same time, the weather sensitive gas customer either under or
over pays their share of the revenue requirement

A weather normalization clause uses adjustment procedures, approved by the
regulatory commission, to increase or decrease base rates 10 compensate for
sales daviations caused by abnormal weather condilions. The relationship
between gas sales and weather can be mathematically determined. Adjustment
factors are calculated that estimate the increase or decrease in a cuslomer's gas
consum.ption occurring as the result of a specific change in ouldoor temperalure.
Gas consumed for uses not substantially affected by weather, a customer's base
load. is excluded from the adjustment. In times of normal weather the utility
achieves its forecasted sales volumes and collects its appropriate revenue
requirement. During periods when the weather is colder or warmer than normal,
the adjustment factor is activated. The LDC credits or debits individual customer
bills based on the deviation in weather from normal levels

There are two basic types of weather normalization clauses. In a Type 1 clause
no charge occurs lo the base rates in the company's filed tariff. The
normalization mechanism applies a sales adjustment directly to the individual
customer's monthly bill, either immediately or delayed by a month's billing cycle.
The calculation may normalize the sales volumes or normalize the rate, how/ever
the resul' is the same: an as-billed debit or credit adjusiment A Type 2 clause
aggrega‘es total revenue deviations due to weather in a special deferred
revenue account. A true-up filing is typically required by the regulatory agency in
which the deferred account is reconciled and the ulility projects future sales
volumes. The deferred revenues are divided by the expected sales in a future
period and a change is made to the base rate. Sales in the next forecast period
are made at the new rate

The majonty of weather normalization filings in the United States have
recommnended the Type 1 clause. During the 1994-95 healing season, thirty-
three weather normalization clauses were in effect. Twenty-three used a Type 1
clause and ten used a Type 2 clause. The Type 1 clause has the advantage of
an immediate bill reduction for customers during periods of cold weather. Rates




that are normalized with a Type 1 adjustment more closely match the cost of
service to each customer receiving service in a given billing period. Additionally,
the administrative cost of implementation is significantly reduced with an
immediate as-billed adjustment. The Type 2 clause, although administratively
burdensome, does include the advantage of stretching the customer's bill
payment period due to the amortization of the weather related revenues over a
future period. The utility potentially benefits from increased rale stability also due

to the longer amortization period.

Brooklyn Union Gas Company introduced the first weather normai.zation clause
in 1980. Since then over thirty gas utilities in fourteen states have implemented
weather normalization procedures. These slates are Alabama, California,
Conneclicut, Georgia, Kentucky, Maryland, New Jersey, New York, North
Carolina, Ohio, South Carolina, Tennessee, Texas and Virginia. Interest in
weather normalization appears to be growing. A recent survey conducted by the
American Gas Association indicated that forty-four companies, operating in fifty-
two jurisdictions across twenty-six states and Canada have either filed for or put
weather normalization clauses into effect. The above listing of states indicates
particular interest in wealher normalization among southern gas utililies.
Although operating in relatively temperate climates, southern utilities frequently
find winter load forecasting problematic. As an illustration, over the pasl thirty
years actual annual heating degree days in the north Florida climate region have
ranged from a high of 2311 to a low of 1047. Forecasting gas sales at the thirty
year normal weather heating degree day level of 1542 leaves a significant
opportunity for forecast error, and thus for under or over recovering the

company's revenue requirement.

Traditional gas utility ralemaking, using sales forecasts based on normal
weather, results in customers paying “too much’® during cold winters and "not
enough” in warm winters, Without weather normalization customers pay skewed
rates that disadvantage them at a time they may be least able tu afford i, during
times of very cold weather that necessitate increased gas usage. With weather
normalizaton, customers pay for the service they receive al rales that reflect the
utility's approved cost of service. From the utility's perspective weather
normalization is a simple ratemaking tool that allows recovery of the cost of
service during the period that service is rendered. And, from the regulatory
agency's perspeclive weather normalization offers an equitable and reliable
ratemaking tool to utilize in exercising its oversight responsibilities.




West Florida Natural Gas Vveather No ization Tariff Rider

The following discussion provides an overview of the weather normalization tanff
rider proposed by West Florida Natural Gas. In this appendix and the attached
exhibits, the Company intends to explain and document the technical process
used in developing the rider. Additionally, the appendix will describe certain
procedures (obtaining reliable daily weather data, for example) thal the company
proposes to use on an on-going basis lo administer the rider. Organizationally,
the major topics addressed in this appendix are as follows:

WFNG Distribution System Weather Sensitivity

Weather Normalization Methodology and Billing Procedure
Weather Normalization Adjustment Calculation Faclors
Test of Customer Information System Billing Procedure
Projected Company/Ratepayer Impacls
Implementation/Administrative Issues

I. WENG Distribution System Weather Sensitivity

The initial step in the development of the WFNG Weather Normalization Tariff
was a general assessment of the effects of weather on the company's load
profiles. Of particular interest was the identification and comparison of weather
sensitivity differences experienced in the company's two operating divisions. The
Ocala and Panama City divisions are apprcximately 200 miles apart , and
located in different state climatic regions. In addition, the company recognized
that an analysis of weather sensilivity by rate class would be necessary lo
account for variations in customer usage characteristics.

Historical system gas supply purchase data for both operating divisions was
compiled as recorded by Florida Gas Transmission Company's (FGT) gate
station metering equipment. This data became readily available in July, 1990,
with the implementation of FERC Order 436 requiring open access on interstate
pipelines. Table 1 provides the FGT metered delivery point throughput data for
each day during the past five years for Panama City and Ocala. Table 2
summarizes the same data by month and fiscal year.

Historical weather data was initially obtained from the National Oceanic and
Atmospheric Administration (NOAA), National Weather Service. Later in the tariff
development process the company determined, in conjunction with PSC staff,
that it would use weather data from the Climate Interactive Rapid Retrievai
Users Service (CIRRUS). To avoid unnecessary confusion, the Heating Degree
Day data displayed in Table 3 for Panama City and Table 4 for Ocala is the




updated CIRRUS data. Weather data will be discussed in detail later in this
appendix.

The gas supply purchase data was compared to the heating degree dala on a
monthly and fiscal year basis. Table 2 which displays the monthly gas
throughput by Division since July, 1990, also includes the respective heating
degree days for the same period. A comparison of both factors identified a clear
pattern of therm consumption swings consistent with variations in healing degree
days. The data indicated that further analysis appeared to be warranted. As was
obvious from the start, an analysis by rate class would be required. Since gas
purchase data was not available by rate class, sales data would need to be

compiled to conduct further detailed evaluations.

