NEW KPOC LATERAL Schedule 1

l Tablc 8§

RATE BASE, OPERATING INCOME, AND RATE OF RETURN

Reference Adjusted Total

RATE BASE

Pro Forma
l Line No. Description

1 Gas Plant in Service $20,000,000
2 Less Accumulated Provision for
l 3 Depreciation and AmoFtizatim:L %0
4 Net Gas Plant in Service $20,000,000
I 5 Total Rate Base $20,000,000
' OPERATIONS
6 Expenses
I Transmission Expcnfc $1,169,467
Administrative & General $2,002,407
I Depreciation/Amortization $666,667
| Taxes Other than Income $326,800
l 7 Total 54,165,341
| l RATE OF RETURN
l 8 Return on Rate Base (12.37% ROE, See Schedule 2) 11.00%
‘ l 9 Operating Income Requirement (Line 5 * Line 8) $2,200,900
REVENUE REQUIREMENT TO EARN
. REQUESTED RATE OF RETURN o
10 Required Operating Income (Line 7 + Line ‘;?) 36,366,241
I 1t Associaled Income Taxes {39.39% Effcclive tax rate) $803.768
I 12 Revenue Required $7.170,009
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Table 8

NEW KPOC LATERAL

Schedule 2
CAPITAL STRUCTURE AND RATE OF RETURN
12/31/93 Capital Weighted
Line No. Description Capital Ratios Costs Costs
1 Debt $10,000,000 50.00% 9.64% 4 82%
2 Partners' Equity $10,000,000 50.00% 12.37% 6.18%
3 TOTAL $20,000,000 100.00% ; 11.00%
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I Table 8

l NEW KPOC LATERAL

Schedule 3
l CALCULATION OF EFFECTIVE TAX RATE
Line No. Description Percent
1 Operating Income Before Income Taxes 100.00%
2 Kansas State Tax Rate 6.75%
3 Taxable Income - Federal 93.25%
4 Federal Income Tax Rate 35.00%
5 Federal Income Tax (Line 3 * Line 4) 32.64%
6 Effective Tax Rate (Line 2 + Line 5) 39.39%
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Table 8

NEW KPOC LATERAL

ALLOCATION FACTORS

Schedule 4

Ratio of Net Plant Investment in Lateral to Net Plant investment in Combinzd KNP/KPP

New Lateral $20,000,000
Combined KNP/KPP $34,883,820
Ratio 57.33%

Y
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I _ Table 8

l NEW KPOC LATERAL

Schedule 5
' COST OF SERVICE AND RATE DESIGN
] Pro Forma
l Line No. Description Adj. Total Fixed Variable
i Transmission Expense $1,169,467 1/ $1,019,467 . $150,000
l (est)
2 Administrative & General $2,002,407 2/ $2,002,407
I 3 Depreciation $666,667 $666,667
4 Taxes Other than Incomc‘ $326,800 $326,800
| l 5 Income Taxes $803,768 $803,768
I 6 Total Expense $4,969,109 $4,819,109 $150,600
7 Return Allowance $2,200,900 $2,200,%00
| l 8 Cost of Service . $7,170,009 $7,020,009 $150,000
1
| 9 Daily Quantities for FIRM SERVICE Reservation Determinants 150,000
l 10 Annual Quantities for FIRM SERVICE Usage Determinants (30% L.F.) 16,425,000
11 Firm Reservation charge per menth pre MMBtu of MDQ $3.9000
l 12 FIRM Usage charge per MMBuu delivered $0.0091

rgn
1/ Calculated based on the ratio of the net plant investment in the new lateral relative to the

combined Kansas Intrastate Pipelines. (320,000,000/$34,883,820 = 57.33% * Kansas
l Intrastate Transmission expense of 32,039,774 (KNP/KPP Schedule 9.1)).

2/ Plant ratio (sce note | above) * Kansas [ntrastalc A&G expense of $3,492,580.
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Table 9

Rates for Capacity Releases on Panhandle Eastern Pipe Line

Transacted Between November 1994 and February 1995

Date Parcel No. Rate Basis Max. Rate % of Max.
11/30/94 1442 $0.0867 Blend=d $0.2096 41.36%
11/30/94 1460 $5.3995 Res. $11.2180 48.13%
11430194 1469 $0.3042 Res. $5.3080 5.73%
11/18/94 1482 $5.6332 Res. $11.2180 50.22%
11/18/94 1487 $2.4000 Res. $11.2180 21.39%
11/22/94 1500 $1.5209 Res. $5.3080 28.65%

12/5/94 1541 £52500 Res. $11.2180 46.80%

12/5/94 1562 £5.2500 Res. $11.2180 46.80%
12/15/94 1593 $4.0000 Res. $11.2180 35.66%

1/2/95 1645 $0.1550 Blended $0.4235 36.60%
2/1/95 1730 £2.7000 Res. $11.1980 24.11%
2/28/95 1731 $2.7000 Res. $11.1980 24.11%
2128095 1733 $2.5100 Res. $11.2880 2224%
2/1/95 1735 $0.3000 Res. $£5.2880 5.67%
2/2/95 1737 $3.0416 Res. $11.1980 27.16%
2/2/95 1740 -, $6.0830 Res. $11.1980 54.32%
1131795 1741 $0.0001 Res. $5.2880 0.00%
272195 1744 $52880 Res. $5.2880 100.00%
274195 1746 $4.5625 Res. $11.1580 40.74%
Average 34.72%
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Table 10

Potential Savings From Discounted Firm Transportation Service on WNG

Reservation  Commodity Total
Williams Natural Gas Company Rates
WNG (rates from newly-filed rate case) $9.6832 30.0871
GRI - $0.1340 $0.0085
ACA $0.0024

Total

10% Discount

Annual MGE Bill Assuming

MDQ = ' 728,136
and Annual Throughput = 79,730,892
At Full WNG Rates ' $85,779,081 $7,813,627 $93,592,708
At Rates Discounted by 10% _ $77,201,173 $7,032,265 $84,233,437
Annual MGE Savings $8,577,908 $781,363 | 92IE
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Missouri Gas Energy
Case No. Gr-96.450
Gas Supply Costs
Mid-Kansas | vs Mid-Kansas Il

