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RE: Case No. GO-2000-394 n

Dear Mr. Roberts:

Enclosed for filing in the above-captioned case are an original and eight (8) conformed
copies of STAFF'S REPLY TO LACLEDE'S RESPONSE in HC version and the original of
the NP version.

This filing has been mailed or hand-delivered this date to all counsel of record.

Thank you for your attention to this matter.

Sincerely yours,

/’_\

[ [A—B—W\m f ch,.g NS
Thomas R. Schwarz, Jr. a
Deputy General Counsel
(573) 751-5239
(573) 751-9285 (Fax)
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BEFORE THE PUBLIC SERVICE COMMISSION F / L E D 2

OF THE STATE OF MISSOURI

In the Matter of Laclede Gas Company’s )
Experimental Price Stabilization Fund. ) Case No. G0O-2000-3%4

STAFF’S REPLY TO LACLEDE’S RESPONSE

COMES NOW the Staff (“Staff”) of the Missouri Public Service Commission
(“Commission”) and in reply to the Response of Laclede Gas Company (“Laclede” or
“Company”) filed on January 5, 2001, to Staff’s Recommendation of December 22, 2000, states
as follows:

1. Laclede implies that Staff asserted that there is no “need for effective and
workable price protection program”. (Laclede Response, p. 2, {3).  Stafi, of course, has
suggested no such thing. Rather, in its December 22 filing, Staff has pointed out to the
Commission that the design of Laclede’s Experimental Price Stabilization Program (“PSP”) has
not produced the results that the Commission and Laclede’s customers expected under current
market conditions, and will produce detrimental effects in a future declining market, as well.
The Staff has suggested at every opportunity that price protection is a ‘critical issue for
customers,

2. It is clear from a review of the Commission’s Report and Order in Case No.
GR-98-484 that the Commission strongly expected the PSP to produce a price cap for Laclede’s

customers. It is just as clear from the PSP as proposed by Laclede and approved by the

il



Commission that no such price cap was guaranteed. See the letter from Laclede attached hereto
as Attachment A. Further, the failure to produce a price cap was predictable in a market of rising
natural gas prices by the inclusion of a ninety-day window to permit the Company to speculate
on the movement of prices, while leaving customers without a guaranteed price cap. If prices
move against customers, as they did last year, the guaranteed price cap disappears.

3. The Staff firmly believes that the purpose of programs such as the PSP is to
protect customers by insuring that a limit is put on the upward price movement they face. Staff
does not believe that the benefits of possible profit on movements in the gas market justify the
elimination of the expected insurance against unlimited price increases.

4, Laclede suggests (Laclede Response, p. 2 — 3, 14,5) that it had realized more
than $28 million from PSP activities by the end of December 2000. Staff finds these calculations
curious, at best. The cost savings appear to be greater than the total authorized cost of the
program. See HC Attachment B. Staff notes that Laclede could have secured almost twice the
benefit, at half the cost, by simply obtaining price insurance in a timely manner (See HC
Attachment C), without waiting either to gauge its opportunity for profit under the PSP, or for
Commission authority to modify its hedging program later in the year.

5. The PSP is flawed. The PSP permits the Company to speculate at no risk for
ninety days, while exposing its customers to the risk of losing an effective cap on natural gas
prices. When the market moves against its customers, Laclede seeks Commission approval to
take the steps needed to protect customers. This additional delay in a volatile market results in
harm to Laclede’s customers.

6. The flaws in the PSP will continue in the future. When the market price of

natural gas retreats from current record levels, Laclede will reap a windfall by operation of the
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market, not necessarily action of its own. Customers lose protection in a rising market, and pay
more for the delivered cost of gas through incentives in a declining market. The PSP is designed
so that “heads” Laclede wins, and “tails” customers lose.

