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STAFF STATUS REPORT

MGE 2001/2002 ACA

Case No.:  GR-2002-348

On February 26, 2004, the Commission issued its Second Order requiring the parties to File a Status Report in this Case.  Below is Staff’s list of issues and the status of those issues.

Issues and Status:

1. MKP/RPC Disallowance:  Staff has proposed an adjustment to reduce MGE’s gas costs by $6,099,369.34 because of MGE’s imprudence in entering into the initial 1991 KPC contract; and excessive transportation charges under that contract, when compared to the Southern Star Central Gas Pipeline, Inc. (f/k/a) Williams Gas Pipelines alternative.

Status:  In its response to Staff’s recommendation dated January 20, 2004, MGE states that it opposes the disallowance.   

2. Excess Capacity Disallowance:  Staff has proposed an adjustment to reduce MGE’s gas costs by $1,373,016 to reflect excess gas costs for peak day reserve.  It is Staff’s position that MGE has not adequately calculated its peak day requirements and has not provided justification for its reserve margin. 

Status:  In its response to Staff recommendation dated January 20, 2004, MGE states that it opposes the disallowance. 

The Company scheduled and held a meeting with Staff on March 18, 2004, to further discuss this issue and the hedging issue.  In order to improve the effectiveness of the meeting, Staff requested that MGE provide copies of any workpapers and presentation material at least two days in advance of the meeting so that Staff could review and be prepared to ask questions.  Because of other commitments, the Company could not provide any information in advance of the meeting.  The Company provided a Power Point presentation at the March 18 meeting.  One of the Company’s arguments was that the previous Reliability Reports supported the capacity.  However, Staff has noted concerns in the prior ACA cases regarding the Company’s estimation of peak day requirements and does not accept this Company argument.  Other information presented at the March 18 meeting is being reviewed and compared to other information received from the Company.  Staff needs time to evaluate whether the presented information will change the recommended adjustment.  

3. Reliability Analysis:  Staff recommended that additional information be submitted by March 2, 2004, to address Staff’s comments and concerns regarding reliability analysis including:  (a) analysis of usage and capacity for areas served by specific pipeline(s); (b) lack of support for Company statement that a series of regression analyses are performed on historic daily firm sales data to determine base load and weather sensitive heat load factors; (c) length of time considered in Company calculation of base load; (d) use of one data point to estimate the peak day heat load factor; (e) lack of support for annual escalator; (f) Company evaluation of how well or how poorly the Company base load and heat load factors predict peak day usage; (g) estimation of the heat load factor for each heating season month from a review of only the one-month usage in the prior year, usage of this factor in the estimation of normal, low, and high case usage, and estimation of low-case and high-case from a review of only 15-years weather data, when the normal estimate considers 30-years; and (h) Company planned normal storage withdrawals. 

Status:  

In its response to Staff recommendation dated January 20, 2004, MGE states that it opposes this Staff recommendation.  

At the February 17, 2004 prehearing, the Company indicated that it was in the process of compiling information related to the reliability recommendations.  The Company scheduled and held a meeting with Staff on April 1, 2004, to present its draft March 2004 Demand/Capacity Analysis.  Staff requested a copy of the report in advance of the meeting, but the Company development of the report did not allow an advance copy to be provided.  Staff sent an email on April 5, 2004, requesting the data, assumptions and other information considered by the Company and its consultant in developing the draft report.  

The Company has made an attempt to provide a more detailed Reliability Analysis.  The MGE March 2004 Demand/Capacity Analysis will affect the Company’s planning for the 2004/2005 ACA.  Thus, it attempts to address Staff’s concerns regarding the reliability issue on a going forward basis.  Thus, Staff proposes to set this documentation issue aside for this ACA case and provide separate comments to MGE regarding any concerns regarding the Company reliability analysis.   

4. Hedging Documentation:  Additional information to be submitted by March 2, 2004, and December 1, 2004, respectively, to address documentation for hedging transactions for the 2002/2003 ACA and 2003/2004 ACA 

Status:  

In its response to Staff recommendation dated January 20, 2004, MGE states that it opposes this Staff recommendation.  

At the February 17 prehearing, the Company provided Staff sample information it began developing in March 2003 and it believes this information will comply with Staff’s hedging recommendations.  Staff reviewed the information provided by the Company and provided comments in an email to the Company on March 15, 2004.  This issue was also discussed at the March 18 meeting scheduled by the Company.  The Staff believes that the sample information provided by MGE represent an improvement in the transactional hedging documentation.  However, the 1998 Natural Gas Hedging Policy and Natural Gas Trading Procedures provided to Staff appear to be out of date in that they discuss 1998 controls and policies.  The Staff also found no overall hedging strategy document that outlines monthly hedging goals, timing of hedges, interplay of storage as a hedge, and volume exposures to monthly and daily price swings.

Since the Staff has no dollar adjustment at issue in the hedging area for this ACA period, and the period has past in terms of on-going hedging documentation efforts, the Staff proposes that this issue be set-aside for this ACA period. 