Jul-96 Aug-326 Sep-86 Oct-95 Noy-95 Dec-85 Jan-97 Feb-97 Mar-97 Apr-97 May-97 Jun-97 Total
Volumes 302,237 157,828 0 145,868 792,166 - 1438462 1,451,756 1,296,765 713,137 718,774 739,217 719,755 8,475,964
Mid-Kansag |
PEPL - Texas & Oklahoma $2.1800 $2.1300 $1.6700 $1.6900 $25100 $3.6100 $4.1000 $2.7700 $1.6400 $1.7100 $1.8500 $2.1300
WNG - Texas & Ckiahoma $2.1800 $2.1400 $1.6700 $1.6800 $2.5000 $3.6800 $4.3000 $2.8100 $1.6300 $1.7000 $1.9200 $2.1100
North. Mat.Gas « Tex., Ok., Kan. $2.1000 $2.0300 $1.5700 $1.6400 $2.4800 $3.5200 $4.0800 $2.7300 $1.5600 $1.6300 $1.8500 $2.0400
NGPL - OKLahoma $2.1800 $2.1400 $1.6700 $1.6900 $2.4900 $3.6200 $3.9500 $2.7600 $1.6200 $1.7100 $1.9500 $2.1300
ANR - Oklahoma $2.1800 $2.1400 $1.6700 $1.6900 $2,5000 $3.6000 $4.2000 $2.7700 $1.6300 $1.7100 $1.9600 $2.1300
Noram {Arkia - Ark, & QK.} $2.2000 $2.1600 $1.6800 $1.6900 $2.4300 $3.5500 $4.1100 $2.7300 $1.6100 $1.7200 $1.9500 $2.1500
Menthly Average $2.1700 $2.1233 $1.6550 $1.8800 $2.4850 $3.5967 $4.1233 $2.7617 $1.6150 $1.6967 $1.9300 $2.1150
Rate @ 14% Premium $2.4738 $2,4206 $1.8867 $1.9152 $2,8329 $4,1002 $4.7006 $3.1483 $1.8411 $1.,9342 $2.2002 $2.4111
Mid-Kansas | COG $747,674 $382,041 $0 $279,363  $2,244,127 $5,ég?.952 $6,824,124 §4,082,605 $1,312957 $1.390,253 $1,626425 $1,735401 526,522,952
Mid-Kansas Il
Transok $2.0100 $1.520G $1.4800 $1.4900 $2.2000 $2.9300 $3.6500 $2.4800 $1.4100 $1.5200 $1.7900 $1.8200
Rate @ 5% Premium $2.1105 $2.0160 $1.5540 $1.5645 $2.3100 $3.0765 $3.8325 $2.6040 $1.4805 $1.5960 $1.8795 $2.0160
Rate for Excess Volumes $2.4200 $3.4850
Mid-Kansas il COG $637,871 $318,183 30 $228207 31654607 $38302687 $§5563855 $3,376776 §$1,055799 51,147,163 $1,389358 $1,451 026 $20653,114
Exeess Vol. COG $0 $0 30 30 $183,644 $670,318 $0 $0 30 $0 $0 50 $853,962
Mid-Kansas [l COG $637.871 $318,183 30 $228,207 $1,838251 $4500,585 $5563855 33,376,776 §1,055,799 $1,147,163 §1,389,358 $1.451,026 $21,507,076
Variance $5,015,876
fee—  —  ——

* Includes sxcess volumes of 75,856 and 193,454 respeclively (addilicnal volumes nominated afler first of the month).

(L 30 1) LI~1IH



SCHEDULE
MTL - 12



-

IN RE: MD GAS mv ~ DEMNIS LANGLEY: low GRIPG-4650

PUBLIC SERVICE COMMISSION

PageSaver

™

TING M. MONALDG

STATE OF MISSOURI 12 Attorney at Law
2 335 N Washington Corporate Square/Suite 130
13 P.0, Box 728
3 In the Matter of Missouri Gas } Hutchinson, KS 67594-0728
Energy's Gas Cost Adjustment ) 14
4 Tariff Revisions to be Reviewed ) Case No. GR-96-450 FOR THE OFFICE OF THE PUBLIC COUNSEL:
in its 1996-1997 Annual ) 15
s Reconc iliation Adjustment ) Gctober 28, 1998 DOUGLAS E. MICHEEL
Account. ) Jefferson City, Mo. 16 Senior Pubilfc Counsel
6 P.0. Box 7800
17 Jefferson City, Missouri 65102-7800
7
18 FOR THE MO. PUBLIC SERVICE COMMISSION:
B
OEPOSITION OF DENNIS LANGLEY, 18 THOMAS R. SCHMARZ, JR.
9 Deputy Ganerzl Counsel
a witness, produced, sworn and examined on the 28th 20 P.0. Box 360
10 : Jefferson City, Missouri 65102
day of October, 1998, between the hours of 8:00 a.m. 21
11 ALSD PRESENT: Dave Sommerer
and 6:00 p.m. of that day at the Taw offices of 22 HichaeT Wallis
12
Brydon, Swearengen & England, 312 East Capitol, in the 23
13 24
City of Jefferson, County of Cole, State of Missouri, 25
14 2
before ASSOCIATED COURT REPORTERS, INC.
15 : (573)636-7551 JEFFERSON CITY, MO 55109
KELLENE FEDDERSEN, CSR, RPR TOLL FREE - 1-888-536-7551
16 ASSOCIATED COURT REPORTERS, INC.
714 West High Street 1 SIGNATURE INSTRUCTIONS:
17 P.C. Box 1308
JEFFERSON CITY, MO 65109 2 Presentment waived; signature requested.
18 {573} 636-7551 -
3 EXHIBIT INSTRUCTIONS:
and Notary Public within and for the State of 4 None marked.
20
Missouri, commissioned in Cole County, in the 5 INDBEX
21
above-entitled cause, on the part of the PSC Staff, & Direct Examination by Mr. Schwarz 4
22 Cross-Examination by Mr. Duffy 25
taken pursuant to agreement. 7 Redirect Examination by Mr. Schwarz a3
23 .
24 8
25
1 9
ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSCN CITY, MO 65109 10
TOLL FREE ~ 1-888-636-7551
11
1 APPEARANCES
2 12
3 FOR MISSOURI GAS ENERGY: 13 {
4 GARY W. DUFFY 14
Attorney at Law 15
5 BRYDON, SWEARENGEN B ENGLAND, P.C. 16
312 East Capitol Avenue 17 -
] P.0. Box 456 18 '
Jefferson City, M0 G65102-0456 19
7 20
FOR MID-KANSAS PARTMERSHIP: 21
8 22
BRENT STEWART 23
9 Attorney at Law 24
STEWART & KEEVIL 25
10 1001 Cherry Street, Suite 302 3
Columbia, Missouri 65201 ASSOCIATED COURT REPORTERS, INC.
11

(573)636-7551 JEFFERSPAEITH (19 &%)

AasfARTETCR ARTIOT DEDADTERS TUS

AN

Onmm ¥ A8 41 Do



1N RE: MO GAS ENERGY - DENRIS LANGLEY: 10/2B/98 GR96-450

PageSaverT

JOLL FREE - 1-888-636-7551

ROTES

NOTES

MTL-12 (2 of 11)