Subsequent to the initial system-wide determination of weather sensitivity, a
review of individual rate class sensilivity was conducted. As a first step,
transportation and system purchase volumes were separately identified. Since
1990, WFNG customers have been migrating to transportation service. To date,
the migration to transportation has primarily occurred among the company's
industrial customers. While transportation service represents a large portion of
total throughput (48% in FY 1994/95) generally, this customer class is not
significantly weather sensitive. However, as unbundling efforts continue 1o make
transportation available to smaller volume customers we expect weather effects
to have a much greater impact on the transportation classes.

The company's industrial and interruptible rale classes were also evaluated. As
was the case with the company's existing transportation rate class, these rate
classes were determined to be either only marginally affected by weather
fluctuations, or were nol homogeneous enough to allow lhe application of a
standardized weather adjustment clause. The WFNG large commercial rate
class appears to have significant heat sensitivity and may be a geod candidate
for weather normalization in the future, Clearly, the transportation service
classes will need to be addressed again as the customer characteristics
continue to change. Al this time, however, the company IS proposing an
experimental tariff rider limited to the residential and small commercial rate

classes.

The residential and small commerzial rate classes were analyzed in detail
Historical consolidated sales statistics were compiled for both rate classes.
Table 5 identifies residential sales by month for each fiscal year since 1982
Table 6 provides the same data for the small commercial rate class. It should be
noted that the company split the commercial rate class into two separate classes
effective July 8, 1992. The large commercial rate class dala is displayed
separately on Table 6 for information purposes only, and was not included in the
small commercial analysis. In general, the data show a significant increase in
sales during the winter months for both the residential and small commercial rate




class?s  Additionally, sales in both classes track the historical variations in
weathe .

The next level of analysis in assessing system weather sensitivity involved
separating the sales statistics by operating division. Tables 7 and 8 display
actual residential gas sales in Panama City and Ocala, respectively, since FY
1990 Tables 9@ and 10 provide the small commercial sales data in the same
format. The small commercial data begins in FY 1992, wher: the rale class was
established. Tables 7-10 also provide a comparison of residential and small
commercial sales data to the recorded monthly healing degree days. Sales in
both rate classes and in both divisions vary dramatically as weather conditions
change (increasing as much as 750% from non-heating to heating months in the
Panama City residential class, for example). In addition, the number of active
customers for each rate class by month are included.

The review of the data in Tables 7-10 also began to allow quantification of the
sales impact related to annual and monthly fluctuations in weather from normal
concitions, Significant swings in recorded heating degree days had already been
observed in the thirty year historical weather data presented in Tables 3 and 4.
In Penama City, 1228 HDD separated the highest annual total (2265) from the
lowest (1037). In Ocala, 1063 HDD separated the highes! annual total (1423)
from the lowest (360). In addition to these exiremes, it was also apparent that in
both Panama City and Ocala the annual variation from the 30 year average was
frequently several hundred degree days. The sales dala in Tables 7-10 track the
healing degree dala, ie. an increase or decrease in HDD corresponds to an

increase or decrease in sales over the same period.

A more detailed analysis of the sales and HDD information contained in Tables
7-10 incicated several anomalies in the data. While sales and HDD generally
trackerd as described above, there were a number of inconsistencies For
example, in FY 1993/94 residential sales for Panama City in December totaled
705928 therms with 472 HDD; in February sales jumped to 909,890 therms but
only 263 HDD were recorded. A subsequent review of the da‘a pointed to the
cause of the inconsistencies. The HDD were reported on a calendar month
basis, while the sales data was accumulated based on the company's revenue
month. A revenue month is based on a company's billing cycles, and for most
rate ~lasses is not consistent with a calendar month time period. Significant
sales volumes consumed during a given calendar month are recorded in a billing
period which often falls in the next calendar month Table 11 provides a graphic
display of the cycle billing effects that define a revenue month.

Obviously, to continue the development of the tariff the company had to find a
method of matching sales volumes to the HDD recorded over the same time
period. Initially, several relatively crude procedures were altempled Sales




volumes were lagged across months. The HDD were lagged in an attempt to
match the billing cycles. These and other similar efforts produccd significant
improvements in the tracking of sales data to HDD. Ultimately, however, the
company determined that to match HDD with sales both would have to be
recorded on a cycle billing basis. The weather data was recompiled to allow the
company to derive HDD on a daily basis. It was then possible to accumulate
HDD on a billing cycle basis, consistent with sales volumes. For the purposes of
this filing the company will describe HDD's matched to billing cycle periods as
“Sales Degree Days” (SDD). The application of "Sales Degree Days” enabled
the company to achieve an acceptable correlation of weather events 1o sales.
Tables 7-10 display SDD which demonstrate a marked improvement in
correlation to sales volumes as compared to the calendar month HDD. Later in
this appendix the concept and application of *Sales Degree Days” is explained in
more detail

The final aclivity related to the company's initial assessment of weather
sensitivity was the calculation of therm consumplion per customer by rate class.
Tables 5 and 6 provide historical consolidated average sales per customer for
the residential and small commercial rate classes. This dala was separated by
division and recompiled. Originally, our intent was to use this information 1o
evaluate seasonal base load requirements. Eventually, usage levels per
customer per day for a given month were determined, and used in the analysis

of customer heat sensitivity.

The analysis of WFNG distribution system weather sensitivity indicated
significant sales variations that could be tlied to fluctuations in weather
conditions, specifically increases or decreases in Healing Degree Days. It was
apparent that the Transportation, Industnal, Interruptible and Large Volume
Commercial rate classes either did not exhibit substantial weather sensitivity or
were beyond the scope of the company's current technical review. The
residential and small commercial rate classes, however, appeared to be good
candidates for the application of a weather normalization tariff. The next step in
developing such a tanff was the selection of a computation methodology 10
quantify the effects of weather vanations on an individual customers bill




Il. Weather Normalization Methodology and Billing Procedure

The Overview section of this Appendix described the two basic types of weather
normalization adjustment clauses. Type 1 clauses apply the debit or credit
adjustment directly to a customers monthly bili during tiw revenue month in
which the weather variation occurred. The company'’s base rates do not change.
Type 2 clauses on the other hand aggregate the revenue deviations due 1o
weather in a special account. At the end of the winter an over or under recovery
rate adjustment filing is approved, and the new rate is billed in a future period

WFNG staff discussed weather adjustment tariffs and billing procedures with
several gas utilities across the country. The majority of these ulilities were
operating Type 1 clauses. We reviewed at length the Type 1 filings of Atlanta
Gas Light, Pennsylvania and Southemn, Corning Gas, Piedmont Gas, United
Cities and Public Service Company of North Carolina. In addition, the company
researched the Type 2 programs in place at Elizabethtown Gas and New Jersey
Natural Gas. Of particular interest was the weather normalization clause
implemented by Piedmont Gas in their South Carolina division  Originally
required to be filed as a Type 2 clause, the company and the PUC agreed lo
convert it to a Type 1 clause in 1995, citing ease of administration and greater
customer understanding as reasons for the revision.

