BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI 

	In the Matter of Laclede Gas Company's Purchased Gas Adjustment Tariff Revisions to be Reviewed in Its 2000-2001 Actual Cost Adjustment.
	))))
	Case No. GR-2001-387

	
	
	


	In the Matter of Laclede Gas Company's Purchased Gas Adjustment Factors to be Reviewed in Its 1999-2000 Actual Cost Adjustment.
	))))
	Case No. GR-2000-622

	
	
	


STAFF’S STATEMENT OF POSITIONS 


COMES NOW the Staff of the Missouri Public Service Commission (“Staff” and “Commission”) and, pursuant to the Commission’s Order Modifying Procedural Schedule dated February 28, 2002 in the above-captioned case, present the following Statement of Positions:

A. What were the controlling Price Stabilization Program (“PSP”) Tariff and Program Description terms for the October 1, 2000 through September 30, 2001 ACA period?

The PSP was originally proposed by Laclede Gas Company (“Laclede”) in Commission Case No. GO-98-484.  The first year of the program’s operation related to the twelve months ended September 2000.  The ACA period for this case, Case No. GR-2001-387, is the twelve months ended September 2001, and therefore relates to the second year of the PSP program.  Laclede’s gas costs escalated to record levels during this time period. Sommerer Surrebuttal Schedule 1.  Because of the enormous rise in gas costs, the value of call options increased.  

The controlling PSP Tariff provisions are found on sheets 28-e, 28-f, and 28-g as modified by the September 2000 Stipulation and Agreement and Kenneth Neises June 2, 2000 letter.   The controlling program description terms are found in Sommerer’s Direct Schedule 6, once again as modified by the terms of the September 1, 2000 Unanimous Stipulation and Agreement approved by the Commission in Case No. GO-2000-394, and subject to Laclede’s notice of opting out of the price protection incentive features in Year Two.

The PSP Tariff provisions are interrelated and their meaning is dependent on other elements. The PSP Tariff provisions never contemplated the changes that occurred in June and September 2002. As a result of these changes certain critical program terms became ambiguous.   Terms such as “overall cost of price stabilization”,  “savings”,  “net cost of price stabilization” lost meaning when Laclede opted out of various guarantees.  The program was grounded on a fundamental triad of principles.  A certain quantity of natural gas was to be protected, at a certain price level, given a certain level of funding.   With the September Stipulation and Agreement, the volume guarantees where removed, and with the June 2, 2000 opt out letter, the specified price protections premised in the PSP were gone.  The June and September 2000 changes require a study to determine the level of price protection contained in the modified tariffs before any determination of savings can be made.

Staff performed such a study. In direct testimony, Staff provided a calculation to identify the level of price protection contained in the modified program.  Sommerer Schedule 9 showed the outcome had Laclede simply held its options till maturity.  The result showed no overall reduction in the cost of price stabilization, no net savings, and no reduction in the net cost of price stabilization.  To address Laclede’s concerns that Staff had not considered additional funds generated by early trading, Staff evaluated the outcome of holding the options versus Laclede’s actual results assuming that only initial MRA funds were used to establish and re-establish positions.  (Sommerer Surrebuttal Schedule 2 and 5.)  The result showed no overall reduction in the cost of price stabilization, no net savings, and no reduction in the net cost of price stabilization.

B.
Do the controlling PSP Tariff and Program Description terms for the October 1, 2000 through September 30, 2001 ACA period entitle Laclede to retain approximately $4.9 million of the $33.5 million in financial proceeds received by the Company through its purchase and sale of call options during that period?

No.  Staff believes that Laclede simply wants to have its results viewed as a standalone “trading operation”.  In other words, any time there is a “gain” and proceeds received exceed costs, the company claims “savings” are experienced.  If Laclede were a trading operation without any obligation to purchase physical supply but only to speculate for profit, its claims might be accurate.  However, the program was not defined that way.  The modified tariffs controlling the PSP program contain no language defining Laclede’s role to be a speculator in option trading. The tariff contains language that supports the assertion that Laclede’s activities were to be directed towards price stabilization of the gas Laclede must buy to satisfy its customers’ demands. The program recognized that savings could be achieved while protection was left in place.   Once the levels and amounts of coverage were removed, the meaning of  “savings” had to be evaluated in light of what was actually being purchased under the modified tariffs.  Laclede was no longer procuring a fixed level of insurance at a fixed level of coverage against catastrophic loss.  Staff views a reasonable interpretation of the tariffs and remaining provisions of the program description to be that savings can only be recognized if Laclede’s actions resulted in savings when compared to simply holding the options till maturity.  Staff is making no disallowance here.  Laclede claims that savings happen virtually anytime cash comes through the door. 

Laclede’s own program architect indicates a lack of how the program was to operate when price protection was removed.  Laclede’s key policy witness in Case No. GO-98-484, Kenneth Neises, stated “…Of course, if the Company believes market conditions have changed radically enough to warrant such actions, it does not believe it should continue to have an opportunity to profit under the program.  Accordingly, if Laclede invokes this provision during the first 90 days, it agrees that the incentive aspects of the program should terminate for that year.” (Emphasis added.) (Neises Surrebuttal, page 14, lines 12 through 18; Sommerer Rebuttal pages 9 and 10.)
WHEREFORE, Staff prays the Commission accept its Statement of Positions, as set out above.
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