F



_ IN RE: MO GAS ENERGY - DENNIS LANGLEY: 10/28/98 GR96-450 Pagesaver "
I 1 DENHIS LANGLEY, being sworn, testified as follows: 1 granted that by the KCC. If there were two, it was x*
2 DIRECT EXAMINATION BY MR. SCHWARZ: 2 Kansas Natural and Kansas Pipeline. If there was one,
3 Q. Would you state your name for the record, 3 it was Kansas Pipeline, and that was the consol-- upon
4 please. 4 our motion to the KCC to consolidate, and the motion
5 A. Dennis Langley. 5 was granted. or our request, I think, as part of the »
6 g. And by whom are you employed? 6 rate case and it was granted as part of the rate case.
7 A. Kansas Pipeline. 7 in addition to that, there would have been
8 q. Have you given depositions before? 8 KANSOK, which is an Oklahoma intrastate whose rates
9 A. Yes. 9 are regulated by the FERC and whose hearings on the
10 0. Just to go over the rules, } will announce 10 KANSOK rates were by the FERC, and Riverside which is
11 publicly that my intent is not to confuse, obfuscate 11 a -- was a FERC regulated. X
12 or mislead you by my questions. 0On the other hand, 12 Q. And my understanding is that Riverside had a
I 13 I'm a lawyer. And if you don‘t understand the 13 pipe that went from Oklahoma to Kansas as well as from
14 question or 1t's not clear, please advise me and we'll 14 Kansas to Missouri?
15 see if we can't at least get the questions squared 15 A. That's correct.
16 away. 16 Q. Ckay.
17 1 think with that out of the way, I'11 ask 17 A. Riverside was the ohly entity at that time
l 18 you to repeat who you work for. 18 that crossed state iines.
19 A. Kansas Pipeline. 19 qQ. Are you familiar with contracts between, I'm
20 Q. Kansas Pipeline. Is that part of what might 20 going to use the Bishop firoup, ckay, and Western
21 be known as the Bishop Group? 21 Resources that were in place in 1990 and then amended
w22 A. Bishop Group is the sole stockhalder for the 22 in 19917
23 Kansas Pipeline. 23 A. And by the Bishop Group you mean anything --
24 Q. Okay. What's your relationship with the 24 any of the categories we just described?
I 25 Bishop Group? 25 Q. Right.
4 ]
ASSOCIATED COURT REPORTERS, INC. ASSOCIATED COURT REPORTERS, INC.
{(573)636-7551 JEFFERSON CITY, MD 65108 (573)636-7551 JEFFERSON CITY, MO 65109
TOLL FREE - 1-888-636-7551 TOLL FREE - 1-888-636-7554
.* 1 A. I‘m a stockholder. ['m the -- I'm also the 1 A. Just to make sure that we were clear.
2 president and CEQ of Bishop Group as well. 2 Q. Let me -~ I can refine it for you. And that
3 q. What other entities does the Bishop Group 3 were the subject of Missour{ regulatory hearings in
4 own? 4 Case GR-93-140. -
5 A. I don't know that ['1] be able to list all 5 A. Yes.
¥ 6 of them. I can do it generically. 6 Q. Okay. And are you also familiar -- I'm
7 Q. What you know. 7 going to go back. ’
8 A, Okay. There's a construction and B8 There were three contracts executed in
l 9 engineering entity. There is a project development 9 February of 1995, one of which was attached to
2 10 entity. There is a marketing entity. There is a -- 10 Mr. Langston’s direct testimony, which 1'11 refer to
% 11 and then there are the regulated pipelines. And I may 11 as Mid-Kansas 2, a transportation-only contract which,
12 be leaving something out, but I don't think I am. 12 my understanding is, was tied to Mid-Kansas 2, which
I 13 Q. The regulated pipelines would be what? 13 has been referred to as Riverside 1.
X- 14 A, Well, right now it's now Kansas Pipeline. 14 A. That's what you're calling Riverside 1.
¥ 15 We're consolidated. So all of the entities were 15 Okay. o
16 placed together as one entity. 16 Q.  And then -- well, that's what Mr. Monaldo
17 Q. Let's go back to say 1995. 17 called it. [ assume that you're --
13 A, Okay. 18 A. Just make sure that we get the same labels. *
19 Q. What entities would there have been? 19 Q. Right. And then there was a third contract
20 A, in "85, it's either A or B. I can give you 20 called Riverside 2 for firm transportatian. 5¢
21 both, one or the other. I['d have to go back and look 21 A. Which was assigned to KM.
r 22 at the time to be precise. 22 Q.. Wall —-
b 23 There was etther two Kansas regulated 23 A. Is that the one you're referring to?
24 entities or one. 1 believe there was anly one because 24 qQ. well if -- yes.
* 25 we'd asked for consclidation of them and was -- were 25 .A. Okay.
' 5 7
I ASSOCIATED COURT REPORTERS, INC. ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109 {573)636-7551 JEFFERSOR CITY, MO 65109
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IN RE: MO GAS ENERGY - DENNIS

LANGLEY: 10/28/98 GR96-450

PageSaver

T

1
I
l

1 Q. vell, one of my questions is going to be, 1 contract and where you were in February of ‘95 afier

2 was it assigned ta KM, so —- 2 the three were signeqd?

3 A. Okay. [ just want to make sure I got the 3 MR. MONALDO: 5Stil1] object to the form, but

4 right labels on the right contracts. 4 go ahead.

5 qQ. Right. 5 THE WITNESS: Okay. I'm not going to -- you

] MR. MONALDO: Is Riverside Z the one you're § can help me put the right label on them. There was a

7 rveferring to that had the 150,000 volume? 7 contract with Western Resources that was s contract

8 MR. SCHWARZ: Yes. 8 where the executing party on our side was Mid-Kansas,

9 MR. MONALDO: And Mid-Kansas 2 was the 9 and it was for a combination of sell -- it was a sales &
10 46,332 a day, and Riverside 1 is for the same volumes 10 contract. Basically it -- title was delivered to what ¥%
11 but for transportation only? 11 was then Western or then KPBL actually at the Missouri ¢
12 M. SCHWARZ: That's my understanding. 12 side, and we were responsibie for upstream, we *
13 THE WITNESS: I'm going to ask on the 13 HMid-Kansas was responsible for all upstream
14 record, if I screw up the label, because those are not 14 transportation.

15 the way I normally label them, I'm going to ask my 15 And that was rolled into the price, and the ¥
16 counsel to tel! me I'm referring to the wrong one. 16 price was based on cost of service of all upstream
17 BY MR, SCHWARZ: 17 components as determined by the regulatory bodies and
18 Q. Well, and again, I don‘t want to -- things 18 a gas companent, that I don't remember whether we had ¥
19 are confused enough as it is. 19 a margin on the gas component or didn't or whether
20 A. Right. Z0 that was just a pass-through, but there was a gas
21 Q. We don't need to -- 2l component to it.
22 A. 1 recognize a need to adopt to a common 22 And the way you got to the price was to add
23 labeling. 23 those two things together and that was the price. g
24 qQ. Would you tell me to the best of your 24 What label appropriately applies te that contract?
25 recollection the difference between the "20-791 25 M. MONALDO: Well, you can't --
8 10
ASSOCIATED COURT REPORTERS, INC. ASSOCIATED COURT REPORTERS, INC.
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1 agreements that were the subject of 83-140 and the i THE WITNESS: I can’t do that? May I ask
2 contracts which were executed in February of 19957 2 counsel what label applies to that? That's the
3 MR. MONALDO: For purpose of clarification, 3 origipal Western contract that relates to Missouri.

4 you're asking him to compare Mid-Xansas 2 to the - 4 There were other Western contracts that preceded that
5 MR. SCHWARZ: [ want him to compare -- my 5 that related only to Kansas.

6 understanding would be, it would be the 1530 contract 6 MR. SCHWARZ: Correct.

7 was amended in 1991 with the three agreements that 7 MR. MONALDO: Excuse me.

8 were signed in February of '35, 8 {AN OFF-THE-RECORD DISCUSSION WAS HELD.}

9 MR. MONALDO: Object to the form as vague 9 THE WITHESS: And let the record show I
10 and compound. Go ahead and answer. 10 talked to counsel wha's explained to me a little bit
11 MR. SCHWARZ: I want to cilear it up for the 11 about the history of the contracts. ’

12 witness. 12 There's some confusion as to whether --

13 BY MR. SCHWARZ: 13 sti1l in my mind as to whether the original contract
14 Q. Do you understand? 14 was a bundled contract or that became a successor

15 A. I know the three to which you're referring, 15 -contract and whether it was -- there was a separate
16 but -- 16 contract that coupled with Riverside or not, and I

17 Q. Right. 17 don't bonestly recall.

18 A. -- without reviewing them piece by piece, I 18 BY MR. SCHWARZ:

19 can't do a comparison. 1 think what you're asking me 19 G. That's fine. That's Fine. Okay. My

20 is a more generic, what was -- what was the subject 20 question was, though, compare that earlier contract
2l matter of them and -- 21 with —- the provisiaons of the earlier contract with
22 Q. -And what you remember about them, and I'm 22 the provisions of the three contracts that were signed
23 not suggesting -- [ mean, we have the contracts. We 23 in February of '95. How did -- how did the relations
24 can Took at them. But from your memory, what's the 24 of the parties differ?

