
Memorandum
To:
Board of Trustees

From:
Mike Little

Date:
June 29, 2010
Re:
Agenda Item 8e – Natural Gas Supply Contracting
Requested Action:  

Staff recommends that the Board authorize the Executive Director to negotiate a natural gas supply contract for the Northeast and Southwest Treatment Plants for the rates and time periods that will be the most cost effective for the District, subject to review and approval by Mike McCormick.

Discussion:

Natural gas was deregulated many years ago, allowing natural gas customers the option of either purchasing gas from their local utility or a registered third party supplier.  Prior to the completion of the District’s 2005 Improvements Projects, there was no natural gas supply to either treatment plant.  Electrical resistance heating was used in most buildings, with a few heated with propane fired boilers.  The 2005 projects brought natural gas to both plants and provided natural gas heat to a limited number of buildings at each plant.  Since that time, the District has done additional projects to replace aging propane fired boilers with new, high efficiency natural gas fired boilers.  Once natural gas usage was expanded and had stabilized somewhat, District staff began evaluating options for natural gas supply.  

Staff has obtained some preliminary information from third party suppliers and has been in communication with Brubaker and Associates(BAI), the consultant the District uses for energy purchasing.  These initial investigations have shown that there is potential for savings to be realized by switching to a third party supplier.  The following table illustrates the difference in rates between AmerenIP, the District’s current provider, and a typical third party supplier for 2009 at the Northeast Plant.  Usage is in therms and pricing is in cost per therm.
Month
Ameren
3rd Party Rate
UCSD Usage
Potential Savings

January
$0.88450
$0.690
8,010
$1,558

February
$0.79255
$0.690
4,910
$503
March
$0.67585
$0.595
4,660
377
April
$0.59116
$0.520
1,550
110

May
$0.55893
$0.380
60
10
June
$0.55212
$0.395
100
16
July
$0.56785
$0.395
140
24
August
$0.56016
$0.423
130
18
September
$0.547525
$0.423
140
17
October
$0.521406
$0.383
500
69
November
$0.54514
$0.526
640
12
December
$0.59948
$0.641
4700
-195

Total Savings for 2009 = $2,519

Usage at the Southwest Plant is about 40% of Northeast, so the savings for Southwest would have been about $1,000 in 2009.  During 2008, when speculation drove energy prices very high very quickly (the District paid as much as $1.44 per therm), a contracted supply could have saved significantly more.
BAI has reviewed the current Ameren rate tariffs for natural gas supply and evaluated the NYMEX future pricing and recommends that the District pursue a 3rd party supplier.  Staff has made contact with several interested suppliers and is confident that a satisfactory contractual arrangement is available.  BAI would be used to provide expertise in the development of proposals from interested suppliers and would review a potential contract.  There is an allowance in the FY11 Budget for these services, which shouldn’t exceed $3,000.
The first step in this process, and one that has a time constraint, is the necessary notification to AmerenIP that the District will no longer b e purchasing its gas supply through them.  Since there is a July 1 deadline for that notification, it has already been sent to AmerenIP.  The District originally requested a November 1, 2010 transfer date for the new supplier to become effective.  However, AmerenIP responded that due to a new tariff that became effective May 6, 2010, the new date is now August 1, 2010.  That means that a new supply contract needs to be in place by August 1st.  Unfortunately, there wasn’t time to put all of the details into place in time for the July 1st Board meeting.  That leaves two alternatives, either have a special meeting later in July for the Board to approve the contract, or have the Board authorize the Executive Director to seek pricing proposals and negotiate a contract that’s in the best interest of the District.  The value of that purchase contract will be between $25,000 and $30,000 annually.  Since pricing is extremely time sensitive, it is only good for 24 hours and would need to be updated and could change between the time proposals are obtained and the Board would have an opportunity to approve execution.
Staff recommends that the Board authorize the Executive Director to seek proposals for natural gas supply and execute a contract with the party that provides the most economical package for the District’s facilities, contingent upon review by BAI and approval by Mike McCormick.  A second option would be to hold a special board meeting to allow the Board to act on the proposed contract.  
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