City of Duluth Natural Gas Cost of Service and Rate Study


Request for Qualifications and Project Proposal
                                                                11-0528

October 5, 2011
Request for Qualifications

Consultants are requested to submit Statements of Qualifications to perform a Natural Gas Utility System Cost of Service and Rate Study (“the project”) for the City of Duluth, Public Works and Utilities Department’s gas utility (also known as ComfortSystems).  The following should be addressed:

· Experience in cost of service and rate studies for natural gas utilities and/or related utility services.  This section should include an overview of experience and descriptions of representative projects.

· Experience and capabilities in effective communication of complex data and analysis.  This section should include examples of prior reports, with appropriate adjustments to address client confidentiality.

· Discussion of your firm’s approach to cost of service analysis and rate design, and how you would address the key issues.
· A description of consultant’s expectation of City staff involvement in project.
· Identify the personnel or members of the Project team who would perform the study.

· Overview of the people performing the work, their roles and responsibilities.

· Resumes of the project team.

· Location of project team and their ability to respond to client needs.
o    Changes in personnel will not be permitted without approval of the City.
· Estimate time to complete this project and provide an approximate time line schedule for project execution to illustrate how the consultant plans to conduct the project.
· A listing of the names, addresses, and telephone numbers of at least three references for whom the respondent has performed a cost of service study.  Reference cities should have a population over 60,000.

· Name of contact person and contact information (phone, fax, and e-mail).

· Any other pertinent information.
Project Proposals
A project proposal accompanying the statement of qualifications should be submitted in a separate sealed envelop or container.
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The following items are the minimum contents required in the proposal:

· A restatement of the scope and tasks to demonstrate an understanding of the project.  Additional tasks or activities may be proposed if they will substantially improve the results of the project.

· A detailed work plan identifying the tasks to be accomplished, the budget hours to be expended on each, and a project calendar.  Deliverables must be identified at key milestones along with an indication of the level of City participation required for each task.  City staff intends to be actively involved with the project.  In addition to any data collection or review meetings, a minimum of two status meetings must be included in the plan.  This work plan will be used as a scheduling and managing tool and serve as the basis for invoicing.

· A list of consultant’s labor rates and fees must be provided.

· A project budget listing major costs by category must be provided.

· Fees must include a “Not to Exceed Cap.”

Evaluation of Proposals

· All proposals selected to be opened and received with the statement of qualification by the deadline will be evaluated upon the following criteria:

· Expressed understanding of the project.

· Project work plan and cost.

· Ability to complete project work within the proposed time frame.

· Qualifications of the company and project personnel.  Experience of project personnel is of greater importance than that of the company.

Consultant Selection

· The selection of a consultant for this project will be based on the criteria listed above.  The City reserves the right to refuse any or all proposals.  Upon initial selection, the City will confer with the consultant to finalize the work plan, budgeted hours and total project cost.

Submission Deadline

Statements of Qualifications are due before 2 p.m. Central time on  October 31, 2011.  Please submit an electronic copy and five hard copies of qualifications and project proposals for consideration to:
City of  Duluth 

Purchasing Department, Room 100
411 West 1st Street

Duluth, MN 55802
Attention:  Dennis Sears
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Please mark the envelope with the RFQ number 11-0528 on the outside and label it  “Statement of Qualifications” or “Project Proposal” and name of company submitting it.

Selection Process
 The intention is to review the statements of qualification and select up to three firms for further consideration.  These firms’ project proposals shall be opened and reviewed.   The short listed firms will have submitted proposals with their statement of qualification in a separate sealed envelop or container. 

Firms submitting preferred proposals may be interviewed by a selection committee.  Selection will be complete and the project will commence in December 2011.  It is desired that the cost of service study and recommendations be complete by the end of February 2012.
Selection criteria will include: 
· a strong emphasis on demonstrated experience in the performance of cost of service studies and rate design for natural gas utilities, 
· staff and firm qualifications,  
· the consultant firm’s proposed approach and methodologies for the project, 

· ability to provide a reasonable cost proposal to perform required work plan,
· project schedule, and
· availability of consultant firm to answer questions about the study and interact with Utility staff.
Background

The Public Works and Utility Department provides water, natural gas, sewer, and storm water utility services to the City of Duluth.  It also provides engineering services for Duluth.  ComfortSystems (the utilities’ brand name) provides gas service to more than 24,000 customers in and around the City of Duluth, Minnesota.   
The department purchases its annual supply of 4.8 million MCF of natural gas from several suppliers who deliver their volumes through pipelines operated by Northern Natural Gas Pipeline, or Great Lakes Gas Transmission Pipeline, or third parties convey quantities to Duluth’s town border station (TBS) to be delivered by Public Works and Utilities to transportation customers.  These supplies of natural gas are then redistributed through the Utility’s local distribution system to residential, commercial, and industrial customers.  
The gas utility competes with large utility companies, industrials, and natural gas brokers to purchase and distribute natural gas supplies from producers to end users through the utility’s local distribution system.
Natural gas bills have three main components: a monthly fixed charge, a commodity rate, and a purchased gas adjustment (PGA).  Thus for residential customers there is a 

