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Enclosed for filing in compliance with paragraph III.3.H. of the Stipulation and Agreement approved by the Commission in Case No. GO-2005-0019 is a study of the impact of the acquisition of CrossCountry Energy on Southern Union’s structure, organization and costs.  Please note that this study has been designated “highly confidential” per the terms of the protective order issued in this proceeding.

In terms of organization and structure, the acquisition of CrossCountry Energy has had little if any impact on Southern Union.  On October 31, 2004, there were 68 employees in Southern Union’s Corporate Division (“Corporate”) and on May 6, 2005, there were 86 employees in Corporate.  The difference in the number of employees in Corporate subsequent to Southern Union’s investment in CrossCountry Energy was the consolidation of Southern Union’s tax personnel into the Corporate group, which added fourteen net positions to Corporate, including one employee formerly classified as an MGE employee.  There were also smaller organizational consolidations of one net information technology position, two corporate communications positions and one payroll position. This change in the Company’s organizational structure was driven by a desire to efficiently allocate its resources and to eliminate duplication of duties within the various operating divisions of the Company wherever possible, not the acquisition of CrossCountry Energy.  The tax function is now entirely a corporate responsibility, whereas some of the tax functions (e.g., sales taxes, gross receipts taxes and state income taxes) had formerly been a divisional responsibility.  But this organizational change, although occurring after the acquisition of CrossCountry Energy, was not driven by that acquisition but rather was the result of an initiative seeking to improve the efficiency and effectiveness of the tax department.  Other organizational changes may occur in the future and a determination as to whether any such changes are the result of the acquisition of CrossCountry Energy can only be made if and when any such changes occur.


In terms of cost, though, the acquisition of CrossCountry Energy has dramatically reduced the level of administrative and general (“A&G”) costs allocated, by way of the joint and common cost allocation model (“JCC”), to the business units (divisions and subsidiaries) owned and operated by Southern Union prior to its acquisition of CrossCountry Energy.


To determine the impact of the acquisition of CrossCountry Energy on the allocation of Southern Union’s A&G costs through the JCC, a study was conducted of the cost allocation levels resulting from application of the JCC model with and without CrossCountry Energy.  As indicated earlier, the organization and structure of Southern Union changed little, if any, as a result of the acquisition, so analyzing the cost allocations with and without the presence of CrossCountry Energy provides an accurate depiction of the acquisition’s impact on the allocation of A&G costs through the JCC.  The Company did not make any changes to the JCC other than adding the CrossCountry Energy companies of Transwestern Pipeline Company and Citrus Corp., which owns Florida Gas Transmission.


As can be seen on the summary review, MGE’s allocation of A&G costs through the JCC has decreased by approximately **​​​​​​​​​​​​​​​​​          ** following Southern Union’s acquisition of CrossCountry Energy.  MGE’s share of Corporate cost allocation has now dropped from an average of **      ** of total Corporate costs to an average of **     **.  This reduction is primarily tied to the allocation of **           ** or **      ** of the Company’s Corporate costs now being allocated to CrossCountry Energy and its affiliates.


The Company did not and will not allocate any of its direct merger-related costs regarding the CrossCountry Energy investment to its divisions or its subsidiaries through the JCC model or otherwise.  The Company’s out-of-pocket expenses with respect to its investment in CrossCountry Energy, which were approximately **           **, have been properly classified as part of the cost of the Company’s investment in CrossCountry Energy in accordance with GAAP.

