Good news for gas prices 

Consumers could see lower natural gas rates by Nov. 1 
By Jeremy Browning 

Tuesday, October 21, 2003 

After warning customers in September that natural gas prices may jump 10 to 15 percent, Atmos Energy announced it has filed for a 1 percent rate decrease for its customers.

The announcement came with a warning that mid-season adjustments remain a possibility depending on the natural gas market.

The new rate will be effective Nov. 1 if it is approved by the Colorado Public Utilities Commission. It seems unlikely the commission will deny the filing because the filings are based on "historical usage, documented purchases and a prudent gas purchasing plan," according to an Atmos Energy press release.

Volatility in the gas market has been the cause of mid-year adjustments Atmos said it wishes to avoid but sometimes finds inevitable. Gas cost adjustment increases of 24 and 19 percent were granted in March and April, respectively. The April filing came after utility forecasters anticipated unusually high gas prices "in advance of the 2003-2004 winter heating season," according to Atmos.

With the gas prices now lower than anticipated but still higher than a year ago, the company adjusted the pass-through cost accordingly.

Last spring, the company overestimated demand and perhaps was too concerned about its ability to bring up storage levels, said Joe Christian, an Atmos spokesman.

This summer, Atmos purchased 50 percent of its estimated winter load. This practice, known as a "fixed forward contract," locks in prices at low summer levels, although the company does not take delivery of the gas until November.

The roller coaster effect energy consumers experience can be mitigated, and perhaps eliminated, using relatively new financial tools that insulate customers from market fluctuations, especially those influenced by the weather.

Knowing that the weather is a source of volatility in their markets and that these fluctuations have a negative impact on consumers, these utilities should do everything they can to manage those risks, said Valerie Cooper, executive director of the Weather Risk Management Association (WRMA).

And managing those risks requires the use of modern market-based tools instead of the financial solutions employed under the old, monopoly thinking, Cooper said.

The solution Cooper advocates is a suite of financial tools that allow companies to hedge against the risks weather presents while taking market fluctuations off the shoulders of consumers.

"Adjustments are not really necessary in today's market," Cooper said. 

She envisions a world where shareholders, not consumers, assume the risk.

In a bad winter or an extremely hot summer, companies incur financial damages. In many markets, these costs get passed directly to the customer. However, some visionary companies in 1997 began buying weather risk management options that not only protect them from huge losses but smooth out the peaks and valleys their customers see in terms of pricing.

These tools are called weather risk management instruments and they're becoming popular in markets as varied as shipping on the Mississippi River and ski resorts in the Rockies. What the markets share is a risk from adverse weather conditions. If the Mississippi River freezes and no barges can pass, shipping companies take losses. If snowfall lags, resulting in poor skiing, the resorts lose money.

The WRMA quotes the U.S. Department of Commerce in saying that weather affects approximately one-third of the $10.5 trillion U.S. economy.

But passing on the cost of those vulnerabilities to customers is no longer acceptable, the WRMA maintains.

"While companies cannot control the weather, they can take strides to eliminate the risk to their profits through weather risk management instruments," according to the WRMA.

These weather-related futures and options are traded on the Chicago Mercantile Exchange and the London International Financial Futures and Options Exchange.

In one such option, called a "swap," an investor and an energy utility enter into a contract. They specify a time period and a weather condition, such as the average daily temperature, for example. In a wintertime scenario, if the daily temperature rises above a predetermined point, the investor pays the utility. If the temperature drops drastically, the utility will make more money from the increased demand and share the profits with the investor. In this scenario, the effects of the weather are transparent to the consumer in terms of rates. Only the investor and the utility risk losses. And the losses they risk are manageable and predetermined. The utility company knows ahead of time that its maximum "loss" is the cost of the option it purchased.

While Atmos has not yet been granted permission to engage in these transactions in Colorado, it has used them in Kansas with good results, Christian said. Atmos currently is putting together a filing to be able to use the tools in Colorado.