The relative ease of administering @ Type 1 clause was obviously attractive to
the company. WFNG is a small LDC with limited resources. A primary
management objective for the  weather normalization project was the
development of an adjustment clause that required no new staff and no
significant modifications to exisling CIS billing software. In April, 1994, the
company converted its CIS, billing and accounting software to a standardized
package provided by OrCOM Systems, Inc. OrCOM is a software development
and support services company headquartered in Bend, Oregon. They specialize
in utility related software, and currently serve approximately 160 gas, electiric
and water utilities in the United States and Canada Attachment A provides
addition information on OrCOM Systems. The billing system purchased from
OrCOM by WFNG included a Type 1 weather normalization adjustment billing
procedure. Given the administrative burden of Type 2 clauses, and the fact that
the company already owned a Type 1 billing system, it was determined that a
Type 1 clause would be filed.

The OrCOM WNA billing software is currently used by several gas utilities
across the country (United Cities, Corning Gas, Pennsylvania and Southern)
The computation methodology and equalions used in the OrCOM software are
virtually identical to non-OrCOM based WNA clauses used by most companies
implementing Type 1 clauses (Atianta Gas Light, National Fuel Gas Distribution
Company, Consolidated Edison, Lone Star Gas, el al ). Attachment B provides a




general overview of the OrCOM WNA operational procedure as excerpted from

the OrCOM Customer Information System User Manual

The billing procedure we propose calculates a weather normalization adjustment
factor for each customer in the rate class. Most cuslomers in a given meter read
route or billing cycle will have the same adjustment factor since their melers are
read at essentially the same time of the month. However, for those customers
who are off-cycle for some reason (inaccessible meter, mid-cycle open or
closing accounts) OrCOM customizes the WNA factor to account for the specific
days in a given customers billing cycle. At the end of the billing period each
customer receives a bill that adjusts their payment amount to reflect the specific
weather conditions occurring during their billing cycle. To quantify the weather
conditions during a given billing cycle, OrCOM protocol requires that normal
heating degree days (NHDD) and actual heating degree days (AHDD) be input
into the billing system. A Type 1 adjustment clause, especially one thal
accounts for cycle billing, requires that AHDD be input into the billing system on
a daily basis. The company's procedure for the dally update of AHDD s

addressed later in this Appendix.

The WNA factor calculated by the OrCOM billing system equation is determined
by computing an individual customer’s increase or decrease in gas consumplion
based on the difference in AHDD vs. NHDD, and multiplying the adjusted
consumption volume by the applicable base rate. If AHDD are above normal the
WNA factor will be negative. If AHDD are below normal the WNA factor will be
positive. The WNA factor is multiplied by the customer's actual therm
consumption, increasing or decreasing their billing amount. The base rate used
in the calculation of a customer's bill is the Commission approved rate as

published in the company's tariff.

The WNA factor is not applied to conservalion recovery adjustments, flex rate
adjustments, purchased gas adjustments, taxes or ary other billing or
adjustments. The company has local control of the CIS software and billing
statement process. The initial establishment and periodic update of weather
data, rate files, and other inputs to the WNA equation are the responsibility of
the company and are subject to inspection and audit as appropriate. The
company’'s Information Systems and Biling Department will activate and
deactivate the WNA billing procedure in the appropriate months, as defined by
the tariffs applicability section.




The weather normalization adjustment faclor is computed to the nearesl one-
hundredth of a cent pe. therm by the fc'lowing formula:

(HSF! (NHDD - AHDD) )
WNAi = Ri (BLFi +(HSFi x AHDD)

Where:

i = the particular Rate Schedule to which the Weather
Normalization Adjustment is applied

WNAi = Waeather Normalization Adjustment factor for the 1 Rate
Schedule expressed in cents per therm

Ri - base rate less the cost of gas (Energy Charge) for the /
Rate Schedule approved by the Commission in the
Company's mosl recent base rate case.

NHDD = normal billing cycle heating degree days.

AHDD = actual billing cycle heating degree days

HSFi = heat sensitivily factor for the / Rate Schedule. HSF's
for the applicable Rate Schedules shall be as
identified in the tariff unless amended by the
Commission in a Relevant Rale Order

BLFi = base load factor for the | Rate Schedule. BLF's for

the applicable Rate Schedules shall be as identified
in the tariff unless amended by the Commission in a
Relevant Rate Order.

Ill. Weather Normalization Adjustment Calculation Factors

To produce a weather normalized bill, the OrCOM billing system requires the
input of four calculation factors, in addition to the standard billing inputs of
location, rate class and base rate. These factors as identified in the WNA
equation above are: Normal Heating Degree Days (NHDD), Actual Healing
Degree Days (AHDD), Heal Sensitivity Factor (HSF), and the Base Load Factor
(BLF). The bulk of the time devoted to producing this tariff has been spent
developing these factors. This section of the Appendix is intended to provide a
general overview of the company's development process and the rationale for
the specific calculation factors included in the tariff.
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Normal Healing Degree Days (NHDD

NHDD are based on an accumulation of temperature data for a particular
location over a given period of time. The daily high and low lemperature
recordings for the localion are converted to degree days The recorded degree
days are arithmetically averaged over relatively long periods, typically thirty
years, to dernve normal heating degree days. Defining an approprizte NHDD
level in the billing system is critical as the normals serve as the baseline for
quantifying weather flucluations, and have a significant influence on the billing
adjustment amounts. The OrCOM billing system requires that the company
identify NHDD for each day of each month that the WNA tariff is applicable.
Tariff applicability is defined as the revenue months of November through April.
Since WFNG bills on a revenue month basis consistent with defined meter read
routes, it was necessary to develop NHDD for each day in the months of October

through April.