25 difference between where you were in ‘S0 with the *S1 25 A A11 1'11 be able to do now for you is what 1

9
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IN RE: MO GAS EMERGY - DENNlsS

LANGLEY: 10/28/98 GR96-450
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1 can recall without looking. 1 regulated and you're now transportation only or you're
2z Q. That's fine. 2 FERC multi-state approved and you're transportation
3 A. 1 want to preface it by saying clearly there 3 only. My recollection is that's the primary
4 were going to be other differences than I can recall 4 difference between those two. ¥
5 right now, 5 I know that in negotiations they had severa}
6 Q. Absolutely. 6 other issues that, meaning MGE, that they were driving
7 A, One of the differences is the keep whale 7 at that were -- they perceived to be economically ;ﬁ-
8 provision. The first document was an absolute keep 8 beneficial and I perceived to be economically
9 whole provision that simply said that if there was 9 detrimental that we conceded, but I can't recall what
10 ever a regulatory disaliowance, we would be absolutely 10 they are right now. Maybe if you refresh my memory I
11 kept whole, and the quid pro quo to us paying it would 11 might.
12 be to be kept economically whole. 12 Q. I'm just looking for what you can recall.
13 It didn't provide -- although there was a 13 That's fine. And that brings us, I think, to
14 lot of discussion with Western and even, if I recall, 14 Riverside 2.
15 some documents that were generated that would indicate 15 A. That's the 1507
16 what we would do in that event, it didn"t provide 16 Q. Right.
17 other than to have an absolute statement keep whole. 17 A That contract emanated out of what I
18 When MGE, when we re-executed contracts, any 18 perceived to be -~ I don't know what you would label
19 of the versions with MGE, the provision then said 19 it, what you did label it. It would have been the
20 altered radically that methodology, that keep whole, 20 predecessor contract with Western that would have been
21 and it was no longer what I would consider a keep 21 the southern entry to both Kansas and Missouri off
22 whole proviston. In fact, it was not a keep whole 22 Panhandle, and it contemplated construction. And
23 provision. It was just an extension of the term of 23 after -- after Western sold to MGE, that was the
24 the contract that really would struggle to keep us 24 subject of the lawsuit, how that would be split
25 whole. 1t might. It might not keep us whole. That's 25 between Kansas and Missouri and what the -- what terms
12 14
ASSOCIATED COURT REPORTERS, INC. ASSOCTATED COURT REPORTERS, INC.
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TOLL FREE - 1-888-636-7551 TOLL FREE - 1-888-636~7551
1 one difference. 1 they would -- would be inherited by each. *
2 The second difference is, there was an 2 And if you're asking me to contrast it with
3 intent on our part to either seek bundling of the 3 its predecessor, | don’t recall what the contrast
4 multiple interstate pipelines or have -~ or have 4 would be.
5 another way to get FERC regulation that would have put 5 Q. There were no simtlar terms? 1 mean, it's
6 all of the pipelines together either for rate purposes 6 Just -- :
7 or regulatory purposes, and there would have bean a 7 A. Volumes changed. 1 remember that. Volumes
8 multi-state tariff that was being sought or federal or 8 increased. I.don't remember what happened to the »*
9 when we would become subject to FERC regulation. 9 oprice, and I don’t -- without laying the twa beside
10 Then one of the contracts, the one I believe 10 each other, I'm not going to ke much help beyond that.
11 you refer to as Riverside 1, goes into effect. And at 11 Q.  What we're calling Riverside Z, was there
12 that point, when that would happen, the sales function 12 a -- that dealt only with MGE?
13 would also end, and it would become purely a i3 A. It deait only with MGE. There was another
14 transportation function contract. 14 document in Kansas that dealt with the Kansas side and
15 And the defeasing event if 1 remember, the 15 that was with Western, Sc because the ownership had
16 thing that made that happen wouid be either FERC 16 divided at the state line, we had to split the
17 acceptance of the multi-state tariff, which it did 17 contract --
18 not, or FERC jurisdiction asserted over, which it did. 18 Q. Right.
19 So we would therefore now be in that contract. 19 A. -- as well.
20 And my recollection of the two .is that other 20 q. ¥Was the contract on the Western side
21 than the sales function differences between the second 21 renegotiated at the same time?
22 and the third contract, what ['m calling the -- what 22 A. Yes,
23 you're calling Riverside 1 and I would cail -- I think 23 Q. You mentioned iitigation. Who was involived
24 you're calling it Mid-Kansas 2 and Riverside 1. The 24 in that litigation?
25 difference there is nothing more than you're now FERC 25 A, If 1 recall, there were two cases, and the
13 15

ASSQCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
TOLL FREE - 1-888-636-7551

ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
TOLL FREE ~ 1-888-B636-7551

NOTES

, MNOTES

MTL-12 (5 of 11)




