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Re: Docket No. X—35985, Louisiana Public Service Commission, exparte. In

re: Audit of Fuel Costs of CenterPoint Energy Resources Corp. d/b/a

CenterPoint Energy Arkla and CenterPoint Energy Entex Associated with

the Februaiy 2021 Winter Storm Event.

Dear Ms. Bordelon:

Enclosed for filing is the Public Version of Staffs Audit Report. A confidential version

of this report is being provided under seal. This docket should now be converted from an X

docket to a U docket. Should you have any questions, please do not hesitate to contact me.

Sincerely,

mm
W. Noah Hog
Staff Attorney

Encl.

cc.: Service List (via email)

A Century nfPublic Service
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L Introductio n‘

lm-nter Sitoarmz Uri was a major winter and ice: storm that: hadi wiidespreadl impacts across the

United States during the period February 13-17,, 2‘ii2'I. The storm: resulted in over 170 million

Americans being piaced under‘ various: winter weather alerts issued by the l“siationa|=. Weather

Service. The storm also caused; natural gas azndi e|iectri;c.it.y/ prices to reach: record highs in

certain areas of the country. At the April 141,, Ziizl Business and Executive Sessicin (“B&E")

held by the Louisiana Public Service Commission (“lLiPSC”’ or “‘C‘crmmissidn"), Chairman Craig

Greene made the fella-wing directive, which received lTll0"@D'[i')lO'>S"WlrOl:'1l.'

Pursuant to Special Order No. 19—20iZ.1, 1’. direct: Staff to take whatever action

necessary, including the hiring of outside consultants aindi/or outside counsel, to initiate

dockets, to audit and review the actions taken and decisions made that impacted the

fuel costs incurred during the February 2021 Winter Storm by the Investor-Owned

Utilities (“IOUs“) and Gas Local Distribution Companies (“tDCs”)=. These dockets should

include an evaluation of lessons learned and best pra.ctices in order to mitigate similar

problems into the future.

Also at the Commission's April 2021 B&E, Exeter Associates, Inc. (“Exeter") was retained to

assist Commission Staff in the review of the purchased gas adjustment (“PC-EA”) clause filings

of CenterPoint Energy Resources Corp. dfb/a CenterPoi.nt‘ Energy Entex (“Entex”) in Docket

No. U—35909. for the period January 2018 through December 2020. At the June 16, 2021,

B&E, Exeter was subsequently selected by the Commission tn review the actions taken and

decisions made by Entex that impacted its natural gas costs during the February 2021 Winter

Storm event. This report reviews the impact of Winter Storm Uri on Entex gas costs during

February 2021 and the decisions made by Entex that impacted its gas costs. This report also

includes an evaluation of lessons learned and best practices to mitigate similar adverse

impacts in the future, as appropriate.
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II‘. Natural. Gas Production

Ii_DCs: in itouisiana are generally served by interstate: and initrastate pipelines that access

natural gas production in the onshore and oifishorre Glluilf Coast. Production region of the

United States. The largest producing: states in the Gulf" Coast; Proiduction region are Texas and

Louisiana. According to the US». Energy information Adimiini‘stratioin, the top five natural gas-

producing states and their share of total US. natural gas prodluctiion in 2020 were as follows: ‘

Texas 2'3..9.~%

Pennsylvania 21.1?

touiisiana 9.5)

Oklahoma 7.6

West Virginia‘ 7.1

Total‘ @

The state must significantly affected by Winter Storm Uiri was Texas. A significant portion of

the natural gas production in Texas is from supply regions other than the Gulf Coast region.