7. Staff suggests here, as it did last fall with Missouri Gas Energy, that the
Commission should give the LDCs clear direction that LDCs are expected to exercise their best
judgment to secure natural gas in the face of changing market conditions; clearly document the
framework and basis for those decisions; and that the Commission will review those decisions in
the ACA process. The Commission gave MGE clear direction to secure protection for customers
in its best judgment, and it shoutd apply the same judgment to Laclede.

8. The Commission has indicated that it will consider this issue prior to February 14.
If the Commission feels that it needs to take evidence and hear argument on this matter, Staff
respectfully suggests that it hold a one-day hearing, and hear arguments, on February 2, 2001, or

some other date in the first week of February.

Respectfully submitted,

DANA K. JOYCE
General Counsel

Mhenres £ Sdne, W

Thomas R. Schwarz, Jr. jﬂ
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: tschwarz@mail. state.mo.us
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Certificate of Service

I hereby certify that copies of the foregoing have been mailed or hand-delivered to all counsel of
record as shown on the attached service list this 23 day of January, 2001.

Y/



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

{314) 342-0601
KENNETH J. NEISES
SENOR VICE PRESIGENT
ENERGY & ADMINSTRATIVE SERVICES
June 1, 2000

Mr. Dale Hardy Roberts
Secretary/Chief Regulatory Law Judge
Missouri Public Service Commission
301 W, High Street

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
is 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 whatever 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

Attachment A-1




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 Dy ereer

Kennethv]. Neises

cc: Commissioners
Office of the Public Counsel
Thomas R. Schwarz, Jr.
David M. Sommerer

2 Attachment A-2
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Deal -Come'sgAm@ ReCOrd Prices for Gas

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

By ALEXEI BARRIONUEVO
Staff Reporter of THE WALL STREET JOURNAL

Almost as if on cue, Devon Energy
Corp. last week agreed to buy Santa Fe
Snyder Corp. for §2.35 billion to 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 com-
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-
gas problem as long-term, not a single
day’s spike. “Natural-gas-supply is reach-

ing a crisis level,” said Larry Nichols, De-

von's president and chief executive of-
ficer. )

Driving the higher prices is an in-
creased demand for natural gas, coupled
with tight supply.- )

For the better part of a 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 million 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 fromt users such as
i 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 cufrent supply crunch.
Worse, the price had been so low for so
long that many companies have been reluc-

- BOO

Gas Met‘ér

Natural gas in storage in billions of cubic
feet (left axis) and the future’s price per
miilions of BTUs (right axis)
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tant to spend to drill for new reserves or to
Tecover more 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 off a serious supply problem this
winter. ’ ‘

“] don't see how we are going to make
it,” said Ronald J. Barone, an analyst with
PaineWehber. “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 fove-
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 o 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.”

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

Natural-gas supply fell when many in-
dependents cut back drilling by more than
40% during the oil 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
1998,” said Frederick Leuffer, an analyst
with Bear Stearns.

Deepwater areas in the Guif of Mexico
that were thought to be promising for natu-
ral gas turned out to be mare oil-rich than
expected. Shallower areas on the Gulf's
shelf contain more gas but. require con-
stant investment to stem decline. Low
prices also slowed production {rom Can-
ada, a region-the U.S. market relies on for
supply. This year, imports are running
40% below expected levels for the year, the
EJA 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 all-time high of
$59.50 last 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 too 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 wilh 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 shaliow-water coal deposits.
Devon said the region is estimated to hold

two trillion cubic feet of gas.

