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Application for Recovery of Natural Gas Costs   

 

Recommendation 

 

SaskEnergy buys natural gas on the open market on behalf 

of its 319,500 customers.  Aligning itself with standard 

regulatory practice, SaskEnergy is to pass on the cost of 

gas to customers at the same price it pays suppliers for the 

gas.  Over this past summer the market price of natural 

gas reached record levels.  Through its price risk 

management plan, SaskEnergy has been able to reduce the 

impact of higher costs to the end of October, however, 

forecasted gas costs starting in November are considerably 

greater than its current commodity rate.   

 

This rate application is designed to: 

1) Increase the commodity rate to recover higher costs of 

gas for the period November 01, 2005 to October 31, 

2006 resulting from higher future prices, and 

2) Recover from customers the deficit projected in the Gas 

Cost Variance Account at the end of October 2005. 

 

The recommended Gas Consumption Charge is 

40.39 cents per cubic metre effective November 1, 2005. 
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1. Forecast Cost of Gas Sold 
 
1.1 Introduction 
 

SaskEnergy provides delivery service and gas supply service to its customers; 
 
Delivery Service 
 
SaskEnergy arranges storage and transportation and provides all distribution facilities and 
operations necessary for delivery of natural gas to customers on a firm and continuous 
basis throughout the year. 
 
Gas Supply Service 
 
Gas Supply Service is the supply of the commodity.  All customers, including residential 
and farm customers, have the option to purchase their gas supply from a seller other than 
SaskEnergy.  Gas Supply Service is provided to customers who purchase their gas supply 
from SaskEnergy. 
 
Full Service 
 
The provision of both services to a customer is known as full service.  The relationship of 
services and the rates are illustrated as follows: 
 

  
When Sa
customers
commodit
notional p
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skEnergy’s bundled service was split into Delivery and Gas Supply for all 
 in September of 1998, SaskEnergy had to choose a common reference point for 
y pricing purposes.  The common reference point is the TransGas Energy Pool, a 
oint that all buyers and sellers of gas in Saskatchewan can access. 
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This rate application is for the Gas Consumption Charge only.  The Gas Consumption 
Charge includes all costs of obtaining gas at the TransGas Energy Pool (TEP).  Gas can be 
purchased directly at TEP from gas producers or marketing agents.  Gas can also be 
purchased from gas producers at the wellhead.  In addition to the “raw” cost of the 
commodity, the Gas Consumption Charge includes administrative costs of acquiring the 
gas and financing of gas inventory in storage. 

 
SaskEnergy designs its commodity rate to recover from customers the cost of the gas 
supply that SaskEnergy purchases for its customers.  This rate application is designed to: 
 

1) recover the cost of gas on a go-forward basis, and 
2) recover from customers the deficit projected in the Gas Cost Variance Account at 

the end of October 2005. 
 

1) Cost of Gas Sold – the commodity rate is intended to recover the cost of gas sold over 
the forecast period.  The Cost of Gas Sold is the expected cost per unit at the time the 
sale occurs.  The components of Cost of Gas Sold are:  

 Cost of Purchase Gas – costs to buy natural gas on the open market, purchased 
in energy units called a gigajoule (GJ).  The amount to be purchased is based on 
expected consumption by SaskEnergy customers, given normal weather. 
 

 Transportation – cost to move natural gas from the producing gas fields in 
Alberta and Saskatchewan to the TransGas Energy Pool.   
 

 Natural Gas from Storage – gas is purchased and injected into storage during 
the summer and subsequently withdrawn and sold during the winter months.  
Since this gas is purchased and then stored, the price is fixed prior to any of it 
being sold.  The weighted average injection price is calculated, and the gas is 
subsequently sold at cost to customers during the winter, regardless of the market 
price of winter gas. 
 

 Cost of Internal Usage – represents the natural gas consumed by SaskEnergy 
within the gas distribution system in order to provide delivery service.  The costs 
are included in the Cost of Gas Sold calculation and subsequently allocated from 
commodity to delivery operating expenses and recovered through delivery rates. 
 

 Operating Expenses – consist of direct operating costs, overheads, capital related 
costs , bad debt expense and inventory carrying costs related to the acquisition of 
gas supply. 

 
2) Gas Cost Variance Account – an accounting mechanism which tracks differences 

between the actual cost of gas and the revenues from the commodity rate.  This account 
ensures that customers will ultimately pay the exact cost of acquiring the natural gas 
supply. 
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1.2 Summary 
 

The cost of gas sold for the period November 01, 2005 to October 31, 2006 is forecast to be 
$554.4 million.  Schedule 1.0 illustrates the key cost components, which are discussed in 
sequence as follows. 

