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11/13/00

  From:  David E. Rosenberg

  Re:  Price-Heat Factor – Florida’s Answer to the Wind-Chill Factor

In response to a 1997 FERC data request, Denis Tu and I put together a simple chart to demonstrate the impact of the resid/gas price differential on our throughput.  While this accomplished the intended purpose, we knew at the time that it was a bit simplistic in that the price differential was certainly not responsible for 100% of the volume decline in the fall and winter.  Additionally, we needed a way to present the impact of both temperature and price on one chart since early attempts to do on two charts proved confusing at best. 

The answer to the chart problem is to use the wind-chill factor approach. The temperature is modified to reflect the impact of the resid-gas price differential. In our case, four cents of differential up-or-down adds or subtracts roughly a degree, up to the point where all possible switching has occurred. The result is:
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Considering that this ignores nuclear or coal outages, prices outside the state, extra cold winter periods and the like, it does a pretty good job of explaining the variations throughout the year. 

The upward deviation in the 99/00 winter is in part a result of the addition of Hines and Anclote to the mix.  The 

results of this are somewhat skewed in that for Anclote there is an increased impact from a positive differential while a negative differential returns one to the pre-existing situation.  

Perhaps of more interest, what can we expect basis under various temperature and price scenarios (on a monthly average basis, price delta = Platt’s 1% Sulfur minus Henry Hub)?






Volumes Under Various Price Conditions



Temp,oF 
Worst
Del = $0.00
Best



90
1,363
1,463
1,563



85
1,307
1,407
1,507



80
1,250
1,350
1,450



75
1,194
1,294
1,394



70
1,137
1,237
1,337



65
1,081
1,181
1,281



60
1,024
1,124
1,224



55
   967
1,067
1,167

These estimates resulted from statistical analysis prepared during a couple of unsuccessful attempts to hedge the price impact. The statistical analyses indicate that the maximum switching is reached at a differential of 30 to 40 cents.

For Perspective:  The Original Aproach Extended thru Today
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For perspective, here is the original plot sent to FERC:

Originally, we continued to look at price differential and also looked at temperature separately.  As time went on this process became less and less informative.  Some years or seasons, the price differential explains the  variations best and in some the temperature provides the best explanation.  And in some seasons neither.  This past 
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winter for example, it took a combination of the two to make it look reasonable.  Thus the combined approach.







