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Talking Points/Q&A – Winter Natural Gas Price/Supply
Key factors causing significantly higher U.S. natural gas prices:

· Demand for natural gas is increasing. In March, U.S. gas storage levels were nearly 30 percent above the five-year average. However, the current storage level is only about 6 percent above the five-year average. This is a result of increased gas demand for electric generation during this summer. Severe cold weather would increase gas demand and rapidly draw down storage levels and put upward pressure on gas prices.
· Domestic production of natural gas is not increasing to meet rising demand. Although more rigs are drilling for gas this year, U.S. natural gas production is about the same as last year because producers are encountering smaller gas reserves. In addition, hurricanes in offshore natural gas producing areas have created temporary production interruptions.
·   Finally, higher worldwide oil prices are affecting natural gas costs as well

     as heating oil and gasoline prices. Fuel oil prices are currently higher than

     natural gas, causing many industrial customers to switch to gas, which

     further lowers supplies available for winter use.
· Result: These factors have caused U.S. natural gas prices to reach record levels this summer, and created the potential for higher natural gas bills this winter.  
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Natural Gas Price/Supply Questions

1. Will customers’ gas bills be significantly higher this winter?
   Natural gas prices this year have been higher and are currently at record levels for this
   time of year. As a result, gas supplies purchased earlier in the year for winter use are at
   higher levels. This results in higher gas costs for utility customers. Although these costs
   are higher, the key element is how much gas is used by customers during the winter. If 
   there is higher usage as a result of a very cold winter, combined with higher gas supply
   costs, this significantly increases customers’ bills.  

2.  Does Aquila profit from higher natural gas prices?

      Aquila does not profit from higher natural gas prices. The company provides the gas commodity to its customers at the same price it is able to obtain the supplies. The company earns its rate of financial return on the assets used to distribute the gas to customers. Aquila’s rate of return is regulated by the public service commissions in each of the states the company operates. 
3. Are other natural gas companies experiencing the same situation with higher natural gas costs?

Aquila’s policy is to not specifically discuss other natural gas companies’ costs. However, higher natural gas costs are being experienced across the United States.

4. Why doesn’t Aquila purchase more gas at fixed prices or place more gas in storage rather than buy a large percentage on the volatile open market?

Aquila works closely with the appropriate regulatory groups in each state on the company’s winter gas purchasing portfolio plan. In general, Aquila obtains up to 80 percent of its normal winter gas requirements from fixed-price contracts, options contracts and gas placed in storage for customer use. The remaining supplies are purchased on the open market. The company’s gas purchasing goal is to provide reliable gas supplies for customers while lessening the potential for large spikes in customers’ bills. 
5. Will Aquila have adequate natural gas and coal supplies in place to meet the needs of its customers this winter?

The company has sufficient financial resources to meet its energy delivery requirements. Customers in our utility service areas will continue to receive safe, reliable and competitively priced energy supplies.
   

Aquila has made arrangements for the purchase of most of the natural gas supplies needed for customers during the winter heating season in its regulated service territories.
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All utilities are being affected by coal supply availability related to rail transportation issues. Aquila believes that its coal inventory levels are sufficient, assuming continued deliveries at the reduced levels, to carry through November when normal delivery is expected to resume. Nearly 90 of our coal supply requirements are secured in multi-year contracts.

6.  Is Aquila’s financial situation or credit rating increasing the amount the company is paying to obtain natural gas supplies for its customers?

Neither Aquila’s current financial situation nor the company’s rating by the rating agencies is increasing the cost of natural gas the company obtains for its customers. Gas costs are driven by factors such as weather and natural gas storage and production levels.

7.  Is Aquila having difficulty obtaining natural gas supplies as a result of the company’s financial situation?

Gas suppliers are doing business with us based on our improved financial situation, strong reputation and our long-time work in the industry. If required, Aquila will provide the necessary credit assurances - through either letters of credit or prepayments to natural gas suppliers – to ensure a reliable, competitively priced supply of natural gas. We are confident that Aquila can arrange any energy supplies that might be required to meet our customers’ needs.

8.  How do these higher natural gas prices impact Aquila customers in (state)?  

The prices will impact Aquila customers through the purchased gas adjustment (PGA) or the gas cost recovery (GCR) portion of the customer’s bill. The timing of the PGA or GCR varies from state to state.