IN RE: MO GAS ENERGY - DENNIS

LANKGLEY: 10/28/98 GR96-450

PageSaver

ASSOCIATED COURT REPORTERS, INC.
{573)636-7551 JEFFERSON CITY, MO 65108
TOLL FREE - 1-888-636-7551

1 answers may be different for both cases, but I 1 Q. Yeah, Yeah. Or was Western and MGE
2 can’'t —- bul this [ can remember. Let me tell you 2 supposed to have —-
3 what I think was the case. [ know Western was 3 MR. MONALDO: Let me back up. First of all,
4 involved in one of the cases, and a declaratery 4 I'm going to object to the series of questions that
*— 5 judgment was sought regarding -- and I think that was 5 you're going into contracts. 1 don't know. If you're
6 with respect to what you're calling Riverside 2, the 6 doing preliminary background, that's fine, but if you
7 150 to the south, which is what it uitimately became. 7 intend to go into contracts between Kansas Pipeline
X 8 And the other —- the other was relating to a 8 and Western Resources not regulated by the Missouri
9 construction contract and may also have related to 9 Public Service Commission, that's not even -- that's
}(‘ 10 what you're calling as Mid-Kansas, the Hid-Xansas 18 not relevant to this case nor [ don't think will lead
1t contract. I know it related to the construction. il to discoverablie information.
12 There was a construction contract. I think they -- 12 So are you going to start going into the
13 and that was MGE and us. Western may or may not have 13 Kansas contracts or just -- I'm not trying to be -~
% 14 been involved in that, but I don‘t remember. 14 I'm just saying —-
15 q. Do you recall when these suits were filed? 15 MR. SCHWARZ: I don't think I'm going to ga
16 Let me ask you this. Let me try to -- 16 into the Kansas contracts, but to the -- I will tel]
17 A. Circa ‘95, '96. 17 you that I think it's relevant to the extent that you
18 Q. ¥ell, were they -- were they filed after MGE 18 have parallel deals, you have contracts, a single
19 had acquired its Missouri properties from Western 19 contract which in the merger agreement was assigned
20 Resources? 20 partly to Kansas and partly to Missouri, and
21 A. Yes. 2] agreements which deal with the subsequent disposition
22 g. My understanding, and I haven't been 22 of those. 1 think they're relevant.
23 involved in the cases, was that those cases settled; 23 Secondly, this is discovery, and it doesn't
24 is that correct -~ 24 have to -- I mean, it's pretty narrow.
25 A. That's correct. 25 MR. MONALDO: tet me talk to the witness
16 18
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1 q. -- or did they go ta trial? 0o you recall 1 just a minute,
2 when they settled? FJ (AN OFF-THE-RECORD DISCUSSION WAS HELD.)
3 A. Not really. It was within six months of 3 MR. SCHWARZ: Read back the question.
4 Tiling. It was before any depositions. 4 THE REPORTER: "Question: Under the
5 Q. Would it have been before the execution of § Riverside Z agreement with MGE and what I assume is a
& or at the same time as the execution of the February 6 parallel or similar agreement on the Kansas side with-
7 '95 contract? 7 whatever Western Resources was calling themselives at
8 A, If that —- if I can assume that they were 8 the time, who would be responsible for securing
9 executed in February of '95, the answer would be yes. 9 upstream capacity on Panhandle? Weuld that have been
10 Q. I mean, earlier on, before you indicated 10 your responsibility? By you 1l mean the Bishop Group.”
11 that Riverside -- that the Bishop Group's interest in 11 HR. MONALDO: I'm going to abject to the
4 12 Riverside 2 was assigned to KH 12 form of the question as compound, toe. It states
13 A. Correct, 13 facts not in evidence. There's been no testimony of a
14 q. When did that occur? 14- parallel contract. ]
15 A. I believe in late '86. 15 MR, SCHWARZ: This is a discovery
¥ 16 Q. When did discussions begin with KM about it? 16 deposition.
17 A. I believe the summer of '96. 17 BR. MONALBO: 1 can also object to questions
18 Under the Riverside 2 agreement with MGE and 18 that aren't accurate and could be misleading. So -—-
19 what I assume is a parallel or similar agreement on 19 MR. SCHWARZ: If the witness -~ if the
20 the Kansas side with whatever Western Resources was 20 witness doesn’'t understand, the witness is directed to
2l calling themseives at the timé, who would be 21 ask me to clear it up.
22 responsible for securing upstream capacity on 22 MR. MONALDO: I made the objection. Now,
23 Panhandle? Would that have been your responsibllity? 23 the witness can answer.
24 By you I mean the Bishop Group. 24 BY MR. SCHWARZI:
25 A. By our agreement? 25 Q. Answer the question.
17 19
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1 A. The Kansas contract in negotiations was 1 begin?
2 discussed, both cases, and I don't recall which way 2 A. Yes.
3 found its way in the terms of the agreement. 5o I 3 Q. Do you recall when construction might have
4 can't —— [ don't recall which of those twa. I do 4 begun?
5 recall both being discussed. 5 A. Kot specifically, but certainly in '96,
6 Q. That's fine. Did the Bishop Group recetive 6 maybe '95.
7 consideration for signhing the Riverside 2 agreements? 7 g. Okay.
8 A. Yes. ] A. [ mean, construction was in process in '96.
9 Q. What was that consideration? 9 It may bhave been begun in ‘95 earlier.
10 MR. MONALDO: I'm going to object to that 10 q. And was that construction part of what was
11 question. It's asking for highly confidential 11 assigned to KM?
12 information, and it relates to a decision made by 12 A. Yes.
13 Bishop 18, 20 months after the execution of these 13 q. Were the Bishop Group‘s cantract rights with
14 agreements or the February agreement, and it's not 14 MGE and Western also part of the assignment?
15 related to any decision made by MGE. So it could not 15 A. Yes.
16 possibly lead to discoverable information. 16 Q. Going back to the contracts that were signed
17 MR. DUFFY: I would just like a 17 in February of 1995, do you recall when negotiations
18 clarification of your question as to assignment to 18 for those contracts began?
19 whom are we talking about? 19 MR. MONALDO: Are you talking about with ’
20 MR. SCHWARZ: Assignment to KH. 20 respect to MGET
21 THE WITNESS: Again, using -- do you want me z1 MR. SCHWARZ: Yes, with respect to MGE.
22 to go ahead and answer? 22 THE WITNESS: Depends on how generically [
23 MR. MONALDO: I'm going to instruct the 23 take your question. Do you mean the exact contracts
24 witness not to answer at this time based upon the 24 that were signed, or do you mean anything that was
25 objection. 25 discussed as a precursor to that?
20 22
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1 THE WITNESS: On instruction of counsel, 1 1 BY MR. SCHWARZ:
2 won't answer at this time. 2 q. The first conversations that invoived the --
3 BY MR. SCHWARZ: 3 A. Those exact contracts emanated out of
4 Q. When did the sguth side -- can we call it 4 settlement discussions. So if that’'s what you're
5 south side project? I mean, do you understand what 5 asking me, it would have been whatever the time periud
6 I'm talking about? 6 from the filing of the case to the settlement
7 A. Yes. In fact, that's better for me than the 7 discussions,
8 other. 8 If you were to ask me did we have
8 Q. All right. When did -~ when was the south 9 discussions with them that was more generic, yeah. We
10 side project first conceived? 10 started discussing it the first time I met them.
11 A. Contemporaneous with the execution of 11 a. Well, and now I'm not clear. The
12 whatever you called the first contract with Western 12 'Htlgatmn -- I mean, there's enough litigation to gag
13 that crosses into Missouri. 13 a maggot in these deals. That's the litigation that
14 Q. Okay. How did the project progress? That 14 was going on in the federal district courts as opposed
15 1is, when did -~ did it ever get to the stage where 15 to GR-93-140 or regulatory Titigation?
16 engineering was -- 16 A. That's correct.
17 A. Oh, yeah. Engineering was done even back at 17 q. It was the court litigation as opposed —-
18 that time. There were —- at that time several 18 A. That's what I was referring to.
19 alternatives were looked at, and we narrowed down from 18 Q. -- as opposed to regulatory Jitigation?
20 among, I don't know, I forget how many. We had a 20 Eventually we'll get the terms,
21 process that we went through with Western that lasted 21 A. My prior statement was referring to the
22 a long time. 22 court litigation.
23 Q. Did construction begin? 23 q. Okay. Do you remember who initiated
24 A. Then? 24 negotiations?
25 Q. Let me strike that. Well, did construction 25 LAl Ho.

21
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1 0. You referred earlier that Bishop has a 1 you're referring to as the Mid-Kansas 2 contract has
2 marketing entfty? 2 now been superseded by Riverside 1, which Mid-Kansas 2 4~
3 A. Yeah. Marketing entities was probably a 3 is naot a party to. If I am incorrect in my
4 better way to describe it. 4 recollection, you can ascertain that by looking at the
5 Q. Can you teil me who those are? 5 term agreements of those two agresments, the term
6 A. I think the way Mid-Kansas was established 6 provisions.
f— 7 it was exclugively marketing. 1 think Margaska was 7 I remember -- my recollection is that the l
8 exclusively marketing. 8 Riverside 1 agreement goes into effect upon the
9 q. Is that M-a-r? 9 cessation and interrupts the longer term of Mid-Kansas
¥ 10 A.  M-a-r-g-a-s-k-a. 10 2, and 1 think that it‘s Riverside 1 that is now ¢
11 Q. Okay. 11 operative. not Mid-Kansas 2. AL g
12 A. 1 think there may have been one or two 12 BY MR. DUFFY: |
% 13 others that were in the time frame we're talking about 13 ¢. Okay. I would like to take you back in time
14 were probably shell companies that had performed prior 14 to early to mid February '95, which I'm assuming was
¥ 15 earlier functions that were not gas related, They i5 the time during which there were rather intense
16 were in the form of marketing, other forms of 16 negotiations on what we've been calling this
17 wmarketing. 17 Mid-Kansas 2 interim firm gas purchase contract that
¥ 18 qQ. Do either Mid-Kansas or Margaska have 18 1is attached to Mr. Langston's direct testimony. Am [
19 agreements currently with MGE? 19 correct that that's when those negotiations would have
20 A, I can’t say for sure, but I don’'t -- [ do 20 occurred?
21 not believe so. 21 A. That's correct.
22 Q. I know [ —— at least T think that @ asked 22 Q. Okay.
23 you who initiated the negotiations, and I can't 23 A. There or preceding that, immediately 56‘
24  remember your answer, 24 preceding that.
25 A. I don't recall, and I'm referring to the 25 Q. Maybe sometime in January of 95, but
24 26
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1 negotiations that took place in the context of the 1 unlikely that they were back to Christmas of '§47
2 civil litigation. 2 A. I don't recall precisely. My belief is that
3 Q. Right. Right, 3 it was probably January or February.
4 MR. SCHWARZ: I don't think I have anything 4 q. Okay. And this contract was between
5 else. 5 Missouri 6as Energy and Mid-Kansas Partnership, and my
8 MR. DUFFY: 1've got a few guestions. 6 understanding from your previous testimony is that you
7 CROSS-EXAMINATION BY MR. DUFFY: 7 occupy an executive function or at that time occupied
8 Q. One of the recent answers you gave to 8 an executive function with Mid-Kansas Partnership; is
9 Mr. Schwarz, if I understood his question correctly, 9 that right?
10 and maybe I didn't, he said do you have any existing 10 A. I don't know.
11 contracts ar are there any existing contracts between 11 q. ¥Well, did you --
¥ 12 Mid-Kansas or Margaska and MGE? And think you said 12 A. I occupied an executive function with the
13 mo. 13 sole stockholder.
14 A. I said I don’t believe -there are. 14 Q. Okay. Llet's kind of cut to the chase here.
15 Q. Okay. 15 Were you in -- were you responsible for decision
16 A. 1 don't know for sure. 16 making in the negotiations on behalf of Mid-Kansas
17 Q- Am I incorrect, I thought that this thing we 17 Partnership ir the negotiations of this contract?
18 called Mid-Kansas 2 dated 24 february '95 between 18 A, Yes,
19 Missouri Gas Energy and Mid-Kansas Partnership was 19 Q. And can you just briefly explain to me how
20 sti1) in effect and it runs to 2009 or something like 20 you would be in that function, or were you the
21 that? 21 president of Mid-Kansas or you controlled the sole --
22 A. If it was, then -- 22 vyou controlled the sole stockholder, or just give me a
23 MR. MONALDQ: Off the record. 23 general idea.
24 (AN OFF-THE-RECURD DISCUSSION WAS HELD,) 24 A. I don't know what capacity I held at
25 THE WITHESS: My recollection is that what 25 HWid-Kansas. I know that in Bishop Group I was the CEO

