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LACLEDE GAS COMPANY
720 OLIVE STREET
ST. LOUIS, MISSOURI 63101

(314) 342-0601

June 1, 2000 [‘:ILED?

KENNETH J. NEISES
SENIOR VICE PRESIENT
ENERGY & ADMINISTRATVE SERVICES

JUN - 2 2009
Mr. Dale Hardy Roberts
Se.cretar'y/Chie.:f Regulatory Law Judge Se M ’Fg TOYrT P
Missouri Public Service Commission “ Comm, i fS'J
301 W. High Street ooen

Jefferson City, MO 65101
RE:  Case No. GO-2000-394; Notice Regarding Price Protection Incentive

Dear Mr. Roberts:

The above-referenced case was established by the Commission to monitor
Laclede Gas Company's ("Laclede") revised Price Stabilization Program ("Revised
PSP"), as approved by the Commission in its Report and Order dated June 15, 1999, in
Case No. GO-98-484. Pursuant to the terms of the Revised PSP, the purpose of this letter
1s to notify the Commission that Laclede is exercising its right to declare the Price
Protection Incentive component of the Program inoperable for the second year of the
Program.

As contemplated by the Revised PSP, such action has been necessitated by radical
changes in the market conditions governing natural gas prices in general and natural gas
financial instruments in particular. Even before the second year of the Revised PSP
commenced in March 2000, the cost of financial instruments had already increased to a
point where the targeted price protection level established for this year was some 70
cents greater than the highest catastrophic price levels (i.e. $4.00 per MMBtu)
established in prior years. Unfortunately, rather than decline, as most industry experts
and observers were expecting, such costs have only continued to escalate to
unprecedented levels, with the result that the cost to obtain even catastrophic price
protection has more than tripled over the amount authorized for that purpose under the
Revised PSP. As shown by the attached articles from the Wall Street Journal and Gas
Daily, this radical change in market conditions has been attributed to a number of factors,
including the increased use of natural gas in electric generation, less than anticipated
supplies of natural gas from Canada, and abnormally low storage levels.

Laclede intends to do whalever it can to procure reasonable price protection for its
customers outside the ambit of the Price Protection Incentive in the months that remain
before the onset of the winter heating season. However, as a result of the Company's
decision to declare the Price Protection Incentive component of the Program inoperable
this year, the Company will retain no gains under that component of the Program or incur



i

any losses resulting from the purchase of price protection above the catastrophic price
level established by the program (i.e., $5.20 per MMBtu).

Sincerely,

[ D eers

Kennethv]. Neises

ce: Commissioners
Office of the Public Counsel
Thomas R. Schwarz, Jr.
David M. Sommerer
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Deal Comes Amld Record Prices for Gas

Devon, Santa Fe Snyder
Look for Bigger Role
In Production in US.

By ALEXE! BARRIONUEVO
Staff Reporter of THE WALL STREET JOURNAL

Almost as if on cue, Devon Energy
Corp. last week agreed 1o buy Santa Fe
Snyder Corp. for $2.35 billion fo take ad-
vantage of an unusually strong market for
natural gas—and then natural-gas prices
rose to all-time highs, .

Devon, based in Oklahoma City, and
Santa Fe Snyder, Houston, said that comn-
bined, they hope to be a bigger player in
U.S. production, which is needed now
more than ever. Both companies have
large holdings in the Rocky .Mountains,
one of North America’s most promising
natural-gas regions.

_Further, the companies.see the natural-
ga,s problem as long-term, not a single
day’s spike. “Natural-gas supply is reach-
ing a erisis level,"
von’s president and chief executlve of-
ficer.

Driving the higher prices is an in-

creased demand for natural gas, coupled

with tight supply.

For the better partofa decade natural-
gas prices have lingered around $2 per
million British thermal units. Last week,
fueled by inventory levels that are 25%
lower than last year, prices climbed to
more than $4 per miliion BTUs. On Friday,
the June contract settled at $4.41, eclipsing

the previous high of $4 in January 1997,.
according to Stephanie Nichols, a trader -

at El Paso Energy Corp. -

Greater demand from users such as

power plants that need more and more
natural gas to keep running, disappointing
results from some wells and less-than-ex-
pected imports from Canada have all con-
tributed to the current supply crunch.
Worse, the price had been so low for so
long that many companies have been reluc-

- BO0=

said Larry Nichols, De-

Gas Meter

MNatural gas in storage in billions of cubic
feet (left axis) and the future's price per
miliions of BTUs {right axis)

3,200 36

2,400

~Estimate—

1999 2000.
Sources: Energy Information Administra;tion's Me;y 2000
Short-Term Energy Outiook Database, New York
Mercantile Exchange

tant to sperid to drill for new reserves or to
recover mote from existing wells.

Drilling has picked up in recent weeks,
with both combined oil and natural-gas rig
counts up 64% from last year to 849. But
natural-gas demand is expected to grow
3% this year, and many analysts think re-
cent production could be too little too late
to stave oif a serious suppty problem this
winter.