The company and the Commission staff spent a great deal of time mulually
researching and debating the sources of weather data. Several years ago the
company had identified NOAA weather stations in both of its operating divisions
A ten year data base of HDD had been accumulated from the Bay County Water
Treatment Plant (NOAA Station ID # 08-6842-1) and the Ocala Water Trealmen!
Plant (NOAA Station # 08-6414-3). While the ten year data was judged by the
company to be insufficient for the determination of long-term NHDD, it pointed to
a potential source of appropriate data.

The water treatment plants reported daily temperature data o NOAA's National
Weather Service. The company requested thirty years of HDD data from NOAA
We were able to obtain daily minimum and maximum temperature data for
Panama City and Ocala for the period 1969-1994 Subsequently, temperature
data for 1995 was obtained. Attachment C, NOAA Temperature Data for Panama
City, contains the actual climatolgical observation data sheets provided to the
company by NOAA. Attachment D provides the same intormation for Ocala
Company staff converted the temperature dala to degree days. A Microsoft Excel
spreadsheet was used to create a HDD data base and derive the daily normals
for both divisions over a twenty-five year period. Attachments C-1, Section One
and D-1, Section One provide the company's twenty- five year HDD calculations
The company's initial calculations and testing were based on these normals.

Early in the development of the tariff WFNG included the Commission staff in its
deliberations over the appropriateness of the NOAA weather dala. The company
and staff shared two common goals. First, all the weather data (normals and
actuals) should be provided by an unimpeachable, qualified third party. Second,
the base data should be auditable and accessible to the Commission directly
from the source. Over the course of several months a number of weather dJata
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options were explored. Ultimately, the company agreed to use degree day dala
from the Climate Interactive Rapid Retrieval Users System (CIRRUS). CIRRUS
is headquartered in Columbia, South Carolina at the Southeast Regional Climate
Center of the South Carolina Water Resources Commission, and is a NOAA
affiliated agency. The NOAA weather dala collected at the local water treatment
facilities forms the basis for the CIRRUS HDD data. CIRRUS subjecls the data to
a quality control process designed to correct recording mistakes and other
errors. CIRRUS offers a subscription service and is accessible on the Internet
The company subscribed to the service.

A delailed review of the CIRRUS dala indicated some irregularities that had to
be resolved. The company aggregaled degree days on a fiscal year not a
calendar year. The CIRRUS data is truncated, which necessitated that the actual
degree days used lo develop HSF's and BLF's also be truncated Additionally, a
procedure to truncate AHDD input 1o the billing system was required. The
Commission staff was interested in identifying potential differences in the base
data recorded at the water treaiment plants and the data reported by CIRRUS
The company provided to the Commission its spreadsheet database of NOAA
daily temperature recordings from the water plants and the corresponding HDD
calculations. A comparison of this dala and the CIRRUS reports indicated no
material differences. Also resolved were periodic gaps in the reported data
Throughout this process several conference calls were held, with Milt Brown at
CIRRUS, Bill McNulty of the Commission staff and several company

representatives participating

Attempts to establish acceptable degree day normals began with an effort to
obtain valid degree day actuals for a thirty year period Attachment E provides
thirty years of CIRRUS actual heating degree day data for Panama City. The
CIRRUS data includes missing AHDD values for the 1965-1971 period
However, daily minimum and maximum temperalure data was available from
CIRRUS for earlier periods. CIRRUS utilizes the NOAA weather stalion
temperature observations as its base data. The missing years of Panama City
AHDD data werc calculated by the company using the NOAA temperalure data
referenced in Attachment C, and four years of lemperalure data(1965-1968)
obtained from CIRRUS. The CIRRUS temperature data is included in Section 2
of Attachment C-1. Section 3 of the same Attachment provides the degree day
conversion of the CIRRUS temparature data. The AHDD's calculated by the
company were truncated to match the twenty-five year CIRRUS AHDD data.

Attachment F provides thirty years of CIRRUS AHDD's for Ocala. The Ocala
data was available from CIRRUS for the full thirty year period, however, there
were several gaps in the data. Over the course of the thirty year period, a
number of days, occasionally a full month of data, were missing. The company,
working with Commission and CIRRUS staff, recalculated the missing degree
days using the base temperature data available from the NOAA weather station
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in Ocala. As with the Panama City data, the missing degree day values were
calculated by the company using NOAA and CIRRUS temperature data for the
missing periods. The NCAA temperature data is referenced in Attachment D
The CIRRUS temperature data is included in Section 2 of Attachment D-1

Section 3 provides the degree day conversions of the CIRRUS dala.

Normal heating degree day data s available directly from CIRRUS The
company extracted thirty year average heating degree day data from the
CIRRUS database for Panama City and Ocala. The thirly year period extends
from July, 1965 through June, 1995, Attachment G provides the CIRRUS thirty
year NHDD for Panama City. The CIRRUS NHDD dala for the Ocala division
was incomplete. The reporied totals were significantly lower than expected. The
company, working with CIRRUS and Commission staff, conducled a detalled
review of the Ocala normals. It was determined that the missing data identified in
the effort to obtain actual degree days was affecting the Ocala normals. It was
agreed by all parties that the company would replace the missing data with the
AHDD recalculated from the NOAA base lemperature data, as described in the
previous paragraph. Attachment H provides the corrected thirty year NHDD for
Ocala. Attachment | provides the spreadsheet that derived the missing data
recalculations for Ocala. The thirty year normals were determined to be 1543
HDD for Panama City and 858 HDD for Ocala.

The OrCOM weather normalization billing system requires that NHDD be input
for each day of the normalization period (revenue months of November through
April). Table 12 and Table 13 display annual NHDD by day for Panama City and
Ocala, respectively. The data from these Tables will form the NHDD database in
the OrCOM system. Each year the NHDD will be updated in OrCOM to reflect
the rolling thirty year normals, The procedure 1o accomplish this update 1s

discussed later in the appendix.

Actual Heating Degree Days (AHDD)

AHDD measure the actual difference between 65 F and the average recorded
temperature for a given twenty-four hour period. The identification of AHDD was
important to the development of the tariff in three ways. First, the thirty year
accumulation of AHDD form the basis for establishing the normal heating degree
days discussed in the preceeding section. The methodology outlined above
discusses the deliberations that resulted in the use of CIRRUS AHDD weather
data. Second, after determining historical AHDD it was possible to maltch the
degree days 1o a billing cycle meter read schedule and produce "Salcs Degree
Days", necessary in analyzing heat sensitivity and base load. Third, AHDD are
required as daily inputs to the OrCOM customer billing svstem.