According to a July 2021 report prepared by the Energy Institute at the University of Texas

at Austin ("U‘i' Report"), natural gas production in Texas fell by almost 50 percent during

Winter Storm Uri, from 21.3 billion cubic feet per day (Bcfd) during the week ending February

13, 2021, to approximately 11.8 Bcfd at its lowest point on February 17‘, 2021.? While Exeter

was unable to find daily Louisiana natural gas production for February 2021, monthly

information from the Louisiana Department of Natural Resources indicates that similar or

significant declines in natural gas production were not experienced in Louisiana during

February 2021.3 For 2019 and 2020, February natural gas production represented an average

of 32.6 percent of total Louisiana natural gas production for the first quarter of each year

(i.e., January — March).4 In 2021, February natural gas production represented 30.1 percent

of total Louisiana natural gas production for the first quarter of 2021.

The UT Report attributed the decline in natural gas production in Texas during the February

2021 Winter Storm to several factors. First, the cold temperatures associated with Winter

INAL 07 12 2l.pdf
3
httg:[[www.dnr.|ouislana.gov[asseI‘s[ AD[OGTab|es[[ab|e09.pdf

4
Percentage adjusted for 2020 leap year.
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Storm Uri caused‘ the direct: fireezing of’ na.t.uirali gas prodmrctioni and processing equipment. In

acldition to the Gulf Coast Produzctiao-n region, the Perrniain Basin in West Texas is a major

natural gas production region in Te‘xas.. The UIT lR.'e*port:noeted1 that Permian Basin gas generally

has a higher water content, maldng it more prone to fireeze in cold weather and form hydrates

which can block the flow of gas.. Barsedi on sairnple data,, the UPI’ Report estimates that the

decline in Permian Basin production and processing, accoointedl tor’ 75 percent of the reduction

in Texas caused by Winter Storm. Ulrii. Seconidi, when electric transmission and distribution

utilities began shedding load duri-ng; the height oi’ the storm to avoid a catastrophic grid, failure,

among the 1i’aci‘liti'es to which electric service wias curitaiiled were natural gas production and

processing faci:l‘iti'es. These curtaiilments conlzribotedl to the decline in the producfion and

availability of natural gas during Winter Storm Ulrii.

A significant portion of electric generation in Texas is fueled by natural gas. Reductions in

natural gas production and processing due to the storm exace:rbated the chalienge faced by

the electric industry as the storm hit and throuzghout the storm because gas—fired generators

were short fuiei supply and forced to curtail output. The UT Report noted that winter storms

adversely affecting electric generation in Texas have previiously occurred in December 1989

and February 2011. This suggests a probability of occurrence for similar winter storms events

of once every decade or so given those events at 20 and 10 winters apart, respectively.
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III. Natural Gas Procurement: Markets

Gas supplies delivgeredé to ILDCs are g.enerall:y acq uiired from gas prod‘u:cers/processors andlor

other unregiul-a bed: suppliers iniclfuidiingx matlceters at uipstreannw pipelline receipt points and

subsequently delivered to the lLlD'C' by interstate and iintrasta:te_piipel~in:es. ‘line facilities of many

interstate pipelines extend across both: Texas and Louisiana and deliver supplies produced in

both Texas and Louisiana. Those interstate pipelines are interconnected with ma ny intrastate

pipelines in the Gulf Coast that together provide a‘ highly lnteg rated infrastructure to support

the delivery of natural‘ gas production azsishown in Figure 1.‘ lLlDCs in louiisiana are generally

served by interstate and intrastate pipelines that access naturall gas produced in the Gulf

Coast Regions of Texas and Louisianav.

Figure 1. Map of U.S. Interstate and’ Intrastate Natural Gas Pipelines

—— interstate pipelines
— inlraslale pipelines

Source: U.S. Energy Information Administration. About U.S. Natural Gas Pipelines

In the natural gas industry, gas supply commodity purchases can generally be categorized as

either monthly base load or daily swing purchases. Monthly base load purchases are generally
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arranged on a monthly basis, and the same qruarntlty oi’ glans is dleliiveredl on each day during

the month. Monthly base load purchases are greneralliy alrralngled several days prior to the

month of flow (during; what is reierred to as “‘Bidlwreel'<”)) and cormn.men:ce' flowing on the iirst-

oi—tl'ie—rnonih. All other purchases are generally considered daaizly swing purchases and, as the

term implies, are typically made on a: day-to-dla.y basis. lF'req.;ue~ntly,, daily swing purchases are

made which flow for several consecutive days.