 
1.3 Cost of Purchase Gas  
 
 The cost of purchase gas for November 01, 2005 to October 31, 2006 is forecast to be 

$608.3 million for 54.2 million gigajoules as shown on Line 4, Schedule 1.0.  This 
represents SaskEnergy’s gas purchase contracts including the results from the gas price 
hedging program. 

 
The majority of SaskEnergy’s gas purchase contracts are price indexed contracts whereby 
the price paid by SaskEnergy fluctuates with the market.  The prices are established 
monthly, and therefore subject to change, up or down, on a monthly basis.  SaskEnergy has 
a gas price hedging program to help minimize price volatility.  At October 06, 2005, 70% 
of winter purchases have been hedged, as well as 13% of next summer’s gas purchases.  
The unhedged purchases are still subject to change in prices, up or down, on a monthly 
basis.   
 
Given this variability in price, it is not possible to know with certainty future gas prices for 
rate setting purposes.  The cost of gas, for rate-setting purposes, is forecast using market 
prices for any gas that is not hedged.  To mitigate the day-to-day volatility in natural gas 
prices, the average of the closing prices from September 30, 2005 to October 06, 2005 has 
been used as the forward price.  Detailed per unit calculations can be found in 
Schedule 1.3. 
 

1.4 Transportation Costs 
 
 SaskEnergy contracts transportation for the coldest months of the year, December through 

March, to meet peak day requirements.  This contract is around $0.2 million annually 
($53,000 for each of the four months).  In addition, TransGas charges compression and 
gathering at TEP of around $0.17 million annually.  Both the peak day transportation and 
the compression and gathering charges, which total $0.38 million annually, are included in 
the cost of gas sold (Line 3, Schedule 1.0). 

 
1.5 Natural Gas from Storage 
 
 Natural gas is injected into storage from April to October of one gas year and withdrawn 

during the winter months of November to March of the next gas year. 
 
 Natural gas in storage is valued at the weighted average cost of gas during the injection 

period of April to October.  These costs include gas purchase costs (including hedging 
costs) and all costs of transportation. 
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 At October 31, 2005, an estimated 18 million gigajoules of gas will be in storage at an 
estimated price of $7.18/GJ.  Since this gas is already purchased, yet not sold, the cost is 
fixed.  When storage gas is subsequently withdrawn and sold to customers, it is sold at cost, 
not at the current market price.  Details of the gas in storage can be found in Schedule 1.2. 

 
1.6 Interest and Operating Expenses 
 
 SaskEnergy has included in its Gas Consumption Charge direct operating costs, capital 

related costs, bad debt expenses and inventory carrying costs, as they relate to gas supply 
acquisition.  SaskEnergy has included $3.4 million in costs as summarized in Schedule 1, 
lines 6 through 9.   

 
 Financing costs relate to carrying charges for gas in storage and are calculated using 

SaskEnergy’s short-term borrowing rate applied to the average monthly balance of storage 
inventories.  The forecasted borrowing rate ranges from 2.6% to 3.0%.   

 
 Lastly, late payment charge revenue reduces the effect of bad debts expense associated 

with commodity sales revenue. 
 
  
1.7  Cost of Internal Usage 
 
 Natural gas is consumed within the operations of SaskEnergy’s gas distribution system in 

order to provide the physical delivery service.  This includes usage for: 
 

 SaskEnergy’s line and catalytic heaters located at town border stations, which ensure 
operation of facilities during low winter temperatures. 

 SaskEnergy owned buildings. 
 Lost and Unaccounted for Gas. 

 
 Schedule 1, Line 10 summarizes the cost of internal usage gas in aggregate by month.  

Costs are based on the average cost of gas purchased plus the associated cost of 
transportation. 

  
 SaskEnergy must buy gas for its own needs in order to operate the distribution system and 

provide delivery service.  The Cost of Internal Usage is shown as a reduction to the Cost of 
Gas Sold because the gas is consumed within the distribution system and allocated to the 
cost of delivery service.  The cost of nearly $3.8 million is therefore recovered through 
rates for delivery service.  Even if SaskEnergy did not perform the merchant function for 
gas sales, SaskEnergy would have to purchase and transport this gas in order to provide 
delivery service.   
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2. Gas Cost Variance Account – November 1, 2004 to October 31, 2005 
 
2.1 Introduction 

 
The Gas Cost Variance Account (GCVA) provides a mechanism to calculate the 
accumulated amount and deferral of the difference between actual commodity sales 
revenue and actual gas costs.  The use of a GCVA is to ensure that SaskEnergy does not 
earn a profit on the supply of gas nor incur a loss.  Therefore, over the long-term, 
customers pay the exact cost of acquiring the natural gas supply. 
 
Where actual gas costs incurred exceed the amount recovered from commodity sales, 
customers owe the balance to SaskEnergy.  Where actual gas costs incurred are less than 
the amount recovered from commodity sales, SaskEnergy owes the balance to customers. 
 