The sources of the temperature data used by CIRRUS to produce AHDD are the
NOAA weather observation stations located at the Bay County Water Treatment
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Plant and the Ocala Water Treatment Plant. The temperature recordings from
these stations will also be used to calculate the AHDD required for the daily
input int the billing system The ccmpany has formalized an arrangemeni with
both weather slations to provide daily temperature recordings by fax
transmission to the WFNG Panama City office.

The company's Gas Management Depariment staff (Russ Hall) will be
responsible for converting the temperature data to HDD. The WFNG [nformation
Systems and Billing Department will be responsible for entering the daily AHDD
into the billing system. The HDD data will be checked for reasonableness to
eliminate obvious recording errors. The company has access 10 several other
weather data sources which can be used to cross-check the local data. If an
obvious irregularity in the data is identified, the company will contact CIRRUS
directly. Milt Brown at CIRRUS has agreed (o assist in resolving any difficulties
the company might experience in obtaining valid temperature data, or n
identifying appropriate data substilutions from neighboring stations if a daily

report i< not available.

The company's gas management staff will maintain hard copy records of the
daily temperature recordings received by fax from the Ocala and Panama City
NOAA weather stations. If daily HDD are received from CIRRUS to replace
missing or irregular local dala, the CIRRUS information will also be retained.
The temperature readings and the resultant HDD calculations will be maintained
in an Excel database. All of the AHDD records, including a copy on disk of the
Excel database, will be available for Commission inspection and audit.

Heat Sensitivity Factors (HSF) and Baseload Factors (BLF)

In concept, developing a weather normalization adjustment is relatively
straigttforward. There are three fundamental steps One, quantify the variation
in temperature from normal levels over a given pariod of ime. Two, determine
the inzrease or decrease in a customer's gas consumplion resulting from a
change in weather conditions. And three. eliminate from the adjustment the
amount of gas the customer uses for non-weather sensitive purposes. The
weather data discussed above allows temperature vanations to be quantified,
satisfying step one. The remaining steps are addressed in the WFNG
meth.ocdology by determining heat sensitivity factors (HSF) and base load factors

(BLF) for the applicable rate classes.

The calculation method selected to evaluate heat sensitivity also produces base
loads. The company reviewed several methods of computing both HSF and BLF
Ultimately, a series of least squares regression calculations were performed that
correlaled therm consumption per customer to heating degree days. Separate
calculations were performed for each rate class using consumption and weather
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data appropniate for the respective customer class. The output coefficients of
these regressions defined the HSF and BLF

The initial regressions were produced on Excel However, limitations in output
diagnoslics, statistical testing, graphics production and forecasling capabilities
lead to a review of other software. The company identified a software package
(Forecast Pro) that appeared appropriate for a variety of forecasting and
statistical analysis aclivities, including the development of coefficients for therr
weather normalization program. WFNG purchased the Forecast Pro software
from Business Forecast Systems, Inc, 68 Leonard Street, Belmont, MA, 02178

Forecast Pro produced the regression coefficients which defined the HSF and
BLF for each rate class. The company elected to use this software package for a
number of reasons. The diagnostic features inherent in the software were useful
in analyzing the validity of the coefficients produced by the company’s models
The graphics capability clearly indicated historical data anomalies that required
research and adjustment. Use of the model also allowed the company to
backcast consumption levels as predicted by the regression coefficients. The
results of these backcasts were compared to actual historical data as a means of
measuring the reliability of the coefficients. In addition, the software is useful in
predicting customer growth, supply requirements and other business forecasting
applications not directly related to weather normalization

As noted above, the company was interested in identifying heat sensitivity for
the residential and small commercial rate classes in both of its operating
divisions. The seasonal consumplion patterns earlier identified in Tables 7-10
required quantification on a per customer basis. The heat sensitivity factor used
in the OrCOM billing system would need to predict therm consumption increases
or decreases for a given customer in a respective rate class, based on changes
in heating degree days. For the purposes of the regression analysis, a change In
consumption during the winter period could be defined 4s dependent on
changes in an explanatory or independent variable, the weather as identified by

HDD.

A dynamic regression procedure produces an equation thal models the
relationship of the dependent variable (in this case therm consumption) to its
own past and that of the explanatory variable (in this case HDD). Historic values
for both the dependent and independent variables must be provided as inputs to
the model. Statistical forecasting techniques project fulLre occurrences by fitting
quantitative models to statistical patterns from the past. Historic records of the
variables to be forecast are critical to the output. In general, forecast accuracy IS
dependent upon the degree to which the model can detect and extract statistical

patterns from the historic data
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If the model is used for forecasting purposes, a forecast of the independent
variable is also required. Since the company was backcasling over a defined
historical period with known weather variables, no independent vanable (HDD)
forecast was necessary. This point is worth restating. The Forecast Pro
regression calculations were used 10 produce the HSF and BLF coefficients. In
periods of abnormal weather these coefficients are used in the company’s billing
system to estimate consumption levels that would have occurred under normal
weather conditions. Forecast Pro was useful in reviewing the accuracy of the
coefficients developed by the model in predicting consumption over an historic
period where weather and actual consumption levels are known,

A separate regression model was developed for each rate class in each of the
company's operaling divisions. The historical data used in the regressions were
imported into Forecast Pro from an Excel database The historical data included
the two terms critical to the regressions: the Actual Sales Degree Days (the
independent variable) and the Use per Customer per Day (the dependent
variable). The Forecast Pro regressions correlate these lerms over the historical
period. The output coefficients for the variable terms from the respective models
form the basis for determining the resulting HSF's and BLF's.

Attachments J, K, L and M provide three items important in understanding the
regression calculations performed by the company.

1. The regression analysis summary results and diagnoslic statislics.
2. The Excel spreadsheets containing the company’s historical data.
3. Graphs of the actual and predicted use per customer curves.

Attachment J includes each item for the Panama City residential rate class,
Attachment K the Panama City small commercial rate class, Attachment L the
Ocala residential rate class; and Attachment M the Ocala small commercial rate

class.

A review of the Excel spreadsheets titled * Data Input For Linear Regression’
provides insight into the methodology used to produce the HSF's and BLF's. The
following discussion outlines the major steps in developing the data inputs for

the regression calculations.