Attachment A-3



FINANCIALTIMES
Eaeryy

. Friday, May 26, 2000
Atin: Kenneth J Neises
Fax Edition - 11 pages

Dally Price Survey

Uisted in ha lefl colurmn ara tha mildpoints of the daily
rangas ki the most common poces, paid in $/mmBls of a
Typiezl volumo of 5 thousand mmBtu, Tha middla colmn
shows absolute low-high pricos for iransactions roported on
he date & (ha top of the column; the third colurmn st that
day's ranges for the most common pricos. The prices are
genecatly (or gas lowing today; weekends are usualty prced
ushig dala collecied Friday. Ranges are for daals done be-
fore nomination deadfines. BokXaoe indicates the price range
is based on data reported the previous day. Pizin type indi-
ciles insutficient data to reconfim ¢r change the previous
ranga. The.commeonrangels bollt aroundthe valume weighted
average and tha rmidipoint ks calculated fof the cormmon range.
Data in this table ks Copyright 2000 by FT Energy.
HATIONAL AVERAGE PRICE: 34.110™™

Trans. date Br2s 525
Flow datefs) 8726 526 2%

Hidpolnt Absolute Common

Permian Basin Area
El Paso 4040 398411 401407
Northaen [Mids 1-6) 4000 393406 398402
Tex Intras, Waha drea 4070 40310 40509
Transwestern 4015 3.99405 400403
Esast Texas-North Loulsiana Area
Carthage Hub latigate 4100 408412 4.09-11
Koch (Zones 182) 3865 38588 38687
Lane Star 4025 3.99-4.04 40104
MHAT mainliine 4175 431218 41718
MRAT west lag 4.120 41113 41113
NGPL TexOk (West) 4050 40406 40406
NGPL TexOk [Easy) 4055 AL 40308
Tennassee, 100 Lag 4030 40204 40204
Texas Eastarn (ETX) 4070 40409 4.06-08
Texas Gas (entwe Z 1) 4140 410418 41116
East-Houston-Katy
Houston Shlp Channel 4155  4.13-18 41417
¥aty plant ladgate 4120 40917 4.10-14
Trunkiine North 4.120 41013 4.11-13
North-Texas Panhande
NGPL (Permian) 34825 39049¢ 29194
Northearn (Mid 10) 3.800 3.7a-82 3.73.8
Transwestern 4015 399405 40003
South-Corpus Chrisy
Agua Dulce hub 4045 40303 40306
Florida Gas 4125 41017 4.11-14
HPL 4050 40306 40406
Koch {Zone 1) 3470 39649 8668
NGPL {STX) 4040  400-08 4.02-06
Tennessea 4030 398406 40105
Texas Eastern (STX) 4000 397404 2484107
Transco, St 30 4060 40114 4.03-09
Trnkline South 4.080 40709 4.07-03
PGRE-GTT 3.980 39639 39799
{ ouldlang-Onshore South
ANR 4085 40216 4.06.13
Columbia 4145 4.08-18 41247
Columbla, Mainline 4195 417702 41821
FGT 21 4125 41017 4.11-14
FGT Z2 4.165 41420 41618
FGT 23 4145 4NAa8 4136
Honty Hub 4175 41121 4,16-20
Koch {Zonas 254) 4080 406509 40709
NGPL {La) 4.195 40248 40714
Sonat 4.155 41218 41417
Tennassee, 500 Leg 4040 4008 40206
Tennessea, 800 Lag 4030 399408 4005
Texas E. 4,040 40008 4.62-06
Texas E. (ELA) 4055 400-10 4.03-03
Texas Gas Sl 4.135 40918 4.11-16
Transcq, St. 45 4115 4.06-16 4.09-14
Transco, St. 65 4.140 40829 41117
Trunkline WLA 4.140 4.08-19 491117
Truakline ELA 4.130 40916 41115
Oidahoma
ANR 3.980 393405 39540
RGP (Micconl) A5T0 IAB-L01 ANA0L
Reltant (NortuSooth) 4,030 A35974.10 400-06
Rellant (West) 3970 390-4.05 ATI401
Northarn (Mt 11} 3.230 3.580-85 In2-84
oGT 3.975 391401 295400
PEPL 3990 2382403 Q964
willlams 3.975 392402 39400
New Mexico-San Juan Basin