Gas industry publications report average prices, referred to as index prics, on a monthly

basis for monthly base load purchases and on an dlazily basis for swing purchases. LDCS in

Louisiana generally purchase their gas supplies at pulhllilshed index prices. The industry

standard publication utilized for monthlly base load p~urc:ha~ses is SSW Global Platts inside

FERC’s Gas Market Report (“Inside FERC“). The industry staridlard: publication utilized for daily

purchases is S&P Global Piatts Gas Daily (“Gas Daily “)3.

During Winter Storm Uri, natural gas commodity prices increased significantly. In certain

areas of the country, prices reached record levels. Subject to evaluation in this audit are the

daily prices paid by Entex for supplies purchased during Winter Storm Uri and lessons learned

to mitigate the impact of high cost purchases during similar events in the future. Index prices

in Gas Daily are reported by region, and specific locations within a particular region. Major

Gas Daily index price locations relevant to this evaluation are as follows:

Production Region Location

Gulf Coast — East Texas Houston Ship Channel

Gulf Coast — Louisiana/Southeast Henry Hub

Like the pipeline transmission facilities in Texas and Louisiana, the natural gas commodity

markets in Texas and Louisiana are extensively integrated as each state is ‘sewed by many

of the -same interstate and intrastate pipelines, and the supplies delivered by each pipeline

are secured from common production regions in Texas and Louisiana. Therefore, the supply

and demand and resulting prices for natural gas in one location in Texas and Louisiana will

generally have an impact on supply and demand and resulting prices in other locations in

Texas and Louisiana.
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I.\‘f.. E-Intex Gas Supply’ Arranvgeme nils

Entex provides. natural gas service to nearly 1l2o,o:oo cuslzomners in Souith Louiisiana.. During

Winter Storm U'ri, Entex. operated under an Asset: Mlana'g;ement Agreement (“AM<A")l with Bl?

Energy Company (Em. The term of the current law AMA extendls: throuigh April 30, 202.3. Neva riy

all of the gas suppliies acquired by Enltex to meet: the requiirements of its sales custiomers are

delivered by Gulf South Pipeline Company, ILJLC (Gulf Soulth), an interstatze pipeline. A small

percentage of Entex’s gas supply requirements are de«li;veredl by Trunkline Gas Company, LLC.

(“Trunk[ine"), anotlfize-r interstate pipeline. Cornbined, Gulf’ South and Trunkline account for

the delivery of a'pproxirnatei.y 9‘§°/s of‘ Entex‘s gas supply reqiulilrenriensf

Under the AMA with BP, Entex released‘ all of its Gulf South and T’rurnl<llne firm transportation

and storage capacity to B? at no cost. The AMA provided that lEnte-X would purchase all of the

gas supplies necessary ho meet customer requirements that: would he delivered under the

released Gulf South and Trunkline capacity from BP. In return for releasing the Gulf South

and Trunlcline capacity to B? and purchasing gas from BF’, Entex was paid a monthly Asset

Payment by BP, of which, with Commission approval, 50% oi’ the Asset Payment was retained

by Entex and the remainder was credited to sales customers through the Company's monthly

PGA filings.

In the natural gas industry, gas supply commodity purchases are generally categorized as

either monthly baseload or daily purchases. Monthly baseload purchases are generally

arranged on a monthly basis, and the same quantity of gas is delivered on'each day during

the month. All other purchases are generally considered daily purchases and, as the term

implies, are typically made on a day—to—day basis. Frequently, daily purchases are made that

flow for several consecutive days. Gas industry publications report average market prices,

referred to as “index prices,” on a monthly basis for monthly baseload purchases and on a

daily basis for swing purchases. The industry standard publication utilized for monthly

baseload purchases is S&P Global Platts’ Inside FERC’s Gas Market Report (Inside FERC). The

industry standard publication utilized for daily purchases is S&P Global Platts‘ Gas Daily (Gas

Daily). These publications were used to price Entex's gas supply purchases under its current

AMA with BP.