Forecas! Pro requires at least two years of data 1o build a seasonal model.
Obviously, a minimum of two samples for each month are needed (o
distinguish seasonality from one time irregular patterns. Three or more years
are preferred. The company used five fiscal years (1991-1995) of hislorical
data in ils residential regressions, and three fiscal years (1993-1995) of data
in the small commercial regressions. Data for the small commercial rate class
does not exist prior to July, 1992, the date the class was created. All of the

data was compiled on a fiscal year basis.
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Therm consumption data from Tables 7-10 was compared lo the customer
data from the same Tables to derive monthly use per customer. The
consumption data in the Tables were compiled from sales statistics reporls

for a given revenue month

The consumption data records for the residential and small commercial rate
classes were not available on a calendar month basis due to the effeclts of
cycle billing. Conversely, the HDD data was reported by calendar month. A
method of matching the sales and HDD data over the same period was
needed. As described above, the company had compiled daily weather data
for the past thirty years to develop normal HDD. The actual HDD for the past
five fiscal years in both Panama City and Ocala were extracted from the
database. Attachments N and O include the CIRRUS AHDD for these five

fiscal years

The company's revenue months are defined by its billing cycle periods. A
billing cycle is a collection of meter reading routes, generally grouped by
geographic location. The routes within a cycle are read on a monthly
schedule. There are seventeen billing cycles in the Panama City division
(cycles 1-17), and thirteen billing cycles in the Ocala division (cycles 51 -63).
Tables 14 and 15 provide the FY 1996 meter read schedules for the
respective divisions. An average number of meter read days for each month
was delermined based on the 1996 schedule. Since there is little variation in
the read schedule from year to year, the 1996 schedule was used to
represent meter read days for each of the historic years. The MIZJ column on
the data input sheet in Attachments J - M displays a repeating pattern for

each fiscal year.

The AHDD for each day over the five year period were compiled in an Excel
spreadsheet. The AHDD were then matched to the actual days in a billing
cycle based on the meter reading schedule. The resultant degree days were
termed “Actual Sales Degree Days” because they corresponded to the period
over which the therm sales occurred. Tables 16-20 display ASDD in the
Panama City division for the 1991-1985 fiscal years Tables 21-25 display

the same data for Ocala

The ASDD total for each month was divided by the average number of meter
read days for the month to establish a daily average SDD total. These totals
are labeled SDDPMRD on the data sheets. The SDDPMRD is the
independent variable in the regression calculations.

The monthly therm sales per customer was also divided by the meter read
days for given months to derive a daily use per customer. These totals are
labeled UPC on the data sheets. The UPC is the dependent variable in the
regression calculations.
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Regression models are typically built in a series of iterations. An initial model is
construc'ed, generally with a limited number of terms. The model .5 diagnosed
and variables are added or subtracted to improve its performance. The company
produced over one hundred regression calculations in reviewing the residential
rate classes, each with a different set of variables Approximately sixty
regressions were performed on the small commercial rale classes These
iterations were conducted in an altempt to improve the historic fit of the model in
relation to actual data. The addition of terms to null out or smooth anomalies in
the base use per customer datla was effective in improving overall model
statistical performance. However, the company was concerned that it was unable
to appropriately explain several of the variable terms.

The historic data exhibited certain months where sales volumes increased or
decreased al rates inconsistent with the degree days. Most of these events were
easily explained (the annual spring break; billing delays during the July, 1994
CIS conversion). Some were not. The company recognized that some of the
historiral data inconsistency, especially in the Ocala division, was attributable 1o
past (but since corrected) irregular meter read schedules. Other The company
and the Commission staff separately analyzed the sensitivity of the HSF's and
BLF's produced by the regression coefficients. It was determined that the
change in the coefficients resulting from the slatistical improvement in the
models was not significant. In short, the impact on a customer’s billing
adjustment was minimal. Therefore, the regressions produced by the company
include a minimal number of regressors and minimun efforts to clean-up the

historical data

The Fecrecast Pro regression outputs and diagnostic statistics are included n
Attachments J - M. The adjusted R-squares for the residential rate classes are
in the high ninety percent range. In contrast, the small commercial classes have
an adjusied R-square in the low eighty percent range. The historical commercial
data is more irregular than the residential data In part, this can be explained by
the lack of homogeneity in the commercial class compared to the residential
class. The usage characleristics of commercial customers are diverse and
therefore difficult to model with precision. In addition, only three years of
historical data on the small commercial class was available (0 the company.
Nonetheless, given the minimal impact on customers of small changes in the
HSF's and BLF's, the coefficients are appropriate for weather adjustment

purposes.
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The following calculations utilize the regression outputs to proauce the HSF and
BLF for each rate class in both divisions

Panama City Residential
Attachmen

» Average meter read days per cycle (MRD) = 30.6

Constant coefficient from the regression =0 4590
SDDPMRD coefficient from the regression =0.1099

« Baseload Factor = Constant x MRD (0.4590 x 306 = 14.05)
« Heat Sensitivity Factor = SDDPMRD coefficient (O 1099)

Panama City Small Commercial

Attachment K

« Average meter read days per cycle (MRD) = 30.6

Constant coefficient from the regression = 9.7769
SDDPMRD coefficient from the regression = (048715

« Baseload Factor = Constant x MRD (9.7769 x 30.6 = 299.17)
« Heat Sensitivity Factor = SDDPMRD coefficient (0 4872)

Ocala Residential

Attachment L
« Average meter read days per cycle (MRD) = 30 85

Constant coefficient from the regression =0.5373
SDDPMRD coefficient from the regression = 02346

« Baseload Factor = Constant x MRD (05373 x 30 85 = 16.58)
Heat Sensitivity Factor = SDDPMRD coefficient (0.2346)
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Ocala Small Commercial

Attachment M

« Average meter read days per cycle (MRD) = 30.85

Constant coefficient from regression =9314
SDDPMRD coefficient from regression = 0.7884
Lag Variable coefficient from regression (UPCI-1] =0.31099
Last Use Per Customer data point from input data = 13.178

. Baseload Factor = (Constant + UPC[-1] x LUPC) x MRD
(9.314 +0.31099 x 13.178) x 30.85 = 413.91)
« Heat Sensitivity Factor = SDDPMRD coefficient (0.7884)

Note: This regression included a lagged variable, UPC[-1], that impacts the
entire data set The lag variable indicates that the previous month's Use Per
Customer has an effect on the current month's Use Per Customer. The Baseload

Factor has been adjusted accordingly

IV. Test of Customer | em Billing Procedure

As previously noted, the company’'s OrCOM Customer Information System
includes a weather normalization billing component. The company’s Information
Systems and Billing Department was charged with the task of tesling the OrCOM
weather normalization billing protocol. Steve Overstreel, IS Director for the
company, developed a test plan to accomplish the following objectives

« Ensure the weather normalization component originally purchased
with the OrCOM billing software was fully operational, and compatible
with the current updated versions of the company's billing software.

