CITY of NOVI CITY COUNCIL

Agenda ltem L
January 24, 2011

cityofnovi.org

SUBJECT: Approval to Award the Purchase of Natural Gas Supply for the April 2011 through
the March 2012 billing cycle to interstate Gas Supply. Inc. {IGS).

SUBMITTING DEPARTMENT: Fingnce
CITY MANAGER APPROVA L

BACKGROUND INFORMATION: The generation of natural gas represents the highest cost
component of an energy bill and typically equates fo approximaiely 70-80 percent of an
annual bill. Pricing natural gas futures and procuring gas supply using alternative gas suppliers
has become an essential tool for reducing energy expenditures.

Last Thursday’s NYMEX [New York Mercanftite Exchange) natural gas futures dropped 2.5% after
storage reporfs released by the US. Energy Information Administration [www.eic.doe.gov)
revedled less than expected storage withdrawals despite colder temperaiures this winter.
Storage withdraowals do not seem to be picking up and the market is stifl significantly
oversupplied given current demands. .

Given the downward market trend this week, we secured pricing through IGS to lock down our
natural gas costs for cur upcoming confract year starting April 2011 through March 2012 as
follows: Variable agreement [NYMEX + $0.75 cenis per MCF — locked in at the fixed adder of
$0.75 per MCF for one year. With ihis variable rate option, we dlso have the ability fo swilch fo
a fixed rate contract at any time with no extra charges during the year.

An analysis of the aciual Consumers Energy naiural gas rate for the past eight months
compared to the NYMEX shows on average the variable rate oplion produces savings of 28%
over Consumers:

Actual Total City of Novi
Consumers NYMEX variable Rate Variable Rate  Current Fixed Rate

Rate/mct Rate/mct Agreement Rate/mcf Rate/mct
Apr-10 $ 6956 $ 4.3 + % 0750 = $ 5.141 $ 6.490
May-10 $ 6.843 $ 398 + & 0750 = % 4,735 % 6.490
Jun-10 $ 6869 $ 4312 + § 0750 = % 5062 $ 6.490
Jul-10 $ 6993 $ 5189 + § 0750 = § 5939 $ 6.490
Aug-10 $ 4993 $ 4586 + $ 0750 = % 5.336 $ 6,490
Sep-10 $ 6993 $ 4328 + $ 0750 = 3 5.078 $ 6.490
Oct-10 $ 6993 $ 3995 + % 0750 = % 4.745 % 6.490
Nov—lo $ 6,935 $ 3535 + & 0750 = % 4.285 $ 6.4%90
Averag_the S 6.947 S 4290 $ 0 750 S 5.040 $ 6490

Attached are the variable rate contracts with IGS which have been reviewed by our City
Attorney.



RECOMMENDED ACTION: Approval to Award the Purchase of Natural Gas Supply for the April
2011 through the March 2012 billing cycle to Interstate Gas Supply, Inc. {IGS}.
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Mayor Landry Council Member Mutch
Mayor Pro Tem Galt Council Member Staudt
Council Member Fischer Council Member Wrobel
Council Member Margolis




IGS Natural Gas Purchase Confirmation V4. 2CH-IND Michigan

Attention: Interstate Gas Supply, Inc. (“Seller”) 1GS Fax #: 614-659-5126
Commercial & Industrial Sales Division
Company Name . . . .
(*Buyer®) City of Novi - Contact Name _Marina Neumaier
Confirmation Email _mnenmaier@cityofnovi.org . Tel _248.347.0468 Fax
Street Address City State  Zip
Mailing 45175 W 10 Mile Rd Novi ' MI 48375

Billing Per Utility
Facility See Attachment A

Consumers Energy (“NGDC*) Account Number/s See Atiachment A
Critical Davy Volume __100% of Usage determined by the NGDC |
Initial Term:

‘This contract will begin with the April 2011 billing cycle and continve through the March 2012 billing cycle (the “Primary Term”),
and it will automatically renew on an annual basis thereafter (with each such year constituting a “Secondary Term™). Any antomatic
renewal may be cancelled by Buyer or Seller delivering written notice to the other at least 60 days before the automatic renewal date,
The automatic renewal date at the end of the Primary Term will be the last day of March 2012, and the automatic renewal date for each
of the following Secondary Terms, if any, will be last day of each Mareh thereafier, Because Seller needs to coniract for supplies and
transportation in advance, Buyer’s early termination of this contract will harm Seller.