“I don’t see how we are going to make
it,” said Ronald J. Barone, an anatyst with
PaineWebber. “You have to have rig
counts over 1,000 for a sustained period
just to replace production.”

Complicating the situation is the in-
creasing use of natural gas to fuel electric
power plants, particularly during times of
peak demand. The U.S. has a shortage of
power capacity generally and that is forc-
ing power plants to use more natural gas
when they normally would build storage
for the winter months. With crude oil
prices running at $30 a barrel, power pro-
ducers have little incentive to switch to oil
to fuel their plants.

“It isn't that there isn't gas available to

handle summer demand,” says Dave Cos-
tello, an economist with the Energy Infor-
mation Administration. “But we are trad-
ing off availability now for availability in
the winter when we really need it.”

If producers can't boost gas supplies,
many analysts are betting prices -could
shoot up over the $5 per miilion BTU level
this winter.

Natural-gas supply fell when many in-
dependents cut back drilling by more than
40% during the oi! downturn that began in
1998 and saw crude prices fall to about $11
a barrel in 1999, Drilling activity has yet to
return to 1997 levels. “The companies are
still shell-shocked over what happened in
1993," said Frederick Leuffer, an analyst
with Bear Stearns.

Deepwater areas in the Gulf of Mexico
that were thought to be promising for natu-
ral gas turned out to be more oil-rich than
expected. Shallower areas on the Guif's
shelf contain more gas but require con-
stant investment to stem decline. Low
prices also slowed production from Can-
ada, a region the U.S. market relies on for
supply. This vear, imports are running
40% below expected levels for the year, the
EIA said.

In this environment, the stocks of

North American energy production compa-

nies such as Devon and Santa Fe have
been flying. Devon's shares have risen
80% this year, hitting an ali-time high of .
$59.50 iast week. However, Devon's shares
fell §3.0625 to $55.625 Friday at 4 p.m. in
American Stock Exchange composite trad-
ing. Analysts blamed the stock's fall on
concerns that Devon paid 1oo much for
Santa Fe Snyder, Devon's biggest deal to
date. Shares of Santa Fe Snyder were up
75 cents to $11.75 at 4 p.m. Friday in New
York Stock Exchange composite trading.
The combined company will be the
fourth-largest independent exploration
and production company in the U.S. By
buying Santa Fe Snyder, Devon will more
than double its natural-gas reserves in the
Rocky Mountain region, where Devon has
specialized in low-cost extraction of natu-
ral gas from shallow-water coal deposits.
Devon said the region is estimated to hold

two trillion cubic feet of gas.
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Dally Price Survey

Listed in the loft colurmn are the midpoints of the daity
rangas tor the most cormmon prices, pald In $/mmBiu of a
typkcal volumio of 5 thousand mmBiu, The midde column
shows absoluto low-high prices for transactions fepored on
the dzle a1 the top of tho colun; the third colurnn shows that
aay's rangos for the most common prces. The prices are
genarally for gas flowing today; weekends are usually prioed
using dala collacted Friday, Ranges are for deals done be-
fore nomination deaditnes. Boldace indkcates the price range
is basad on data reporied the previous day. Plaln type ind-
cales insuffictent data to reconfinm or change the previous
range. The commen range s bullt around the volume weighted
awverage and the midpolnt ks calculated for the common range.
Dala in this lable is Copyright 2000 by FT Energy.
NATIONAL AVERAGE PRICE: $4.110**