« Develop a clear understanding of the procedures required to activate
and maintain weather normalization as a standard functipn in the
company's monthly billing process

e Produce test runs that enable the company 1o conduct a process
review of the required billing procedures, examine sample bills and
identify the content and quality of report data available on weather
normalization from the OrCOM system.

Mr. Overstreet spent a considerable amount of time working directly with OrCOM
software engineers and training specialists (o develop an understanding of the
weather normalization component. He conducted two independent tests of the
software. The first utilized a test data base function that is a standard fealture in

the OrCOM billing system. OrCOM provides the ability to extract a small number
of files (fifty is typical) from the exisling active customer data base. These files
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can be copied and used to test billing system changes and Irain system users
without affecting the active customer files. Several such tests were conducted to
ensure thal we undersiood the mechanics of the wealther normalization

procedure, and that it, in fact, worked.

A second test, significantly more involved than that described above, was also
conducted. The company was interested in tesling weather normalization on a
sel of its historical files. In addition, we desired to lest a larger data sel
encompassing an entire month of actual meter readings. Mr. Overslreet
contracted with OrCOM to develop this test The company paid OrCOM
$3000.00 to produce the lest software, and assist in running the test procedures
The test was designed to implement weather normalization for the month of

January, 1995 in the Panama City residential rate class

The OrCOM software allowed us to exiract the historical data files and simulate
weather normalization procedures. The company was able to gain insight into
the system, print sample billings, and pioduce the standard reports that
summarize the effects of weather normalized billing on our customer base
Utilizing the query function in OrCOM, we were also able to develop and test
cuslomized reports. In addition, this lest allowed us to compare lhe revenue
effects of weather normalization as produced by the biling system lo those
produced by our internal spreadsheet calculations. We were able to validate the
spreadsheet computations, and gain confidence that our forecasts of revenue
impacts were accuralely predicting results within reasonable variances of actual

results.

The company's test projects confirmed thal the billing system now in place at
West Florida Natural Gas will produce a weather normalized bill. The
procedures to implement weather normalization, and seasonally terminate i,
have been identified. A review of the customized porlions of the company's
billing code has been compleled lo ensure complete compatibility with the
standard weather normalization component. The reports available through the
system have been shared with Commission staff. A group of the basic monthly
billing reports summarizing weather normalization activity for the Panama City

residential test is included as Attachment P.

V. Projected Company and Ratepayer Impacts

The company produced several anglyses of the potential effects of implementing
weather normalization. A series of spreadsheet models were developed o
calculate both margin revenue and customer billing impacts. The models utilize
the Heat Sensitivity and Base Load Factors developed by the regression
calculations described earlier. The revenue month weather normals were
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derived in manner consistent with the development of Actual Sales Degree
Days. Tables 26 and 27 provide normal heating degree days by meter read
cycle for each division. The computation tormula in the models is idertical to the
weather normalization formula prooosed in the company's lariff rider. The
models computations are not as sophisticated as those in the OrCOM billing
system. The models are unable to malch revenue months and degree days with
the exactness of the OrCOM system. However, the use of actual and normal
Sales Degree Days over a revenue month billing period in the model has

eliminaied much of the variability.

The models were used to backcasl weather normalized margin revenue and
customer billing impacts for the past two fiscal years and forecast potential
impacts for the current year. The following information summarizes the results of
these analyses. Actual to normal weather comparisons are provided. The
Revenue Adjustment category is the company’'s margin revenue increase or
decrease as the results of weather normalization. This data is presented by rate
class for each Division. The Average/Customer calegory is the total per
custorer billing amount increase or decrease related lo weather normalization
for the entire year. It represents the net billing amount per customer for the six
months weather normalization billing is active. An average monthly billing
amount can be determined simply by dividing the Average/Customer category by
six The Attachments referenced below provide the aclual calculations, including
monthly totals for margin revenue and average customer bill adjustments. The
analyses project gross margin effects and do not account for tax effects on the

company.

Backcast with Actual Weather FY 1994-95

Attachment Q

This analysis looks back at the 1994-95 Fiscal Year and evaluates what would
have cecurred if the company had implemented weather normalizer rates for the
residential and small commercial classes during that period Weather conditions
were apgroximately 17% warmer than normal which would have resulted in the

company collecting an additional $295,910 in margin revenue

« Actual Weather Panama Cily 1337 QOcala 651
+ Normal Weather Panama City 1543 Ocala 858
Panama City Ocala Consolidated
Residental 5106410 $687 $148,423 $1509 5254833 $11.15
Small Com $ 20,466 $1523 $ 208M $2554 3 41097 $1638
Total $120.876 $169,0%4 $205930
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The backcast analysis also allowed the company to compare the actual therm
consumption for the affected rate classes with the consumption predicted by the
weather narmalization factors. The actual annual consumplion fof FY 1994-95

varies 1% to 4% from the forecast consumplion

Backcast with Actual Weather FY 1995-96
Attachment R

This analysis looks back at the 1995-96 Fiscal Year and evaluates what would
have occurred if the company had implemented weather normalized rates for the
residential and small commercial classes during that period. Weather conditions
were approximately 33% colder than normal which would have resulted in the

company refunding $604,590 in margin revenue.

+ Actual Weather Panama City 1979 Ocala 1219
« Normal Weather Panama City 1543 Ocala 858
Panama City Ocala Consolidated
Revenue Adl. Avp/Customer Revenve Adi  Avp/Customer Reverwe Adl  Avo/Cusiomer
Resdential ($235,244) (314 63) (5256,754) (326.91) ($521,908) {$19 B3)
Small Com ($ 44170) (532 66) (§ 38.422) (345 54) (3 82,502} (%38 33)
Total ($279.414) ($325,176) {$604 590)

As noted above, the backcast analysis allowed the company 0 compare the
actual therm consumption for the affected rate classes with the consumption
predicted by the weather normalization factors. The actual annual consumption
for FYY 1995-96 varies 1% to 12% from the forecast consumption

Forecast FY 1996-97
Attachment §-1,2.3

This analysis looks forward at the 1996-97 Fiscal Year and evaluates what may
occur if the company implements weather normalized rates for the residential
and small commercial classes. Three forecasts were prepared, analyzing three
potential weather conditions. The first analysis (Attachment S-1) assumes
normal weather, and produces no revenue adjustment. The model correctly
displays that effect. The second analysis (Attachment S-2) assumes weather
20% colder than normal, which would result in the company refunding $374,479
in margin revenue. The third analysis (Attachment S-3) assumes weather 20%
warmer than normal, which would result in the company billing an additional
$374,479 in margin revenue. The following chart displays the results detailed in
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Altachment S-2 (20% colder weather). The results for Attachment S-3 (20%
warmer weather) are identical in amount, the obvious exception being the
amount is billed inslead of refunded