5 Enlex is also served by Texas Gas Transmission, LLC and Cameron Interstate Pipeline, LLC.
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Under the Bil? A\MlA, Enitex haa \�0l��&l����(���\�0l��&l����(����'����������(����$������\���(���`'������^���(���\�0l��&lX���(���\�0l��&lZ���(����)��Ȗ��T���(����(������V���(��� arm

The AMA provided" that for each FTTCll'llthl during: tJ‘rne- winter, IE‘nit.e)< could

Purchases by Entex

_This daily price cap provision provided a significant benefit to PGA customers

in February 2021. Total deliveries by Gulf South and Trunkline during February 2021 were

1,161,523 Dth. During the period February 12-18, 2201, the price cap provision was applied

to 478,935 Dth, and reduce the average cost associated with daily purchases from $101.07

Dth to $9.94 Dth, reducing Entex's PGA gas costs by $45.75 miliion.
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Table I below praenats a. summary of daily lrndex: prices: pusblishzed fur the period

February‘ 13 — February 2.0, 20121:, as well as; Enutex’s daxily pulrr:l‘1lase quantities in excess

of‘ monthly baseloads p~urch:ases..“’

l_oc‘a'l£io:r1u

Henry ll-lfoiu slam Slhllp Erlliex Daily
HUD Crrann:e:|I Purchases

Index!Date ($1inhz) ($/Dllhl) (Dth)
Inside FERC—Felaruary 2001 $2.77’ $2.77

February 13-, 232.1 ' $6.000? $1L80¢. 6661 49,368

February 14, 26121 $6.000 $18 .6616 64,610

February I S, 21321. $6..0tlU0 $:IL80%..6\6l)l 74,929‘

February 16, 2021‘. $6..0€IIUl‘ $—1l8El..6l5Gl 65,382

February 17, 2021 $I6~.‘.i'55 $4tilU..U'ZlEl 59,427

February 1.8, ZUZI. $23505 $29r9.76fl 6-3,597’

February 19, 2021 $7‘.4.‘95 $55‘..29El 49,757

February 2.61, 2021 $4.985 $,37.83‘5 1 1,303 -

Total 438', 373

5 In the natural gas industry, daily purchases for a Saturday must also be purchased for the following Sunday and

Monday. If Monday is a holiday as was February 16, 2021 (Presidents Day), the supplies must also be purchased
for that Tuesday. Therefore, index prices were the same for all four days during the period February 13-16, 2021.
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V. Impact on LDC Operations

Entex reports that during the \�0l��&l���w]�������� rater Storm Uri, it: e-xperiiencedl nlo supapwly shortages or delivery

disruiptidnls of purchased suipplies, and no customers were c.uirtai:led. Entex further reports

that it issued no operation fl ow orders (“‘OIFOs")- a:fifi‘ecl:j'nlg; the uls:e- of its diistriibution system by

customers, and the interstate pipe|‘ines serving; Enltex. diicli miot issue any OFOS.

On avemge, the commodity cost of gas purchased? by Eimtext in February 26121 was $4.1Jl,IlVicf

compared to $2.33,’Mlcf for la |"ML|1a ry 2.821. W'ith:out: the cummodiiity price cap provision included

in the El? AMA, the company's commodity cost of‘ gas fiotr February 2021 would have been

approximately $44.0l)llVlcf’..