Trans. date 6125 5725
Flow date{s} 626 &25 526

Midpolrt Absolute Common

Permian Basin Area
El Pasa 4040 388411 40107
Northern (Mids 1-6} 4.000 399406 3.984.02
Tex Intras, Waha area 4070 4.063-10 4.05-09
Transwestern 4015 399-4.05 40003
Enst Texas-North Loulsiana Area
Carthage Hub laligate 4100  4.08-12 4.09-11
Koch (Zones 1&2) 3865 3.8588 3.86-87
Lone Star 4025 3.93-4.04 4.01-04
MRT maintine 4175 4.12-18 4.1718
MRT west log 4.120 41113 41113
NGPL TexOk (Wast) 4050 4.0406 4.04-06
NGPL TexOk (East) 4.055 4.01-11 4.03408
Tennassee, 100 Leg 4.030 4.02-04 4.02-04
Texas Eastern (ETX) 4070 4.04909 4.06-08
Texas Gas (entire Z 1)  4.140  4.10-18 4.12-16
East-Houston-Katy
Houslon ShipChannel 4155 41318 4.14-17
Katy plant tailgate 4120  4.09-17 4.10-14
Trunkline Narth 4.120 4.10-13 41113
Notth-Texgs Pantmndle
NGPL {(Permlan) 3925 190486 39194
MNorthorn [Mid 10) 3800 3.78-82 3.79-81
Transwestern 4.015 3.99-4.05 40003
South-Corpus Chriat
Agua Dulce hub 4045 4.0309 4.03-06
Florida Gas 4125 41017 4.11-14
HPL 4050 40306 4.04-06
Kach {Zone 1) 3970 39699 3.9698
NGPL (STX} 4 040 4.00-08 4.0206
Tennassoe 4030 388406 40105
Texas Eastern (STX) 4000 3497404 393402
Transco, &t 30 4060 4.01-14 4.03-09
Trunkline South 4080 4,0709 4.07-05
PGRE-GTT 3980 395489 39799
Loulslana-Onshore South
ANR 4095 40216 4.06-13
Columbia 4145 40818 412497
Columbla, Mainline 4195 41722 41821
FGT 21 4125  A1017 4.11-14
FGT 22 4165 41420 41618
FGT 23 4 145 41118 41316
Henry Hub 4175 41121 41620
Koch {Zonas 28.4) 4080 40509 £.07-09
NGPL (La)} 4105 40216  4.07-14
Sonat 4.155 41218 41417
Tennessee, 500 Lag 4040  4.00-08 4.02-06
Tennessee, BOO Leg 4030 2.994.08 4.01-05
Texas E. (WLA) 4,040 4,00-08 4.02-06
Texas E, {ELA) 4055  4.00-10 4,03-08
Texas Gas SL 4135 40918 4.11-16
Transco, S1. 45 4115  4.06-16 4.09-14
Transco, K. 65 4140  4.08-20 4117
Teunkline WLA 4140 40819 41117
Trunkline ELA 4130 408416 4.11-15
Okiahoma
ANR 3980 393-4.05 3.954.01
NGPL {(Midcont ) 3.970 383403 293401
Rellan! (North/South} 4030 397410 A0006
Rellant {(West) 3970 290405 83401
Northern (Mid 11) 3830 238085 3.82-84
OGT 3975 391401 3.954.00
PEPL 3950 3492403 396402
Willams. 3975 392402 395400
New Mexico-San Juan Basin

El Paso, Boadad 3855 380 3.83-88
E! Paso, non-Bondag 3865 38292 3.84-89

continued on Next page

"Gas Dgﬂy

Henry Hub spike could mark new price trend

he move of the average Henry Hub spot price above $3.50/mmBu on May 18 and near
34/ramBtu on May 22 was unprecedented for this time of year. This tnost recent peried narks
only the third time when spot prices at Henry Hub have approached
or exceeded $4. In fact, spot prices there have rarely exceeded 53.
The average daily spot price at Henry Hub exceeded $3 for the
firsi time in late December 1995, That period marked the most signifi-
cant spot market price event ever at the Henry Hub. Tt began on Dec. .
21, 1995 when the average posted spot price increased 55¢/mmBtu to $3.70/mmBiu after
rising above $3 the previous day. By the end of the following week, though, the price had
declined almost $1 from that high level.
Then prices quickly rebounded above $3.50 when the indusiry realized that working gas in
storage levels may have declined to altmost 2 trillion cf, a level not experienced that early in the

Special look at
Louisiana, |
see page 5.

(continued on puage 8}
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winter heating season since December 1976
when gas deliveries to customers were curtailed.

It’s worth recalling that the winterof 1976
provided much of the needed meotivation for
the passage of the National Gas Policy Act
(NGPA) decontrol of natural gas prices, and
the high prices created by the NGPA were the
fundamental incentive for the development of
the spat gas markert.

The average daily price at Henry Hub
reached a peak of $14 on Feb. 2, 1996 in re-
sponse to a sudden drop in tetnperatures. Prices
generally stayed above $3.50 until the end of
February 1996. At that time, working gas lev-
els stood at 1 trillion ¢f, once again an almost
unprecedented level for that time of year. By
the end of the heating season working gas lev-
els had plummered 1o 758 billion cf.

The next heating season — 199697 —

“also experienced low working gas in storage

Gas Daily

levels. A cold spell early in the heating season
contributed to high prices but not nearly as
high as the previous year.

Storage levels today are currently higher
than then were at the same time in 1996 and
ia 1997. Prices are also significantly higher
than they were, and this is the problem. There
is hesitancy on the part of speculators to pur
gas in storage and take the bet that prices will
rise enough at some point in the future to cover
the cost of the cornmodity and storage.

The futures rmarket gives no relief, On
May 19, settlernent prices revealed thar prices
were expected 1o remain high for the rest of
the year. The 6-month NYMEX forward curve
was significantly above forward curves for past
years at this time. In fact, the May 19 forward
curve was more than $1.50/mmBw above
these forward curves from the past. This
change in price was equivalent to the level of

Henry Hub spot prices; 1995-2000

Friday, May 26, 2000

g e
spot prices in 1994 and the first half of 1995
(see spot price figure below).

The overall shape of the current forward
curve is not that much different from previous
years. Ye! the rise in price is only 18¢ from
June to January, much smaller than in the pre-
vious two years, providing litile incentive to
store gas since the cost of storage for the same
period cleatly exceeds this difference.

Looking to last year

Current high prices are explained, in part,
by the high recent prices that preceded thern.
Sertdement prices at the close of rading for
the April and May NYMEX contract were
record-setting for those delivery months.
Higher prices in April and May were not en-
tirely surprising and wese viewed as pan of 2
longer-term frend but the price bar they ar-
tained was surprising. '
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