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STAFF’S POSITION STATEMENT

COMES NOW the Staff of the Public Service Commission of Missouri (Staff), and pursuant to the Commission’s scheduling order in this case submits its statement of position on the issues:

Issue 1

MGE is entitled to recover in rates all prudently incurred gas costs.  MGE owns long-term capacity on Kansas Pipeline Company, to meet customer demands but did not use it in the summer months of the 2000/2001 ACA period.   Was MGE’s decision not to post the KPC capacity for release, or alternatively, release equivalent Williams capacity, within the range of prudent behavior; and, if not, is $858,158 an appropriate measure of economic harm?

Staff’s Position:

During the months of April through October, 2001, MGE did not utilize any of its firm capacity on Riverside/MidKansas Pipeline (KPC).  MGE did not post any of the capacity on KPC’s bulletin board for release to other shippers, nor did it seek to utilize the KPC capacity itself, and release capacity on the other pipelines serving it – Panhandle Eastern Pipeline, Williams Pipeline Central (now Southern Star Central, hereafter Williams), and Kinder-Morgan (Pony Express).  Staff calculates that by releasing its excess capacity that MGE could have realized additional revenues of $858,158, and MGE ACA balance should be adjusted to reflect that released capacity.  (Sommerer)

Issue 2

MGE is entitled to recover all prudently incurred gas costs.  Staff maintains that MGE should have hedged at a minimum 30% of each winter month's normal volumes; MGE maintains there was no hedging standard in place prior to the winter of 2000/2001 but, regardless, hedged 38% of normal winter volumes.  Was MGE’s hedging conduct within the range of prudent behavior for the winter of 2000/2001; if not, is $614,365 an appropriate measure of economic harm?

Staff’s Position:

MGE nominates a substantial portion of its flowing gas (gas coming from sources other than storage) on a monthly basis at first of the month.  Further, heating season weather differs from month to month; ranking normal weather from coldest to warmest reveals January is coldest followed by December, February, March and November. Staff asserts that by the beginning of the heating season MGE should have hedged 30% of each month’s volumes for normal weather or heating degree days so that customers would have minimum volumes of gas hedged for each month consistent with the different expected heating loads in these months. MGE failed to do so. It did not have minimum volumes hedged for the months of January and March. Had MGE done so, its gas costs would have been reduced by $614,365, and its ACA balance should be adjusted to reflect that reduced gas cost.  (Herbert, Sommerer, Jenkins, Allee)

Issue 3

MGE is entitled to recover in rates all prudently incurred gas costs.  MGE utilizes natural gas from first-of-month contract purchases, intra-month contract purchases and storage to meet its customers’ heating season requirements.  Was MGE prudent in its management of first-of-month and intra-month contract purchases and use of storage withdrawals; and, if not, is $8,051,049 an appropriate measure of economic harm?

Staff’s Position:
The chance that January experiences the highest demand for natural gas is greater than any other month. Storage gas serves both as an operational requirement under MGE’s transportation arrangements on Williams and as a physical hedge or insurance for price risk - risk which is much larger for natural gas when compared to most other commodities. MGE’s planned storage withdrawals for November 2000 were unreasonably high and for January 2001 unreasonably low; its actual storage withdrawals in November and December 2000 exceeded even the unreasonable planned withdrawals for these months by 63%. This unreasonable use of storage left MGE vulnerable to operational shortfalls in supply should January weather have been cold, and exposed even greater volumes of natural gas needed by customers to price risk in January, 2001, in the face of the highest first-of-the-month prices in history. MGE decisions in November and December left it with no choice but to purchase large amounts of this high priced natural gas. The economic harm to ratepayers is $8,051,049.  (Herbert, Jenkins, Allee)

Issue 4

In July 2000, MGE filed an annual “Reliability Report” pursuant to a Commission order in a prior case.  Staff reviewed the peak day and reliability information and the rationale for the reserve margin and has recommended in this case that the Commission order MGE to provide additional reliability information.  Is this case an appropriate forum in which to consider the issue, and, if so, should the Commission order MGE to provide the requested reliability information?

Staff’s Position:
MGE submits Reliability Reports pursuant to Commission order, and the Staff has utilized its operational review in the ACA audit process to analyze these reports.  Staff has taken issue with MGE’s failure to provide support for its assertions.  Specifically, MGE refused to provide the assumptions and calculations it used to determine its peak day demand estimates for 2002/2003, 2003/2004; and 2004/2005; MGE did not provide the input and output data to support its base case, high case and low case demand scenarios; MGE did not explain why it uses 30 years’ data for the base case, but only 20 years’ data for high and low case scenarios; MGE refused to provide a month-by-month plan for storage withdrawals; nor did MGE provide a check on its estimation model by checking the model’s predictions against actual weather and usage data.  Staff believes that the information it seeks is information that MGE should have readily available if it is prudently planning its gas supply and transportation needs.  Staff believes that establishing a separate proceeding to submit and review this basic information would be an inefficient use of Commission and Company resources.  (Jenkins)

Respectfully submitted,








DANA K. JOYCE








General Counsel








/s/ Thomas R. Schwarz, Jr.

______________________________








Thomas R. Schwarz, Jr. 

Deputy General Counsel


Missouri Bar No. 29645








Attorney for the Staff of the 








Missouri Public Service Commission








P. O. Box 360








Jefferson City, MO 65102








(573) 751-5239 (Telephone)








(573) 751-9285 (Fax)








E-mail: timschwarz@psc.state.mo.us
Certificate of Service

I hereby certify that copies of the foregoing have been mailed, hand-delivered, transmitted by facsimile or emailed to all counsel of record this 2nd day of May, 2003.








/s/ Thomas R. Schwarz, Jr.

______________________________

PAGE  
2