Option 1 [X] Variable Price:

Beginning with the April 2011 bill cycle through the Qctaber 2011 bill cycle the price will be determined monthly by the NYMEX
settlement on the 13th of each month, prior to the month of delivery plus $.75 MCF (*Primary Term”). (Should the 15th fall on =
week-end or holiday then price will be determined by the settlement on the first business day prior to the [5th). Beginning with the
November 2011 bill cycle through the March 2012 bill cycle, 50% of the Buyer’s Variable Price will be deiermined monthly by
the NYMEX settlement on the 15" of each month, prior fo the month of delivery plus $,75 MCF, and 50% will be determined
monthly by the average price for the months of April 2011 through Qctober, 2011, Subject to credit approval, Buyer shall have the
option to request the Fixed Price option at a mutually agreeable price, which shall include any related storage discount or premium,
and shall be effective only upon written acceptance by Seller of a new Purchase Confirmation. Buyer is responsible for LDC’s
delivery charges and applicable taxes, which are not included in Buyer’s price.

Option 2 [] Fixed Price:

Beginning with the billing cycle and continuing through the billing cycle, the price per Mef for
all gas delivered to the burnertip will be fixed at § per Mef. The price includes all interstate transportation charges, pipeline
and distribution shrinkage, BTU conversion, and pooling fees, but it does not include the applicable taxes or NGDC distribution and
transportation charges. After the Fixed Price expires, the price will be as described under the Renewal Variable Pricing section in
the attached Forin V4.2CH-IND Terms and Conditions.

Full Contract Volumes in Mef at the Burnertip
Month | Jan Feb | Mar | Apr May Jun July | Aug | Sept ] Qct | Nov | Dec

3100 | 3040 | 2116 | 992 601 312 147 214 287 411 1123 | 1833

Other Terms amd Conditions: All gas sold under this contract will be subject to the tenns and conditions of the attached IGS Form
V4.2CH-IND, a copy of which is attached and incorporated herein by reference. By signing this contract, Buyer acknowledges receipt of
Form V4. 2CH-IND, If Buyer and Seller execute more than one Purchase Confirmation, the terms of the most recent Confirmation
will supersede and take priority over all previous Confirmations. _

Any signature on this Confirmation will be considered valid for all purposes and have the same effect whether it is an inl-signed
original or a photocopy or a facsimile representation of the original document, Subject to Council approval.

1 acknowledge that I am the account holder or. legally authorized person to execute a confract and legally bind the
business in this confracf. I understand that by signing this contract, I am switching the gas Supplier for this commercial
account to Interstate Gas ﬁ.l(liptgly, Inc. I understand fhat gas purchased for this commeycial account by Interstate Gas
Su }llly, Ine, will be delivered through the utility's delivery sysfem. ‘The legally authorized person to execute this contract
an Ity bind tlze business in this confract has 14-days after today to cance] this contract for any reason through written
or verbal notification to Interstate Gas Seﬁpply, Inc, 1 ma%wawe this right of cancellation by affirmatively a%reem to this
waiver on the contract. Jfyou terminated your contract today, and if the unconditional cancellation period did no aplply,
based on current gas prices and your historical usage, a good-faith estimate of your termination fee would be $2820. "This
termination fee is subject to change as your usage and the market price of gas fluctuate,

Buyer hereby expressly waives the right of cancellation described in the preceding paragraph.

Accepted by Buyer:

Name: Title Date
Agreed to by Seller:

WName: Scott Arthyr Title Date



Form v4.2CH-IND

Terms and Conditions

Peiofl

SUPPLY: Sellar will supply the commodity portion of Buyer's natural
gas, and the utllity will be Buyer's Natural Gas Distributlon Company
("NGDC".

CANCELLATION: This conteact may be cancelled according to the
process set forth in the Confimation. If Buyer discenfinues servica
with Seller at any other time, lncluding but not imited lo switching to
another supplier or belng switched back to the NGDC as a result of
fate payments, this contract may automatically be terminated by
Seller upon 10 days wrillen notice, and Buyer will pay lo Seller alf
damages as sel forth under thls contract, If Buyer transfers service
to the NGDC, Buyer may be charged a price other than the NGUC's
standard rale. Buyer acknowladges that it make take up to two
bltiing cycles to teansfar service.

RENEWAL VARIABLE PRICE: Unless ofherwise agreed to in
writing by the pariles, for each Secondary Term(s), the price per
applicable unit of measure deliverad to the applicable delvary point
for all volumes wili be determined monthly by the first of the month
Index price of gas deilvered to the delivery polnt, plus all of the
following: transportalion, demand charges, shdnkage, BTU
conversion, pooling fees, and a servica fee, The price Will not
fnclude the applicable laxes or NGDC distrdbuiion and transportation
charges,

BILLING: The NGDC's monthly invoices will contain Seller's gas
charges plus applicable taxes and all of the NGDC's distribution and
fransportation and other applicable charges. Buyer wili pay to the
NGDC the entire amount of each gas bill under the NGDC's
payment terms and conditions. if Buyer fails fo pay elther the
NGDC or Seller imely, a late fee of 1.5% par month will apply for all
past-due amounts. The NGDC and not Seller Is solely responsible
for reading Buyer's meater(s), and all diapule(s) that Buyer has with
respect fo volumes or adiustments witl be addrassed solely lo the
NGDC. Adjusted volumes wilt be priced at either the contract or
market price in effect at the time of adjustment by the NGDC.