Aquila Position/Strategy

Aquila uses a portfolio approach in purchasing natural gas supplies for customers by obtaining supplies on the commodity markets; fixed-price contracts, option contracts and gas from storage. To help avoid price spikes in customers’ winter gas bills, Aquila begins purchasing its normal winter gas requirements in late spring and obtains up to 80 percent of its gas supply from fixed-price contracts; gas placed in storage facilities; and options contracts. The remaining portion of winter gas supply is purchased at the beginning or during each winter month at market prices. By using a portfolio gas purchasing strategy, Aquila is helping to mitigate the potential adverse effect that gas price volatility would have on its customers. The company is committed to providing reliable natural gas supplies for its customers at the best market prices available.
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Aquila provides gas to its customers at the same price it is able to purchase the commodity. Natural gas commodity costs fluctuate with the actual cost of gas supplies and are separate from distribution rates, which Aquila charges for delivering gas to customers. Distribution rates are fixed and change only when state regulators approve a rate increase.





Due to higher natural gas prices, gas commodity and pipeline transportation of gas from the wellhead where it is produced could rise to more than 80 percent of a customer’s bill this winter. The remaining portion of a customer’s bill is the cost distribution of gas into local communities, and includes meter reading and system maintenance. The distribution charge can only be increased through a rate case filed with the state regulatory commission. 
Energy Efficiency Steps for Winter 

These are winter energy efficiency tips to provide to external audiences:

· Lower the thermostat setting on the home’s furnace a few degrees.

· Wear sweaters, sweatshirts or a jacket indoors to stay warm, allowing you to adjust the temperature in your home accordingly.

· Lower the water heater temperature a few degrees; most water heaters have control knobs that allow you to adjust the heat setting.

· Use cold water whenever possible. Many laundry detergents allow you to use cold water, helping to conserve energy.

· Keep shades, blinds or drapes open during sunny days and closed at night.

· Close off unused areas.

· Check furnace filters monthly and clean or replace as needed.

· Don’t block heating vents with furniture or clutter.

· Caulk and seal around windows and doors.

· Add insulation in the home’s attic.

· Install a setback thermostat, which will automatically lower temperature settings at night and at other designated times.

· For future energy savings, consider replacing older heating equipment with more energy-efficient units.
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Payment Arrangements

Aquila also offers payment arrangements for customers who encounter financial hardships. To establish a payment arrangement, customers should contact us as soon as they become aware of potential problems. The number to call is 1-800-303-0752.


StreamLINE® 
Aquila offers StreamLINE, a level payment plan, which allows customers to pay the same amount for energy each month.  StreamLINE presets the amount of the bill so customers can reasonably manage their budgets throughout the year.

StreamLINE payments are based on actual energy consumption during the prior 12 months.  The previous bills are added together and divided by 12 to obtain the average monthly bill amount. However, customers using StreamLINE can be affected by higher gas prices as a result of the annual “true-up” where differences in actual gas usage and the amounts paid by the customer are balanced.

At the time of the annual “true-up,” customers have the option of paying the entire balance due, part of the balance due, or adding part of the balance to their new energy charges, raising the monthly StreamLINE payment for the next 12 months.

The StreamLINE amount may fluctuate during the year to help account for rising gas costs.  Aquila urges customers on StreamLINE to closely monitor the balance shown on their monthly statement to watch for unexpected balances owed. In the event this occurs, customers have the option of making an additional payment or increasing their monthly payments to avoid a large balance at the end of the year.

Customer Assistance Issues:

Aquila Cares Program for Customers in Need

Local assistance agencies in Aquila’s seven-state service area were provided with $245,303 in contributions during 2004 from the company’s Aquila Cares program. That amount included direct contributions from customers of $163,535 along with the matching funds added by Aquila that totaled $81,768.

Aquila’s program directs funds to local assistance agencies in each state for distribution to qualifying individuals.  The funds help pay utility bills or make repairs to vital heating or cooling equipment.






-more-

Winter Gas, page 6

Through the Aquila Cares program, Aquila contributes up to $100,000, at 50 cents on the dollar, for every contribution made by customers.  The funds go directly to local agencies in the states where Aquila has utility operations.

Customers can make one-time contributions to Aquila Cares by including a separate payment with their monthly utility bill, or having an amount added to their monthly bill.  Contributions are tax deductible.





 

The agencies that Aquila partners with include:

Colorado
Energy Outreach Colorado, formerly the Colorado Energy Assistance
                        Foundation

Iowa

Project Helper, administered by the Iowa Community Action Coalition

Kansas
HeatShare, administered by The Salvation Army; and in Lawrence, Warm Hearts of Douglas County

Michigan
The Heat & Warmth Fund (THAW)




  
Minnesota 
HeatShare, administered by The Salvation Army

Missouri
The Mid American Assistance Coalition; and the United Way of Greater St. Joseph

Nebraska
HeatShare, administered by The Salvation Army

For more information about the Aquila Cares program, or to arrange a contribution, contact a customer service representative at 1-800-303-0752.

Information on Aquila energy-saving steps for residential customers is available at www.aquila.com by clicking on “For My Home” then “Energy Savings Tips/Rebates.”  Information on energy-efficiency programs for customers in Iowa, Minnesota and Missouri also is included at the site.
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