27
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1 of Kansas fipeline, and probably Riverside [ was the %(‘ 1 approval for that. That was 40 percent of the revenue

2 CE0. So the entities over which transportation would 2 stream at the time. And so there is no possibility

3 have taken place ! would have been the CEO. 3 that that would have been considered.

4 Q. Would I be cerrect, then, in characterizing 4 Q. Do you have a recollection as to whether MGE

5 you as you were the person who would make management 5 suggested that possibility tc you in those

6 decisions on behalf of Mid-Kansas with regard to the 6 negotiations?

7 negotiations on this contract? 7 A. No.

B A. Yes. & Q. You do not recall any.such suggestion?

9 Q. And there wasn't anybody else in a similar 9 A. I don’t recall.

10 role or that you shared that role with? 10 q. I take it from your previous answar that you
11 A. No. You mean in an ultimate sense? 1 mean, 11 would --

12 there were cother people involved, but I made the 12 A. I think 1 probably would have recalied if
13 ultimate decision, if that’'s your question. 13 they did because I would have left a hole in the
14 Q. That was my question. I don't know whether 14 ceiling.

15 you know this or not, but at Teast I've been Ted to 15 q. I take it from that answer that you would
16 believe that the Staff in this proceeding is alleging 16 not have unilaterally offered to walk away?

17 that Missouri Gas Energy had some opportunities to 17 A. Absolutely. I've already told you, we could
18 negotiate some different types of provisions in this 18 not have done it, If I had wanted to do that, which I
19 Mid-Kansas 2 contract. 19 clearly would not have wanted to do so0, 1 could not
20 And the one that I'm most familiar with is 20 have done so. The banks would not have -- it would
21 an allegation that Missouri Gas Energy should have 2l bhave been a violation of the loan agreement and their
22 negotiated a complete termination of this Mid-Kansas 2 22 collateral.

23 contract in early ‘95, the result as I understand it 23 Q. What is your view vis-a-vis the Missouri
24 belng that Missouri Gas Energy and Mid-Kapsas would 24 ratepayers of Missour! Gas Energy? Put yourself in
25 part ways with no compensation one way or the other, 25 the shoes of Missouri ratepayers of Missouri Gas
28 30
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1 In other words, that there would be a cancellation of 1 Energy after the execution of this Mid-Kansas 2

2 the "90 agreement as amended by the '91 agreement, and 2 agreement. Do you think that they were better or

3 this Mid-Kansas 2 agreement would not have taken 3 worse off after the execution of this agreement?

4 place. There just would have been a parting of the 4 A. My recollection is that every amendment we

5 ways. ’ 5 made was fn -~ was a material economic benefit to the

] That's my understanding of what they‘re 6 consumers, but you'd have to take me through them

7 alleging, whether that's right or wrong, but that's my 7 carefully, or neutral, either had no impact at all or

8 understanding. 8 was economically beneficial.

9 Now, I want to ask you to put yourself back 9 But we'd have to go through line by line for
10 in eariy February of '95, and if MGE hypotheticaliy 10 me to be more specific, And if you want to discuss it
11 had come to you and said in those negotiations we want 11 topic by topic, I think I can probably do that as
12 out of the ‘90 agreement as amended by the "91 12 well, but you're going to have to suggest the topics.
13 amendment. We don’t want to see you anymore. We 13 Q. Is it your impression, then, that Mid-Kansas
14 don't want anything to do with Mid-Kansas. We want 14 gave up a lot of things in the Mid-Kansas 2 agreement
15 you to go away, and we don't want to pay you any money 15 to MGE?

16 to get out of the existing agreement, meaning '90 as 16 A. Absolutely, yes.

17 amended in '91. 17 qQ. Did Mid-Kansas get anything of significance
18 Did you have a -- would you be able to state 18 out of MGE as a result of Mid-Kansas 2?7 What benefits
18 today what your position on behalf of Mid-Kansas would 19 did you get?

20 have been under that hypothetical situation? 20 A. The only benefits we got were kind of two-
21 A. Sure. There's no possibility that we would 21 fold, I guess. One would be we always viewed this

22 have considered that. We couldn't have. That would 22 contract as a benchmark for creating a second southern
23 have been a violation of our debt covenant. They were 23 contract, and if we didn't have the revenue stream

24 collatera) on the debt. We would have had to have 24 from this contract we couldn’t have done the second
25 bank approval. There would be no possibility of bank 25 contract. We couldn’t have proceeded with that. So

29
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1 we -- 1 it a keep whole provision?

2 Q. Let me stop you just a second. The second 2 A. Yeah. The modification of the keep whole

3 contract meaning -- 3 provision.

4 A. Meaning the southern -- 4 qQ. Is that -- and I'm --

5 Q. ~- the southern connection everybody's 5 A, That is a calculation. What you're showing
6 talking about? 6 me is Exhibit 4. .

7 A. Right. 7 MR. MOMALDO: Let me him ask a question.

8 Q. Sorry. Go ahead. 8 BY MR. SCHWARZ:

9 A. And so it was absolutely essential to do 9 Q. It is Schedule 4.4B attached to the

10 that. So [ would say we got a benefit and Missouri 10 Mid-Kansas 2 interim firm gas purchase contract again
11 customers got & benefit and MGE got a benefit by 11 attached to Mr. Langston's direct testimony. Is this
12 clesing that up, by proceeding in a way that wouid on 12 the example of the keep whole?

13 a weighted average lower costs. And that was one -- 13 MR. MONALDO: I'm going to object. It

14 this contract as originally contemplated with Western 14 misstates what he said. There was a make whole

15 was simply a bench -- beachhead contract where we 15 provision in the prior contract, and there was a

16 were -- that was what gol us into the Missouri market, 16 modification to it in this contract.