El Paso, Bondad 3855 38091 345388
£1 Pasa, non-Bondad 3885 3H2492 38483

continued on next page

®
Gas Dally ®
Heonry Hub spike could mark new price trend

he move of (he average Henry Hub spot price above $3.50/mmBm on May 18 and near
$4/mmBru on May 22 was unprecedented for this time of year This most recent peried marks
only the third time when spot prices at Henry Hub have approached
or exceeded $4. In faci, spot prices there have rarely exceeded 3.
The average daily spot price at Henry Hub exceeded 33 for the
first time in late December 1995. That period rmarked the most signifi-
cant spol market price event ever at the Henry Hub, It began on Dec.
21, 1995 when the average posted spot price increased S5¢/mmBru to $3.70/mmBtu after
rising above $3 the previous day. By the end of the following week, though, the price had
declined altnost $1 froen that high level
Then prices quickly rebounded above $3.50 when the indusiry realized that working gas in
storage levels may have declined to almest 2 wrillion cf, 2 level not experienced that early in the

{continued on page 8)

Special look at
Louisiana, ;
see page 5. !
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Page 8

winter hearing season since December 1976
when gas delivenies to customers were curtailed.

It's worth recalling that the winterof 1976
provided much of the needed motivation for
the passage of the National Gas Policy Act
(NGPA) deconrrol of nafural gas prices, and
the high prices created by the NGPA were the
fundamental incentive for the development of
the spot gas marker.

The average daily price at Henry Hub
reached a peak of $14 on Feb. 2, 1996 in re-
sponse o a sudden drop in tetmperatures. Prices
generally stayed above $3.50 until the end of
February 1996. A1 thar titme, working gas lev-
els s1o0d a1 1 willion ¢f, once again an almos:
unprecedented level for thai time of year. By
the end of the hearing season working gas lev-
els had plummeted to 758 billion cf.

The nexr heating season — 1996-97 —
also experienced low working gas in storage

Gas Daily

levels. A cold spell early in the heating season
coniributed 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
in 1997. Prices are also significantly higher
than they were, and this is the problem. There
is hesitancy on the part of speculators o put
gas in storage and 1ake the ber thart prices will
nise enough at sorne point in the furure to cover
the cost of the cormmodiry and storage.

The furures markes gives no relief. On
May 19, setilernent prices revealed that prices
were expected fo remain high for the rest of
e year. The G-month NYMEX forward curve
was significantly above forward curves for past
years al this tirme. In fact, the May 19 forward
curve was more than $1.50/mmBru above
these forward curves from the past. This
change in price was equivalent to the level of

Friday, May 26, 2000

I et el

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

The overall shape of the current forward
curve 1§ not that much different from previous
years. Yet the rise in price is only 18¢ from
June io January, much smaller than in the pre-
vious two years, providing litle incenrive te
store gas since the cost of siorage for the same
period clearly exceeds this difference.

Looking to last year

Current high prices are explained, in part,
by the high recent prices that preceded them.
Seutlement prices at the close of wrading for
the April and May NYMEX comract were
record-setring for those delivery months.
Higher prices in April and May were not en-
tirely surprising and were viewed as part of a
longer-termn trend but rthe price bar they at-
tained was surprising.

Henry Hub spot prices, 1995-2000
7.00
1996 High Prices
$795 0on Feb. 1
6.00 $14.00 onFeb. 2
$8.7%0nFeb.7
$7500nFeb.8
5.00
: [
m
£ 4.00
£
i k J
) W?% W .
. . !
2.00 W i\ L2 \.VAWA‘
1.00 . ; 1 . . — . — . — , — ~
-l [=] —+ L=3 -t (=} L [ =] - ] -k [ =3
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Service List for
Case No. GO-2000-394
Revised: January 23, 2001 (SW)

Office of the Public Counsel
P.O. Box 7800
Jefferson City, MO 65102

Michael C. Pendergast
Laclede Gas Company

720 Olive Street, Room 1520
St. Louts, MO 63101