« Normal Weather Panama City 1543 Ocala 858

« 20% Colder Panama City 1852 Ocala 1030

+ 20% Warmer Panama City 1234 Ocala 687

tS- o rmal
Panama City Ocala Consolidated
Revenue Adi  Ava/Customer  Revenue Adi  Avo'Cusiomes Aevenue Adl  Avg/Cuslomer

Resmentul ($179.334) {510 85) (5142.677) {31299) ($322.011) {511 85)
Small Com {$ 33,352) (32423) (% 19,1186) (521 92) 1§ 52,468) (525 75)
Tolal (5212.686) {$161,793) {5374 479)

Earnings and Rate of Return Impacts

In addition to the revenue impact analyses described above, the company
performed several high level reviews of the overall effecls of weather
normalization on earnings and rates of return. The results of these computations

are summarized in Attachment T.

VI. Implementation and Administrative Issues
Reporting Requirements

Attachment P includes the standard weather normalization billing reports that the
company will produce each month. All of these reports will be maintained on file,
and can be provided to the commission at any time. The reports include
summary stalistics by rate class for each division on the following items:

Total WNA accounts billed.

Number of estimated, minimum and closing WNA bills.

Total WNA therms billed.

Cuslomers, therms, revenue and WNA factors by billing cycle.
Actual Healing Degree Days.

Normal Heating Degree Days.

Meter Read Dales.
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Number of days in the Hilling period.
Heat Sensitivity Facters.

Base Load Faciors.
Customers. therms, WNA factors and amounts billed off cycle

The company will incorporale revenues resulting from the Rider in its quarterly
Earnings Surveillance Reports. These revenues will be reported In the same
manner as the company's Firm Rate Adjustment revenues. The company s
earnings for Surveillance Report purposes, including the Return On Equity
calculations, will be computed with and without weather normalization revenues
Accompanying each Surveillance Report will be a separate report detaling
customer numbers, sales volumes, revenues, actual heating degree days and
normal heating degree days for each month of the quarterly reporting cycle. This
data will be provided for both company divisions and on a consolidated basis

The report query function in the company's OrCOM CIS package provides
substantial flexibility to develop customized data inquiries. Should the
Commission require information that is not included in the standard report
featlures described above, the company may be able to provide it through the

query function.

Annual Normal Healing Degree Day Adjustment

The company proposes to maintain thirty year rolling average NHDD totals for
Panama City and Ocala. At the end of each company fiscal year, NHDD totals
for the preceding twelve months will be extracted from the CIRRUS data base as
described on page 13 of this Appendix. The existing NHDD data base contained
in Attachments G and H will be updated The new NHDD will be added as year
thirty in the data base and the exising year one data will be deleted. The
company will file with the Commission the updated NHDD totals, along with a
copy of the CIRRUS data and the company's calculations. The updated NHDD
will be submitted to the Commission no later than sixly days prior to the
beginning of the next weather normalization pilling period (Submittal prior to
September 1st, with the WNA period beginning with the revenue month of

November)
Annual HSF and BLF Adjustment

Al the end of each fiscal year the company will tabulate the actual therm
consumption and number of customers per rate class This dala, along with the
annual HDD update, will be used lo recalculate the regressions thal derive
HSF's and BLF's for each rate class. The recalculation of the adjustment factors
will be conducted according to the process identified in Section Il of this
Appendix. The updated factors will be provided to Commission staff for review
no later than August 1st of each year. If an adjustment to the existing factors in
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the tariff rider is necessary, the company will file tanff revisior.s no later than
September 1sl.

Annual Validation of NOAA and CIRRUS AHDD

It is the company's intent to validate the AHDD on a daily basis, as described on
page 14 of this Appendix. However, as an additional verification of the dala
quality, at the end of each fiscal year the company will obtain the official
CIRRU3 AHDD and compare the totals to those used in the OrCOM billing
system. It is unlikely any significant differences will be identified. The
Commission staff compared the CIRRUS "quality controlled” AHDD with the
HDD derived from the NOAA temperature data over a thirty year period. After the
NOAA data was truncaled, the variation was substantially less than one per
cent If € monthly variation above two per cent is identified, the company will

notify the Commission.

Customer Notification

The company plans to prepare and distribute a bill stuffer explaining the weather
normalzation tariff rider. The bill stuffer is scheduled to appear in the Getober,
1996 hillings. In addition, a shorter explanation of weather normalization will
appear as a message on the bills in November and December. A training
program for all of the company’s customer service representatives is scheduled

for September, prior to the October bill sluffer.

ustomer Bill F al

Attachrient U provides several examples of the company's current bill format
with the inclusion of a weather normalization line item These bills were printed

during the OrCOM system test described earlier
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west Florida Natural Gas Company

Altacty wni 5-2
Ocala Division
Projected Weather Normalization Impacts to Base Rate Margin Revenue
20% Coilder Than Normal Weather Forecast
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Projected Weather Normalization Impacts to Base Rate Margin Revenue J
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West Florida Natural Gas Company Anachmers 5.3
Ocala Division
Projecte<d Weather Normalization Impacts o Base Rate Margin Revenue
20% Warmer Than Normal Weather Forecast
Fiscal Year 1996-97
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Wes! Florida Natural Gas Company Atachment 5.3 .

Panama City Division .

Projected Weather Normalization Impacts to Base Rate Margin Revenue '
20% Warmer Than Normal Weather Forecast
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West Florida Natural Gas Company
Weather Normalization Impacts To Rate Of Return

Fiscal Year Fiscal Year
1894 1995

Average Rale Base® 20,143,593 22,054,582
NOI* 2,239,130 1,841,323
Average Rate of Retumn* 11.12% 8.80%
PSC Max Allowable Rate of Retum 10.38% 9.84%
WNA Margin Revenue Adjustment (78.759) 285911
WNA Tax Effect Revenue Adjustment (48.689) 182,932
NOI with WNA Adjustment 2,190,441 2,124,255
Rate of Retumn with WNA Adjustment 10.87% 9.63%

* Average Rate Base, NOI, and Rate of Retumn are PSC Adjusted
=* Estimated results thru February 1996

Attachment T

Fiscal Year
1666 =

22.409.713

2,083,368
9.21%
9.56%
(355,907)
(220,022)

1,843,348
8.23%
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