17 and it was originally contemplated and executed at the 17 BY MR. SCHWARZ:

18 same time as the southern contract. So that was the 18 Q. But -~

19 concept. So we got to move forward with that project. ¥ 18 A. Let me go ahead and answer, [ did not mean
20 The second thing that it did was, we were -~ 20 to characterize that this is a keep whole provision.
2l we're a small company, and we were being -- in my mind 21 The old agreement that was set aside was a keep whole
22 we were being remise but at that time in the context 3 22 provision. This provision, depending on the luck of
23 of all revenues were shut off, and it turned revenues 23 the draw, may or may not keep you whole. In inost

24 back on. 24 cases it would not keep you whole.

25 qQ. What do you mean, all revenues were shut 25 q. Correct. But that's what this attachment

3z 34
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I off? : 1 is. It's -- it may or may not be a keep whole

2 A. They ceased making payments. 2 provision, but 1t's the closest thing that this

3 Q. Who's they? 3 contract has to it?

4 A. MGE, your client. 4 A. I would -- what I would say -- allow me to
5 Q. Ceased making payment for what? 5 characterize.

& A. Under the contracts. & Q. Absclutely. .

7 Q. MGE ceased making payments under the 1830 7 A. The way 1 would characterize this is this is
8 agreement as amended in "917 8 the schedule that explains how you would calculate if
9 A. That is my recoilection. They were 9 a regulatory disallowance was approved, what -- how
10 disputing and they stopped the payments, and to get 10 you would calculate the extension of the term of the
11 the payments going again, I really didn't have too 11 contract, but it is not a keep whole provision.

12 much of a choice. 12 .G Let me go back to the provision that you

13 0. Because they -- those payments represented 13 would characterize as a make whole.

14 what percentage of your revenues? 14 A. The prior provision.

15 A, 40 percent, roughly, more or less, give or 15 Q. In the prior contract?

16 take 2 percent. 16 A, Right.

17 MR. DUFFY: [ think that's all the questions i7 Q. What was that to make you whole from?

18 I have. 18 A. Any economic loss that I sustained I would
19 MR. MONALDO: Off the vecord. 13 be made up for immediately, simultanecusty.
20 (AN OFF-THE-RECORD DISCUSSION WAS HELD.} 20 Q. Economic ioss from any cause whatever?
21 REDIRECT EXAMINATION BY MR. SCHWARZ: 21 A. Yes. Any so, for example, if there were a
22 Q. What 1 have is a copy of Mid-Kansas 2 that 22 regulatory disallowance that added to a million
23 was attached to Mr. Langston's direct testimony. 23 dollars, 1'd get a million dollars by a modification
24 Okay. You earlier -- and this is an attachment to 24 to the agreement in some other way. That could be a
25 that. You'd earlier referred to, I think you called 25 dozen different ways I could offer that, but -~

33
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1 several different ways 1 could offer that, but that
2 was the old provision. In the old provision we were
3 kept absolutely whole. Under the new provision we
4 were not.
5 MR. SCHWARZ: I'm done.
6 MR. MONALDO: I don't have any questions,
7 but just for the record, to clarify, he said he was an
8 employee of Kansas Pipeline. The full name is Kansas
9 Pipeline Operating Company. [ just want that clear
10 for the record. And Bishop Group is not the sole
11 stockholder in Kansas Pipeline., It's the parent of
12 the party that owns Kansas Pipeline. Just didn’t want
13 to misstate. With that clarification, I don't have
14 any questions.
15 MR. SCHWARZ: Given the indulgence that
16 you-all have had with trying to identify the divisions
17 and departments of the Commission that we don't know,
18 1 think that's fair. I have nothing further.
18 (PRESENTMENT WAIVED:; SIGNATURE REQUESTED.}
20 (SIGRATURE ON FOLLOWING PAGE.)
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CERTIFICATE

STATE OF MISSOURI )
} ss.
COUNTY OF COLE )

I, Kellene Feddersen, Certified Shorthand
Reporter with the firm of Associated Court Reporters,
Inc., do hereby certify that pursuant to agreement
there came before me,

DENNIS LANGLEY,

at the law offices of Brydon, Swearengen & Engiand,
312 East Capitol, in the City of Jefferson, County of
Cole, State of Missouri, on the 28th day of Octcber,
1998, who was first duly sworn to testify to the whole
truth of his knowledge concerning the matter in
controversy aforesaid; that he was examined and his
examination was then and there written in machine
shorthand by me and afterwards typed under my
supervision, and is fully and correctly set forth in
the foregoing pages; and the witness and counse]
waived presentment of this deposition to the witness,
by me, and that the signature may be acknowledged by
another notary public, and the deposition is now
herewith returned.

I further certify that I am neither attorney
or counsel for, nor related to, nor employed by, any
of the parties to this action in which this deposition
is taken; and further, that 1 am not a relative or
employee of any attorney or counsel employed by the
parties hereto, or financially interested in this
action.

Given
County of Cole,
November, 1998,

at my office in the City of Jafferson,
State of Missouri, this 2nd of
My commission expires March 28, 2001,

KELLENE FEDDERSEN, CSR, RPR
Notary Public, State of Missouri
{Commissioned in Cole County)
{Computation of court costs based on payment
within 30 days.) )
Paid by Attorney for MGE:
Paid by Attorney for Mid-Kansas Partnership:
Paid by Attorney for PSC Staff:
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subscribed and sworan to

Tospnilioy 1998

W. A. B. Kennedy
Notary Public, State of Missouri
County of Boane
My Commission Expires 03/11/00
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RETURN TO:

ASSOCIATED COURT REPORTERS, INC.
P.O. Box 1388

Jefferson City, MO 65182
(BBBY636-7551

ERRATA SHEET

Deposition of: Dennis Langley

Case Caption: In the matter of Missouri Gas Energy

Date Taken: October 28, 1998

Page Line Corrections Reason

5 21 insert ", but I'm not certain which was the case in 1995" after
"other" clarification

5 23 replace "was" with "were" correct statement

5 25 insert "KoC" after “for", replace "and" with "which", strike
"eu were" correct statement

6 1 strike "that" correct statement .

6 1 insert "eonsolidation had not been accomplished by 1995, then"
after "If" clarification

6 1 replace "it was" with ". . ." clarification

6 3- strike "the consol — upon" correct statement

6 4 insert "on" before "our" correct statement

A 5 replace "or" with "on" - correct statement

6 11 replace first "a" with "and" correct statement

6 11 strike second "a" correct statement

7 18 insert "to" after "Just". clarification

7 21 change "KM" to "KN" correct name.

8 2 change "KM" to '"KN" correct name

- MTL-12



Deposition

of:

Case Caption:

Date Taken:
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RETURN TQ-:

ASSOCIATED COURT REPORTERS., [NC
P.0O. Box 1308 )

Jefferson City, MO 65182
(B8B)1636-7551

ERRATA SHEET

Dennis Langley

In the matter of Missouri Gas Energy

October 28, 1998

I
l
|
]
1

Page Line Correctrions Reason

28 1 insert ". . ." after "Riverside" correct sentence l

28 1 insert "also" after "was" correct statement l

29 23 insert "(the contracts)" after “They" clarificatiocn

32 15 strike '"bench" correct statement l

32 19 insert "southern” before '"project" clarification

32 22 insert “subjected to economic duress" after "being"” correct: s_tatement l

32 22 strike "remise but" correct statement l

32 22 insert commas before "at' and after "time" clarification

4 22 replace "stockholder™ with'eguityholder", replace “for" with "of™ I
‘ correct statement

5 1 strike words "I'm the --" clarification l

5 & insert "attempt to" after "I can” correct statement l

510 strike "is a" clarification

5 11 strike " and then there" clarification '