Balances in the GCVA accrue interest at the Corporation’s short-term borrowing rate and 
are accumulated along with the under or over recovered gas costs. 
 

2.2 Calculation of Gas Cost Variance Account 
 
The GCVA as at October 31, 2005 is projected to have a balance of $30.9 million owed by 
customers to SaskEnergy.  Schedule 2.0 details the components of the GCVA for the 
period November 01, 2004 to October 31, 2005. 

 
The major components of the GCVA and their respective dollar amounts are summarized 
below. 

 
 
Gas Cost Variance Account Balance at November 1, 2004 
 
The GCVA balance at November 01, 2004 was $27.8 million owed to SaskEnergy by 
customers.  The Provincial Auditor of Saskatchewan has provided an Auditor’s Report to 
the Chair of the Saskatchewan Rate Review Panel for the GCVA as of October 31, 2004. 
 
November 1, 2004 to October 31, 2005 Gas Costs Variance Account  
 
The variance of $30.9 million at October 31, 2005 is in part a residual of the GCVA 
balance created prior to May 1, 2003, when SaskEnergy made its last commodity rate 
application.  When compared to the forecast period, actual prices realized in the calculation 
of the cost of gas sold were higher than the forward price curve implied at the time of the 
last commodity rate application.  This resulted in a lower amount of revenue from 
commodity sales that could be used to pay down the GCVA. 
 
For the period, November 1, 2004 to October 31, 2005, commodity revenues are forecast to 
be $361.5 million and the cost of gas sold is forecast to be $364.2 million.  The difference 
between the commodity revenues and the cost of gas sold has increased the GCVA balance 
from $27.8 million at October 31, 2004 to $30.9 million at October 31, 2005.  
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Hedging activities, while designed to reduce volatility, yet allow for some market 
participation in declining prices, will have an overall effect of reducing the cost of gas 
purchased by $15.1 million during 2004/05.  For the peak winter period, January through 
March, 90% of gas purchases had been hedged.  For November through December 2004, 
and for the summer of 2005, approximately 72% of gas purchases were hedged.   
 
Due to warmer than normal weather through the winter of 2004/05, 450,000 GJ’s of gas 
were sold in April 2005.  This sale was required in order to adjust the volume of gas in 
storage closer that outlined in the operating plan.  A small profit of $0.1 million was 
realized on this sale, and was applied to the GCVA.   
 
During the summer months (April through October), natural gas is injected into storage and 
withdrawn at the weighted average injection price during the winter months to meeting 
heating load requirements.  Carrying costs, equivalent to SaskEnergy’s short-term 
borrowing rate, apply to the financing of this storage inventory.  During the winter of 
2004/05, a total of 15,974,294 GJ’s of gas that was injected into storage the previous 
summer, was withdrawn to meet heating load demand.  The weighted average cost of gas 
withdrawn from storage was $6.44/GJ and resulted in a net change in inventory of 
$102.9 million from November 1, 2004 to March 31, 2005.  Schedule 2.2 details the 
changes in inventory from November 1, 2004 to October 31, 2005. 

 
 
3. Determination of Gas Consumption Charge 
 

The recommended Gas Consumption Charge takes into account the forecast commodity 
costs over the period from November 01, 2005 to October 31, 2006 and the deficit balance 
in the GCVA projected at October 31, 2005. 
 

3.1 Rate Strategy 
 
Recommended Rate 
 
SaskEnergy recommends increasing the current commodity rate of 25.82 cents per cubic 
metre ($6.97/GJ) to 40.39 cents per cubic metre ($10.88/GJ) effective November 01, 2005.  
The detailed rate calculation can be found in Schedule 3.0. 
 
This rate recognizes current market prices, gas held in storage, and the target recovery of 
the GCVA within one year. 
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4. Load Forecast 
 
4.1 Overview of Methodology 

 
SaskEnergy’s load forecast is developed from historical customer consumption data, 
adjusted to remove the effects of actual temperature deviations from the average 
temperature of the last thirty years.  In this way, loads can be compared from year to year.   
 
The load forecast for each customer rate class is calculated by multiplying the number of 
customers by the use per customer.  The number of customers is estimated based on 
historical information.  The annual use per customer for each rate class is forecast based on 
averages and trends from the past three to five years. 
 
The Residential use per customer has declined steadily over the past several years as shown 
in the graph below.  This decline is expected to continue in the forecast period. 
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 prepares the load forecast for an outlook of five years with breakdowns by 
ate class as well as requirements for internal use. 

e the monthly gas purchase requirements an operating plan is prepared from 
 load forecast.  The operating plan also includes purchases of gas required to 
the TransGas pipeline system for fuel gas and line losses, as well as 

 internal usage.  Thus, the total natural gas purchase requirement is 
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5. Customer Bill Impacts 

Gas Consumption Charge of 40.39 Cents Per Cubic Metre
 

Customer bill impacts 
include both the Gas 
Consumption charge and 
Delivery charge.  The bill 
impacts are calculated over 
the 12 months – 
November 01, 2005 to 
October 31, 2006. 
 
