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Introduction 
 
Chairman Sylvia Stone had just hung up the phone 
when it begins to ring again. She decides to let it 
ring as she needs time to think about how to 
respond to what could be an emerging crisis. 
 
Sticker shock over December's heating gas bills 
prompted a public outcry for the Governor's 
Office to do something. Letters to the local 
newspaper suggest that commodity traders are 
manipulating natural gas prices. 
 
In response to this deluge of citizen complaints the 
Governor has just issued a press release calling for 
the state Public Utility Commission (PUC), the 
Federal Energy Regulatory Commission (FERC), 
the Commodities Futures Trading Commission, 
the U.S. Department of Justice (DOJ), and the 
U.S. Congress to initiate investigations into 
whether market manipulation of natural gas prices 
is occurring. 
 
“The U.S. Energy Information Administration 
indicates that there are adequate gas supplies for 
this winter, despite hurricanes and cold weather in 

some parts of the nation; yet prices continue to 
rise,” the Governor said in his statement. “I am 
concerned that manipulation could be occurring. I 
am asking our regulators, who are tasked with 
monitoring the markets, to ensure that they are 
working properly and in the best interests of 
consumers of natural gas.” 
 
The telephone call that Stone had just completed 
was with the Governor’s aide, who told her about 
the press release and was asking when the PUC 
would be ready to launch its investigation, what 
the timeframe would be for its completion, and 
how soon she would be petitioning FERC to 
initiate its own investigation. Having only just 
learned about the Governor’s press release, Stone 
put off the aide, saying that she would need to 
consult with her fellow commissioners and the 
PUC’s attorneys. 
 
In reality, she has two immediate concerns. First, 
she is concerned about the PUC’s resources to 
take on such an investigation. Her staff is already 
working hard on an electricity company’s rate 
case and on processing numerous fuel adjustment 
clause filings. Second she isn’t sure that it makes 
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sense for her to step into what could be a 
firestorm. Her first four years as a commissioner at 
the PUC have gone well and she is anxious to be 
reappointed when her term expires next year. The 
Governor will decide whether to nominate her for 
another term, but she will need confirmation by 
the state Senate. 
 
 
Background 
 
Wholesale natural gas prices are now around $9 
per dekatherm, more than double from a year ago, 
mainly because of rising oil prices and because 
refineries in many parts of the Gulf Coast states 
have been slow to recover after Hurricanes Katrina 
and Rita. Natural gas prices have come off recent 
record highs of between $15 and $16 per 
dekatherm in August in the aftermath of the two 
hurricanes. Because the natural disaster occurred 
right before peak winter demands for natural gas 
and because of growing tensions in the Middle 
East, many analysts were predicting a sharp spike 
in heating bills before winter is over.  
 
Natural gas, heating oil, and propane prices have 
risen 30 to 50 percent between 2004 and 2005 and 
are expected to surge even further this winter, 
according to statistics from the Energy 
Information Administration. (See Exhibit 1.) 
 
 
Public and Political Reactions 
 
Stone reviews the Governor’s statement online. 
“Consumers are suffering the effects of these price 
increases. Our businesses and citizens alike are 
facing the drastic financial impacts of the burdens 
imposed by commodity traders. The state's 
sustained economic growth is at stake. I am calling 
on our regulators to take action.” 
 
The Governor’s website provides a link to a recent 
news article that the Chairman reviews: The story 
focuses on the impact that the natural gas price 
increases are having on citizens of the state.  Its 

lead paragraph says: “At the Bartlett home in 
Magna they're turning the thermostat down 
because their home heating bill has gone up 
sharply.  Retirees on fixed incomes and low-
income citizens are wondering why. Joyce 
Bartlett, a retired schoolteacher said: ‘I think it 
should be looked into. I don't know why things 
should just go sky high and nobody says anything, 
and just take what they hand us.’ ” 
 
The press article also quotes the Governor’s press 
secretary. “We recognized for the past few months 
that consumers are adversely impacted by rapidly 
rising natural gas prices,” said Seymour Mower, 
spokesman for the Governor's Office to the 
reporter. “Some people have seen their bills go up 
by a third to almost double over the course of the 
year.” 
 
“The two hurricanes have caused a significant loss 
of natural gas supplies in the Gulf Coast, and 
recovery of offshore production has been slow. 
But our nation has adequate gas supplies. So why 
are prices rising so dramatically?” Mower asks in 
the news article. 
 
In appears that the Governor’s call may have been 
sparked in part by a request by Scott Dukes, a 
consumer advocate on utilities issues, for a federal 
probe into the recent price spikes. Dukes, 
executive director of the Office of Public Utility 
Council, had sent letters in December to FERC, 
the Commodity Futures Trading Commission and 
the state's congressional delegation, questioning 
why prices have more than doubled when federal 
statistics show the amount of natural gas in storage 
is 2 percent greater than the previous five-year 
average. 
 
