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STAFF’S STATUS REPORT


COMES NOW the Staff of the Missouri Public Service Commission (“Staff”) and files its Status Report in this case. 


1.
On February 26, 2004, the Commission issued its Second Order Directing Filing in which it directed the parties to notify the Commission of the status of the case.

2.  
In compliance with that order, Staff is filing this Status Report.  

3.  
One of the issues with moving forward in this case is the fact that the matter of the Riverside contract remains unresolved.  That issue is whether MGE prudently entered into a transportation contract with Riverside.  Staff has proposed an adjustment in all ACA cases subsequent to that imprudent 1991 contract.  In this case, Staff proposes to reduce MGE’s gas costs by $6,099,369.34 because MGE imprudently entered into the initial 1991 KPC contract; and charged excessive transportation rates under that contract, when compared to the Southern Star Central Gas Pipeline, Inc. (f/k/a) Williams Gas Pipelines alternative

4.
The issue was first raised in the GR-93-140 case in which the Commission found modification of the then-current contract to be imprudent.  The Commission addressed a subsequent modification by MGE of the imprudent contract in Case No. GR-96-450.  At this time the matter is on appeal in the Western District Court of Appeals, and awaiting decision after oral argument was made on April 21, 2004.

5.  
It is Staff’s opinion that all subsequent PGA/ACA for MGE cannot be resolved pending resolution of the Western District case.  While other issues may be heard and briefed, a final decision resolving all issues in this case is not possible until the pending Riverside matter is resolved by the Western District.  It is inefficient to hold a hearing that only addresses some issues, so it is Staff’s recommendation that the Commission proceed in this case after the Western District issues its opinion.

6.
The other remaining issue is Staff’s excess capacity disallowance 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. 

7.  
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.  

8.
Another of the Company’s arguments is that if capacity were reduced, the overall storage volume would be reduced.  Staff does not accept this argument either.  The storage contracts could have been structured by the Company to have the same overall volume, but with the split between the two storage contracts being different.  

9.
The Company has provided no convincing information to support reducing or removing Staff’s recommended capacity adjustment.  However, the objective is to assure that a company has adequate capacity to provide natural gas to its firm customers on even the coldest days, without maintaining excess capacity that would cost consumers money without any related benefit.  The Company provided additional information related to its draft March 2004 MGE Demand/Capacity Analysis on April 5, 2004.  This information contains daily usage data for Kansas City, Joplin and St. Joseph not previously provided, some of which would have been available at the time the Company was developing its peak day estimates in its 2001/2002 Reliability Report.  The Company did not use this data in its development of its peak day estimates for the 2001/2002 ACA period.  It had no separate analysis for the three major service areas of Kansas City, Joplin, and St. Joseph.  The Company estimate used a base load and heat load factor.  The base load was the same in the 2001/2002 and past three Reliability Reports (1997/1998, 1998/1999, and 2000/2001).  

10.
As with the 1999/2000 and 2000/2001 ACA reviews, the heat load estimate in the Company’s Reliability Report for the peak day is simply an evaluation of usage on one cold day.  As noted in Staff’s recommendation in this ACA case and in prior ACA cases, Staff does not believe that the review of one cold day in each year, one data point, is sufficient to establish the peak day heat load factor.  

11.
Accurate determination of peak day requirements is essential to adequate risk analysis and management so that customers’ needs may be met without overestimation of the risk.  The Company has made no attempt to establish whether its estimate of peak day usage would have changed had it used a more reasonable estimation methodology.  However, Staff believes that the more recent submission of data that was available for the 2001/2002 ACA would result in a different estimate of peak day usage.  This could reduce Staff’s proposed adjustment.  Staff needs time to evaluate whether the MGE daily usage information will change the recommended adjustment.  
12.
Also pending is MGE’s Motion to Strike.  A Motion to Strike is both premature and unfounded.  As part of this PGA case, all issues will be fully developed and evidence will be submitted to the Commission when testimony is filed in this matter.  Until that time, it would be premature, and unfair to the MGE customers, for the Commission to strike any of Staff’s recommendations.  This challenge to MGE’s prudence should not be determined until the Commission has had a full and fair hearing.  The courts have held that a utility is only entitled to recover costs that are prudently incurred.  The issues should be heard and decided before any issue is dismissed.

13.
Staff is recommending that the Commission determine how it wishes to proceed concerning the Riverside issue before Staff proposes a procedural schedule in this case.  Staff also recommends another prehearing conference for the parties to further discuss the excess gas costs for peak day reserve issue.  

WHEREFORE, the Staff respectfully requests that the Commission accept this report in full compliance with its Second Order Directing Filing.
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