· Fixed Monthly Charge: $7.50 per month

· Commodity Rate: $1.241 per 100 cubic feet.  The commodity rate was set based on  natural gas cost projections in 2006.
· Purchase Gas Adjustment:  The PGA component is an adjustment on customer bills that covers the difference between the cost of natural gas projected in 2006 and the actual monthly purchase cost of the natural gas.  The PGA changes monthly and can increase or decrease the cost of natural gas to the consumer.  All standard rate customers pay the same monthly PGA rate.  
There are seven standard rates:

Residential Firm (Small and Large Volume),

Commercial/Industrial Firm (Small and Large Volume),

Commercial/Industrial Interruptible (Large Volume),

Commercial./Industrial Interruptible Transport (Small and Large Volume).

Service provided under firm rates can not be curtailed by the utility.

Service provided under interruptible rates is by contract and requires the customer to curtail service and switch heating loads to alternative fuels within one hour of a request by the utility.

Transport rates provide the customer the option to have a third party supply gas to the Town Border Station and have the Utility transport this gas to the customer’s meter.
The City of Duluth uses a Governmental Enterprise Accounting System.  It does not use the Federal Energy Regulatory Commission’s (FERC) Uniform System of Accounts.  
Regulatory oversight is provided by the Duluth Public Utilities Commission.  The gas utility assesses its costs and makes recommendations to them on changes to its rate structure and terms of service.  The Duluth Public Utilities Commission approves regulatory changes by resolution.
The last comprehensive cost of service study and rate structure analysis was undertaken in  2006.  Rate changes based on the 2006 study became effective November 1, 2006.  The gas rates have not changed since then with the exception of changes to transportation rates from firm to interruptible in October 2009.
Study Objectives 
The gas utility seeks consultants to perform a full Natural Gas cost of Service and Rate Study.  This analysis is to include a review of all existing rates.  
A review and analysis of the gas utility’s Purchased Gas Adjustment (PGA) and methods of calculation need to be performed.  The PGA has become a major portion of customer bills.  Consequently, an important element in the cost of service study is the establishment of commodity rates that better reflect current and expected costs of gas. The structuring of the commodity rate and PGA to more closely recover purchased gas costs and reduce cash flow volatility should be addressed.
A review and analysis of the gas utility’s recovery of payment in lieu of tax (PILOT) needs to be performed.  The gas utility pays the City of Duluth seven percent of its gross revenue in lieu of tax.  This payment is built into the base rate and is modified with the PGA every month.  There is a concern that the current revenue collection process is not adequately recovering the fee being paid by the utility to the City.    The design of the PILOT fee collection process needs to be validated or revised as appropriate.
An analysis of the value of gas services to customers that use natural gas as a back-up fuel to be used during peak periods when other base load primary fuels or energy sources are curtailed by those suppliers.  (MN Power’s duel fuel rate and Steam Co-op customers.)

An analysis of the value of gas services to customers using gas to supplement air-source and ground source heat pump heating systems.

 In addition, the study should:

· analyze current costs including labor, maintenance, general fund fees, operating margin, capital, and bond payments;

· allocate costs to customer classes;

· recommend rate structures to generate revenue to fully recover costs in a timely way;

· evaluate and recommend rate designs that facilitate customer retention in the face of competition from alternatives available to large customers.
· evaluate approaches to encourage cost-effective system growth; and

· address how to generate revenue for increasing State of Minnesota requirements for energy conservation programs;

· evaluate and recommend rate designs to generate revenue from transport customers to fully recover costs in a timely manner when customers unexpectedly switch from full service customers to natural gas transport customers.  
· recommend rate designs so transport rates are revenue neutral compared to full service rates;
· insure costs for pre-purchased gas in storage and pipeline capacity charges  for full service customers switching to transport service are covered by first year transport rates.

· Project what rates would look like for each rate class if there was no fixed monthly charge component.  Discuss how this could affect revenue stability.
Presentation of Study Results

· Prepare and deliver a presentation of study results and rate recommendations to the Duluth Public Works and Utilities Department.
· Deliver a report on the cost of service study and rate design recommendations in both electronic and hard copy form.
· Prepare and deliver a presentation of study results and rate recommendations to the Duluth Public Utilities Commission.

· Respond to questions from the Duluth Public Utilities Commission.
· Make presentation to major customers.
Questions concerning this request for a Statement of Qualifications and Project Proposal should be addressed to Eric Schlacks, Gas and Energy Coordinator, phone 218-730-4060, e-mail eschlacks@ci.duluth.mn.us. 