Googling for other news items, Stone finds a press 
release that had just been issued by the Public 
Service Company, the state's dominant natural gas 
provider. “Unfortunately, the Governor has 
received bad advice,” says a spokesperson for 
Public Service Company. “Yes, natural gas prices 
spiked after the hurricanes ripped up major 
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producing facilities. But prices have since fallen 
40 percent, as those facilities have been restored 
and customers are beginning to conserve energy -- 
in short, markets are behaving the way one would 
expect,” according to the spokesperson. 
 
“We understand the public's frustration with high 
energy prices. We are also frustrated. But markets 
are working, natural gas prices are coming down, 
and thus our prices -- already the lowest in the 
country -- will also come down,” the company 
CEO is quoted as saying. 
 
In fact, Public Service, which analysts had 
expected to report strong profits, actually showed 
it is having as much difficulty as retail consumers 
managing the risks of volatile prices. Stone is 
aware from her review of the pending rate case 
that Public Service didn’t have enough gas under 
contract to meet its consumers’ needs and had to 
go onto the open market to buy extra gas at 
extremely high prices. It also made mistakes 
trying to hedge against rising prices by entering 
into special contracts. Analysts now expect such 
problems to continue, with the added costs 
eventually being passed on to the consumer. 
 
Looking in her e-mail inbox, Stone sees that the 
Governor’s statement, news paper article, and 
Company press release have set off a chain 
reaction of responses.  
 
When asked about the Company press release, the 
Governor’s office issued a second statement, 
saying that, “the Governor's Office isn't pointing 
fingers at anyone. We're just asking for a due 
diligence review of the natural gas market.” 
 
Interest groups also appeared to have jumped into 
the fray. Lana Nelson, Energy Policy Advisor for 
the Citizens for More Gas Supply issued a 
statement, saying the recent energy price volatility 
points to an urgent need for the PUC to review 
natural gas drilling policies. “Katrina has had 
significant impact and there are lots of demand 
and supply pressures on prices. But is that the 

whole story?” Nelson asked. “Is it reasonable for 
federal agencies to shut off large areas that have 
the opportunity for responsible natural gas 
extraction or energy development when energy 
prices are at such high levels?” she asked. Nelson 
pointed to several other policy issues: “Is the way 
we regulate natural gas price fluctuations 
appropriate? For many commodities, if prices 
spike a certain amount and for a certain time 
period, regulators would halt the trading of the 
commodity to see if it stabilizes. But there's no 
such rule for natural gas.” 
 
An analyst with an energy consulting firm issued a 
statement agreeing with Nelson’s, stating that 
there are structural reasons for higher prices. Most 
major natural gas fields in the United States are in 
decline, and as a relatively clean-burning fuel, 
natural gas has been in great demand in industry 
and electric-power generation. Bob Barber, Senior 
Analyst, Energy Strategies chimed, “I think what 
concerns the Governor and other people, is that on 
top of those structural reasons there is a question 
as to why the commodity is going up: is there 
undue speculation that is pushing prices higher 
than they should be? Certainly if that's the case, 
steps should be taken to end that speculation.” 
 
 
Stone’s Dilemma  
 
After reviewing all of this material, Stone grows 
increasingly concerned about the problem that 
seems to have been dumped into her lap and about 
the regulatory and political implications of these 
various statements. From a regulatory standpoint, 
she is not sure if there is much her agency can do. 
With deregulation of the natural gas industry 
nearing its third decade, officials have fewer tools 
for controlling the commodity price increases. 
State utility commissions still regulate retail 
markets, but the FERC has jurisdiction over 
wholesale natural-gas and electricity markets. And 
increases in wholesale prices can be passed on to 
consumers without the states having much 
recourse. 
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Nevertheless, Stone believes that there might be a 
few tools at her disposal. Stone knows that 
consumer advocacy groups can be expected to 
appeal to the PUC for new rate structures that 
change the way utilities are compensated. Instead 
of volume-based fees that produce more dollars 
the more gas is consumed, advocates want utilities 
to collect a fee of several dollars a month for each 
meter served. A shift to flat fees would make it 
more likely gas companies would support 
conservation programs instead of fearing them, 
according to the consumer groups. 
 
On the other hand, she is concerned about being 
placed in the middle of an issue where differing 
political agendas may be at work. She wonders 
what set off the firestorm of dueling statements 
and press releases at this particular time.  
 

As she thinks about her next steps, Stone 
considers her role in helping achieve some sort of 
constructive outcome. Is the price run-up the 
harbinger of a long-term problem in gas supply or 
a short-term issue that can be expected to pass 
after the winter heating season? What are the 
underlying issues from each party’s perspective? 
Can she, or should she, build a consensus on both 
near-term and long-term steps that address these 
concerns?  
 
As she ponders these questions, her policy 
assistant puts his head in the door and tells her that 
the Governor’s office has called again and is 
requesting a meeting with her later that afternoon. 
She reaches across the desk for a legal pad and 
begins to outline her strategy. 
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Exhibit 1. 
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