ELIGIBILITY: Participation In the choice program is subjedt to the
rules of the NGDC. Customers ave rarely bul semetimes
terminated from {he cholce program either in ersor or for being In
amears. In such instances, Buyer may be reenrolled into the
program by contacting the NGDC. In such event, the affected Term
wiil not be extended for any months that Buyer was unable to
particlpate, nor will Seller have any lebliity for any such termination.

LIMITATION OF LIABILITY: Seller wili not be llable for Insses
ariging from the NGDC, including but not limited to; operations and
maintenance of the NGDC's system; any NGDC Interruption of
service; NGDC temnination of service; NGDC events of force
maleurs; or deterdaration of NGDC service. Further, Selier wilf not
be ltable for any losses arlsing from the use of natural gas or any
indirect, consequential, special, or punitive damages, whether
arising under contract, tort (including negligence or strict liabllity), or
any other legal insory.

SEVERABILITY: if any provision of this contract is held
unenferceable by any court having jurlsdiction, alt other provisions
will not be affected, and the court will modify the invalld provision to
the minimum extent necassary o render it enforceabie,

ENTIRE CONTRAGT: This contract contains the oentire
understanding between both parfles with respecl to the subject
matter descitbed hersin, end it supersedes all prior and
contemporaneous  representalions, stalements, negofiations,
undersiandings, and Inducements. This contract canno! be maodiftad
In any way except by a writing signed by both partles.

CREDIT: Buyar wilt provide to Seller financial statements and other’

credit-related Information upen sellers reasonable request, all of
which will be treated as confidential by Selier. If Seller reascnably
deems Buyer's financlal condition Inadequate to extend credit for
gas sales, including the rsk assoclated with a fixed prica under this

contracl, Seller may require security sufficlent to cover volumes for
the two largest months fistad under “Full Coniract Volumes” in the
fomn of either a deposit, a standby krevocable felter of credit, a
performance bond, o a perdected securily Interest In an asset
acceplabla to Seller.  Furthermore, ¥ Buyer () makes an
assignmant or general contract for the beneflt of creditors, (i)
dafaults in any payment or other obligation to Seller (including any
obligation to provide sacurity as provided above), (ili} fites & petition
oF acquisscas in the commencament of a case under any
hankruptey or simitar law for the protection of creditors or has such
petition filed against i, or {v) Is unable to pay ils debts as they fall
dug or fails to pay its cbligalions as required under this conlract
acoording to lhe payment terms, then Seller may suspend dellveriss
and tarminate this contract upon its dellvery {o Buyer of 10 days
prior wriiten notice. Seller's rights under this credit seclior are In
additian to all other remedies avatlable under this contract.

83 DEFAULT: If Buyer Is a parly {0 another gas purchase
contract with Sellsr, a defaull by Buyer under such othar conlrast
may be treated by Seller as a default by Buyer under this contract.

DAMAGES. Seller may hedge its obligations under this contract by
purchasing delivared gas and pipefine ransportatlon, as weit as gas
futures andfor swaps, or any combination thersof. If Buyer
terminates any or all accounis undar this contract befere the
expiration of any Term, or if Seller terminates this contract as to any
or all accounts before the explration of any Term as a rasult of
Buyer's default, than: (1} If under a Varlable Price option or the
Renewal Varlable Price, Buyer wili pay to Seller damages squal to
$0.20 per Mcf multiplied imes the Full Contrac! Volumes remalning
under the then-current Term; or (2) if under a Fixed Price option,
Buyer wiil pay to Seller damages equal to the posttive differencs, if
any, between the then-current contract Fixed Price minug the then-
current maikef price mulliplied timss the Full Contract Volumes
remalning under the then-current Temn. Seller may Increase the
ptice chargad to Buyer for accounts that have not defaulted In order
to cover the damages described above; In such Instance, Sefler will
send to Buyer an informational lnvoice to supplement the NGDC's
bill.  Nothing heraln iimits Buyer's obligation to pay for all gas
delivered as metered by the NGDC. If Seller fails to perform its
delivery obiigations under this contract, Seller wil pay to Buyar the
amount squal to the positive difference, if any, betwean Buyer's
reasohable cos! of cover minus the then-current contract price for
all volumes Sellor failed to deliver. The prevailing pasdy in any
lawsuit under this contract will be entitied to collect from the
breaching party the prevalling party's costs of enforclng this
centract, including reasonable altorneys’ fees and ali other Itigation
expenses.