The average residential 
customer will see their 
monthly bill increase by $39 
or about 40%. 
 
General Service II includes 
most main street businesses i
elementary schools and hospi
organizations.  These custome
annually, which would be approx
 
General Service III customers 
natural gas annually.  These are 
offices or warehouse buildin
manufacturers. 
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Effective November 01, 2005

Average Average
Rate Class Increase Increase

(Dollars per Month) (%)

Residential 39 39.6
Farm 50 40.2
General Service II 148 43.1
General Service III 2290 46.2

Excludes Municipal Payments and Federal Goods and Services Tax (GST).
Over all classes, the average increase on the total bill is 41% 

ncluding restaurants, as well as curling rinks, smaller 
tals, commercial agricultural operators, and nonprofit 
rs consume up to 100,000 cubic metres of natural gas 
imately equivalent to 30 homes. 

consume between 100,000 and 660,000 cubic metres of 
larger hotels, high schools, and hospitals; larger municipal 
gs; larger office buildings, livestock operations and 
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6. Glossary of Terms 
 
AECO - a market center in Alberta located at the storage facility AECO 

“C” operated by Encana.  It is the most commonly referenced 
pricing point for natural gas purchased in Alberta. 

 
Basis Differential - the price differential between two locations or pricing points 

(hubs) as determined by the marketplace (as opposed to the fixed 
cost of transportation between the two locations).  For SaskEnergy, 
the basis differential between AECO and the TransGas Energy 
Pool is important in determining the final price paid to gas 
producers. 

 
Distribution System - facilities used to receive natural gas from a high pressure 

transmission system and provide pressure reduction, regulation and 
piping to deliver natural gas to end use customers.  A natural gas 
distribution system includes the following major components: 

 
  >  Pressure Regulating Station (Town Border Station) 

  - a facility, which receives natural gas from a transmission 
pipeline and reduces pressure for entry into the distribution 
system mains 

 
  >  Main 
  - the piping which delivers natural gas from the pressure 

regulating station (Town Border Station) to the point of 
connection to the service pipe which serves an individual 
customer. 

 
 >  Service 
  - the piping, which delivers natural gas from the point of 

connection at the main to the meter on the customer’s 
premise 

 
 >  Meter 
  - an instrument for measuring and indicating/or recording the 

volume of gas that has passed through it 
 
Gas Cost Variance - A regulatory accounting mechanism that captures the difference 
Account  between actual Cost of Gas Sold and the actual revenues from the  
  Gas Consumption Charge.  The net differences are accumulated for  
  a period of time.  Then the balance is applied to a future Gas  
  Consumption Charge or the current year’s Gas Consumption  
  Charge may be adjusted. 
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Gigajoule - A metric measure of energy used to express the heating value of 

natural gas or of energy consumed.  A typical home uses about 
130  Gigajoules per year. 

 
Heating Degree Day - The average daily temperature (Celsius) subtracted from 

18 degrees.  For example, if the daily high is +5 and the low is -15 
the average daily temperature is -5.  The degree-days for that day 
are 18-(-5) = 23. 

 
Load Factor - The ratio of the average volume of natural gas shipped (or 

consumed) over a set period of time to the contract demand 
volume for the same time period.  Load factors are usually 
expressed in percent.  Gas producers want to sell gas at 100% load 
factor, or at a constant rate.  Residential consumers use gas at an 
annual load factor of about 30%. 

 
Nova Inventory Transfer- The transfer of ownership of gas from seller to buyer takes place at 

a point within the Nova Gas Transmission Ltd. system, which acts 
like a market hub. 

 
NYMEX - New York Mercantile Exchange.  Natural gas trades on this 

exchange. 
 
Market Hub - an interchange where multiple pipelines interconnect creating 

physical and pricing liquidity.  AECO/NIT is the market hub in 
Alberta 

 
MMbtu - One million British thermal units (Btu).  Imperial measurement of 

energy.  One MMbtu equals 1.05 GJs. 
 
Receipt Point - The location where gas enters a transporter’s system from a well, 

gas plant or pipeline interconnect. 
 
TransGas Energy Pool - Acts like a market hub in Saskatchewan on the TransGas system.  

SaskEnergy and all gas suppliers use the TransGas Energy Pool as 
the common reference point for its Gas Consumption Charge. 

 
¢/m3 - Cents per cubic metre. 
 
106m3  - Millions of cubic metres. 
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