Before the Public Service Commission

Of the State of Missouri

	In the Matter of Aquila Networks-MPS’ Purchased Gas Adjustment Factors to be Reviewed in its 1999-2000 and 2000-2001 Actual Cost Adjustment


	))))
	Case No. GR-2001-461




STAFF'S STATEMENT OF POSITIONS ON THE ISSUES
COMES NOW the Staff of the Missouri Public Service Commission (“Staff), and for its Statement of Positions on the Issues in the above-styled case, respectfully states as follows: 

1.  Case No. GR-2000-520 deals with the matter of Aquila Networks-Missouri Public Service’s (MPS) Purchased Gas Adjustment factors to be reviewed in its 1999-2000 Actual Cost Adjustment.    


2.  Case GR-2001-461 deals with the matter of MPS’s Purchased Gas Adjustment factors to be reviewed in 2000-2001 Actual Cost Adjustment.     


3.  On November 26, 2002, a List of Contested Issues along with a Proposed Order of Witnesses and Cross-Examination was filed. 

I.  
A. 
Should the winter storage withdrawal months (Nov. through Mar.) for MPS’s Northern System be priced at the prior month weighted average cost of gas (WACOG) as advocated by Staff or at the current month WACOG as advocated by MPS?

Staff’s Position: Staff believes that the winter storage withdrawal months (November, 2000 through March, 2001) should be priced at the prior month weighted average cost of gas (WACOG).    WACOG is a method of pricing out storage inventory.  The Company applied the March-ending WACOG to the March storage withdrawal.  Staff’s methodology follows that used in prior ACA periods.  Staff proposes a reduction in gas costs of $28, 830.   

B. 
Should gas costs be reduced in the amount of $197,771 to reflect Staff’s proposed purchasing practices adjustment for inadequate hedged volumes on the Eastern System, or should gas costs on the MPS’s Eastern System be reduced in the amount of $330,406 and increased on MPS’s Southern System by $330,406 to reflect MPS’s intentions to have purchased less  Southern System hedged volumes and more Eastern System hedged volumes?

Staff’s Position:  Because of price volatility in the natural gas market, Staff believes that it is reasonable to expect that the Company would have engaged in a minimal level of hedging for the 2000-2001 winter season.  Staff believes that the Company did not effectively manage its supply portfolio because no fixed priced gas was purchased for the Eastern System, no storage contracts were in place for the Eastern System as a hedge, and no other hedged volumes were specifically in place for the Eastern System.  Consequently, customers on the MPS Eastern System were totally exposed to price risks during the 2000-2001 heating season.   Staff has presented clear evidence that 30% hedging of normal requirements, as a minimum level of hedging for each month of November 2000 through March 2001, is reasonable.  This supports a reduction in gas costs in the amount of $197,771.   Staff does not believe that it is reasonable to adopt the Company’s position to shift costs from the Eastern System to the Southern System because the tariff has separate PGA rates for each of these two districts, not a combined rate.
C. Were MPS’s decisions related to its use of flowing gas and storage withdrawals on its Southern System during the 2000-2001 Actual Cost Adjustment period imprudent? If so, what is the appropriate adjustment to gas costs?

Staff’s Position:  Because customer usage of natural gas varies greatly as the weather becomes warmer or colder, Staff believes that it is reasonable to expect that the Company would have minimal guidelines or supply plans in place for supplying natural gas under normal weather, warmest month weather conditions, and coldest month or coldest season weather conditions. This would assure that reasonable guidelines are in place for determining first-of-month nominations for natural gas, intra-month changes to flowing gas with contracts such as swing contracts, and how storage would be used as weather conditions change. Staff has presented evidence supporting that the Company failed to develop and follow a reasonable plan for using flowing gas and storage withdrawals for the winter months of November 2000 through March 2001. This had a negative impact on customers of MPS’s Southern System in the amount of $1,010,503, therefore Staff proposes  that  reduction in gas costs for MPS’s Southern System. 

WHEREFORE, Staff respectfully requests that the Commission accept Staff’s Position Statement.   
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