In addition to providing sales service, Entex also proividiesi transportation service to customers

that acquire their gas supplies directly from suppliers or malrlceters in the competitive market

and arrange for the delivery of those supplies to Ent:ez>r”s clistribution system. When the

quantity of gas delivered on behalf of a transportaitiona customer‘ to |Entex’s distribution system

is significantly less than the consumption of the trarlisportaitiiori customer, system reliability

may be adversely affected, or Entex may be requziredl to purchase additional gas supplies to

address the delivery deficiency. During February 20-21, deliveries to Entex's distribution

system on behalf of transportation customers exceetfedl transportation customer usage.

Therefore, the Company's distribution system operations were not affected by transportation

customers in February 2021.
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VI. Conclusion-

The increases in the price for natiurali gas suipplzles experiiencedi in Te-xals during Winter Storm

Uri were attributab-le to a number" of factors. Abnlorm lily cold ternperawtureis increased the

demand for electric and natural gas service for heating; pulrpo.s:es., That same cold weather led

to production well freeze offs that reduced‘ niaturall gas supply when it was needed most. Then,

when electricity demand exceeded‘ the capability ofthe elfectric grid and load shedding became

necessary, curtailment of electric service to natural. gas production and processing facilities

exacerbated the situation as natural gas~fired generators were forced to curtail output.

The natuial gas supply markets in Texas and touisia na are highly integrated. It appears that

the price increase experienced in Louisiana (Henry H-lob»): during Winter Storm Uri were largely

attributable to decreases in supply and increases in demand in Texas.

Entex was not significantly adversely affected by Winter‘ Storm Uri and the resulting increase

in natural gas prices. This was because of the cornmodiity price cap provisions included in the

AMA with BP under which Entex purchases nearly all of its gas supplies. It is estimated that

the additional costs incurred by Entex and subsequently its customers as a result of Winter

Storm Uri were $1.46 million, or an average of approximately 25 cents per Mcf per year.

Given a historic probability of such winter storm events of once every decade or so, the

average annual impact would be less man 2.5 cents per Mcf per year. Price hedging programs

have been utilized by Louisiana LDCS in the past to mitigate natural gas price volatility.

However, those programs have generally hedged the price of monthly baseload purchases.

Hedging the price of daily purchases is not practical since the quantity of daily purchases

Entex would need to make cannot be determined in advance with any degree of certainty.

Without such certainty, the hedging of daily purchase prices could result in significant price

volatility. The commodity price cap provision included in the BP AMA was an effective price

hedging strategy which significa ntly mitigated the price increase attributable to Winter Storm

Uri. Entex should include such provision in future Al‘/lAs provided the provision does not

command a significant price premium.

In addition to examining the impact of Winter Storm Uri on Louisiana LDCs, Exeter has also

examined the impact on LDCs in Ohio, Indiana, Pennsylvania, Massachusetts, and Rhode

Island. The impact of Winter Storm Uri on the prices paid for gas supplies by the LDCs in Ohio

and Indiana were significantly more extreme than the impact experienced by Entex. In the
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other jurisdlictions, the impact was sim.iil‘a r.. Exeter”s escavmiiniaztiloin of: the iirnpact of Winter Storm

Uri in these other jurisdictions revealed that the ILDCS cliiltii not mtodiiiyr their purchasing

practices as a result of" Winter‘ Storm Liri:., Theireiore, Exet:er' recommends no changes to

Entex‘s current practices to potentiail-V mzitigaite the im pact: of" simiillar piriice increases in the

future.

However, Exeter does note the increase in pricai ca lJiSE.€li by Wiriiter Storm Liri were at least

partially caused by the curtailment of ellectric service to naituiral gas production and processing

facilities which reduced‘ the_ava:ii‘able natural‘. gas suippllies in T’eo<as.. Since Winter Storm Uri,

Texas has passed legislation d.esigned= to ensure that eiectrirc: service to natural’ gas production

and processing‘ facilitis not be cuiri:ai|‘edI dluiringi periods in which cuirtaiiments are

implemented. Exeter recommends that the Commission c:onsici'er' measures to ensure that

electric service to natural gas production and processing iiacilitiies in Louisiana not be curtailed

during extreme weather events such as Winter Storm Uri.
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