GOVERNING LAW: This contract will be governsd by the applicable
laws of the State of Ohlo, without regard to Ohlo’s principies of or
conflicts of law, All legal actions involving all disputes arising under
this contract will be brought exclusivaly In 2 court of the State of
Ohio silling In Frankiin County, Ohlo, or In the United States District
Court for the Southern District of Chio sitling In Columbus, Ohlo,

REGULATORY: The cholce program Is subject fo ongolng ufilftles
commission jursdiction. If the choleg program Is terminated, this
contract will be terminated without penalty to sither parly.

ASSIGNMENTY: This coniract may be assigned by Buyer only with
axpress wiritten consent of Seller, which congenl wii not be
unreasonably withheld or delayed.

SHIP OF THE PARTIES: The gas market Is volatile, and
historical {rends may not be indicative of fulure trends. Buyer will

~make decisions regarding pricing and velumes in Buyer's sole

discretion, whether with or without advice or recommendation from -
Saller, and Seifer will not be Uable for Buyar's acting or failure lo act
upon Selier's advice or recommendalions



LDC Account Number Service Address Clty State Zip

000000002939 42785 W 9 Mile Rd Novt Ml 48375
0000003537112 256894 Wixom Rd Novi M 48375
0000003379123 1819 Paramount St _ Novi M 48375
0000003537065 26300 Delwar Dr Bldg Maint  Novi il 48375
Q000003537062 26350 Delwar Dr Nowvi Mi 48375
0000000006732 48375 W 10 Mile Rd Novi Mi 48375
0000000007250 45255 W 10 Mile Rd Novi M 48375
0000003914662 45275 W 10 Mile Rd Novi Wi 48375
‘0000000035435 21303 Haggerty Rd Novi Mi 48375
0000000007894 23660 Meeting Hall Ln Novi Mi 48375
(000003967377 25804 Beck Rd Novi B! 483756
0000000065795 26300 Delwar Dy Novi Ml 48375
0000003028578 601 S Lake Dr Nowi Ml 48375
0000000007249 45175 W 10 Mile Rd Navi Ml 483758
QU00000005874 42875 Grand River Ave MNovi M 48375
0000000007247 45125 W 10 Mille Rd Novi Mi 48375
0000000003004 25069 Meadowbrook Rd Novi Ml 48376
0000000009126 25075 Meadowbrook #HSE. 1 Nowi MI 48375
0000000009127 250756 Meadowbrook #HSE 3 Nowvi Mi 48375
0000003537089 25075 Meadowbrook Rd Novi Ml 48375
0000003837104 42400 Arena Dr MNovi Ml 48335
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30903 Nonhwestemn Highway
[.0. Bax 3030

Fnrmingion Hills, MI 48333-3040
Tel: 248-85t-5500

Fax: 248-858-2158
www.sccrestwordiersm

THOMAS R SCHULTZ
Direct; 24B-530-2847

techultz@sesrestwnrilie,cum Clﬂ.y Pearson, City Manager
City of Novi
45175 W. Ten Mile Road
Novi, MI 48375

Re:  Agreement for Purchase of Natural Gas through Gas Cloice Program
Dear Mz, Pearson:

You asked our office to review the proposed IGS Natural Gas Purchase
Agreement with Interstate Gas Supply, Inc. The Gas Choice Program allows a
gas customer to purchase gas directly from a supplier instead of Consumers
Energy, even though Consumers would distribute the gas to the customer and still
be considered the “gas company” for the customer. As the memo from the
Finance Department indicates, the arrangement can result in a lower cost for the
commodity (the natural gas) itself.

The only real legal issue is who approves the agreement.” The document is
required to be signed by somebody who is “legally authorized” to sign it and
“legally bind” the City. Because the agreement contains pepalty clauses in the
event of cancellation and takes the City from the MPSC-regulated utility rate
arrangement (with Consumers) into essentially a market-price arrangement, we
believe that it requires some formal approval. As the purchasing policy and
ordinance are cwrently written, approval would be the province of the City
Council. We have advised that to the extent Interstate Gas Supply, Inc. has
required the City to sign the agreement in advance of such approval, in order to
“lock in” favorable rates, Mayor Landry can sign the agreement, but the 14-day
cancellation provision should not be waived. This would allow the matter to be
placed on a consent agenda for the City Council.

policy to allow these sorts of favorable utility/commodity agreements to be
reviewed and approved administratively.Since they are based on market pricing,
they can require immediate action. We agree that this would be permissible and
entirely appropriate.

The Finance Department has suggesied a minor amendment to the purchasing ﬁe

COUNSELQHRS AT LAW



Clay Pearson, City Manager
January 20, 2011
Page 2

If you have any questions, please do not hesitate to call.

Very truly yours,

W~

Thomas R. Schultz

TRS/jec
cc:  Maryanne Cornelius, City Clerk
Marina Neumaier, Assistant Finance Director

Victor Cardenas, Assistant City Manager

1562744