5 _14 strike the second "now’ . correct statement

5 15 change "We're'" to ''We've" correct statement l

5 15 insert "previous'" after "the" clarification l
I
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RETURN TG:

ASSOCIATED COURT REPORTERS. INC.
P.O. Box 1388

Jefferson City, MO 651e@2
(B8B)636~7551

ERRATA SHEET

Deposition of: Dennis langley
Case Caprtion: In the matter of Missocuri Gas Energy
Date Taken: _October. 28, 1998
Page Line Corrections Reasoa
24 7 "Margaska" should be "MarGasCo" correct statement
24 10 "Margaska" should be "MarGasCo" correct statement
24 13 strike "were" clarification
24 15 replace "were" with "may", insert "have been" before "gas' correct
statement
24 18 "Margaska" should be "MarGasCo' correct statement
25 12 "Margaska' should be 'MarGasCo" correct statement
262 the numeral 2 should be stricken correct statement
26 5 "term' should be "terms" and first "agreements" should be stricken
- correct statement
26 10 insert "the" before "Riverside" and insert "contract" after numerals
2 and 1 N clarification
26 11 insert "the" before "Mid-Kansas" and insert “contract” after 2
clarification
26 23 "There or" should be "They are" correct statement
27 13

insert "of the partners of Mid-Kansas" after “stockholder"

clarification
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RETURN TO:

ASSCCIATED COURT REPORTERS, INC
P.O. Box 1388 ’

Jefferson City, MO 65102
(888)636~-7551

ERRATA SHEET

Deposition of: Dennis Langley

Case Caption:  _ 14 thg matter of Missouri Gas Fnergy

Date Taken: Octcber 28, 1998
Page Line Corrections Reason
14 6 strike "that" after "issues" clarification
14 [ the words "meaning MGE" should be put in parentheses and moved to
line 5 after the word "they" | clarification
14 7 strike "were" correct statement
15 1 strike "they would" correct statement
15 8 "increased" should be "decreased" correct statement
16 5 insert the following after the word "sought'': "by MGE vis-a-vis us with
a different cause of action by MGE vis-a-vis Western' clarification
A6 A inserf “lawsnit"_after the first “the other™ and stike the second "the
other" correct statement
16 10 _ strike words "as Mid-Kansas' correct statement
16 14  insert "lawsuit" after "that" clarification
17 12 "KM" should be "KN" correct statement
17 16  "KM" should be "KN" correct statement
20 20  "KM" should be "KN" : correct statement
22 9 insert "or' after “'95" correct statement
_22 1%

"KM shomld he KN correct statement
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RETURN TO:
ASSOCIATED COURT REPORTERS, INC.
P.O. Box 1388
Jefferson City, MO 65102
(BBBY636-7551
ERRATA SHEET
Deposition of: Dennis Langley
Case Caption: In the matter of Missouri Gas Enerqgy
Date Taken: October 28, 1998
Page Line Corrections Reason
7 21 "KM" should be "KN" correct name
12 4 can should be cannot correct statement
12 16 _insert "the exact mechanisms of how KPL would keep us whole"
after "provide" clarification
12 17 the words "keep whole'" should be in front of word “statement! rather
than after correct statement
12 18 __ second "when" should be "and" correct statement
12 19 "the provision" should be "these provisions" correct statement

12 19 the last word "said" should be stricken

correct statemeﬁt

12 25 insert "or" after first "might"

correct statement

13 8 strike "federal or"

clarification

13 9 strike "when"

clarification

13 15 strike last word 'the"

clarification

13 16  strike words "thing that made that happen”

clarification

13 18  "FERC" should be "FERC's', "asserted" should be "assertion',

insert "us" after “over"

14 4

"difference" should be '"differences"

correct statement

correct statement

MT L~12-



RETURN TO:

ASSOCIATED COURT REPORTERS. INC.

P.O. Box 1388
Jeiferson City, MO 65102
{BBB)636-T7551

ERRATA SHEET

Deposition of: Dennis Langley

Case Caption: In the matter of Missouri Gas Energy

Date Taken:

October 28, 1998

Page Line Corrections Reasoﬁ

8 14 insert “labels" after "those" clarification

8 22 strike second "a" clarification

9 20 strike "a" and "what was" clarification

10 9 strike "it was for a combination of sell --" clarificafion

10 10 insert "to the gas" after "title" clarification

10 11 strike “then", replace "actually" with "I believe" correct statement
10 12 insert *. . ." after “upstream" clarification

10 15 -replace "that" with "upstream transport" clarification

10 15 ingert "of the gas" after "price" clarification

10 15. insert a period after "component" correct statement

10 18 strike "“that" correct statement
10 23 insert ". . .commodity.and transportation. . ." after "together”

clarification
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81 FERC16l,008§

UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissionexs: James J. Hoecker, Chairman;
Vieky A. Bailey, and William L. Massey.

Kansas Pipeline Company

i Docket Nos. CP926-152-000
Riverside Pipeline Company, L.P. 1/

CP96-152-001

Transok, Inc. CpP37-738-000

KansOk Partnership Docket No. PR94-3-002
{Not Conaolidated}

KansOk Partnership
Kansas Pipeline Partnership
Riverside Pipeline Company, L.P.

Docket No. RP95-212-002
‘.'
I

Williams Natural Gas Cempany Docket No. RP95-395-002

v,

Kansas Pipeline Operating Company
Kansas Pipeline Partnership
XansOk Partnership

Riverside Pipeline Company, L.P.

At N Bt et Nt o Tt e okt Tt S Sap Tt ek ok Rt T

{Consolidated)

ORDER GRANTING AND DENYING REHEARINGS,
ISSUING CERTIFICATES,
AND ESTABLISHING REFUNDS

[(Issued October 3, 1997)

In this proceeding, the Commission is issuing a certificate
of public convenience and necessity under gectien 7(c] of the
Hatural Gas Act (HGA) to Kansas Pilpeline Company te cperate the
natural gas pipeiine the Commiseion found to be jurisdictional in

1/ This application wag flled by Riverside Pipeline Company.
However, in its amendment filed on February 18, 19987,
Riverside Pipeline Company requested that the instant
certificate be dissued instead to a company to be formed
named Kansas Plpeline Company, which would own 99,999
percent of the partnership Intereste of Riverside Pipeline
Company, Kansas Pipeline Partnership, and KansOk
Partnership, as discueged in the body of this order. Bishop
Pipeline Company would own the remaining 0.001 percent,

[ bC-p-70
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lte Wovember 2, 1995 order., 2/ The Commission is lifring its
stay of that order and denying the requests for rehearing. The
Commission ie approving a rate base of approximately $35 millionm,
a cost of pervice of approximately $21.8 million, initial rates
based on those figures, and a variff., The Commission is also
requiring the applicant to offer no-notice transportation
gervice. 1In addition, the Commigsion ie issuing the applicant
blanket cartificaces under Part 284, Subpart J and Part 157,
Subpart F of the Commission's regqulations.

On its own motlon, in Docket No. CP97-738-000, the
Commiesion is issuing a limited jurisdiceion NGA section 7i(c)
certificate to Transok, Tne. {Transck} t& operate ieased capacity
to deliver gas in interatate commerce to Kansas Pipeline
Company'a customerse, as discussed below. In additicn, in Docket
Mo, RP95-3-002, the Commipeion 1s granting, in part, rehearing of
ite order isplied on June 15, 1995, and estlablishing refundd in
that proceeding. 3/

1. Background

This proceeding began with the filing of KansOk
Partnerahip's (KansOk'e] second NGPA secticen 311 rate proceeding,
in Docket No., PR94-3-000. There, two lgcal distribution
companies, Missourl Gas Energy (MGE) and Western Resources, Inc.
{Western Reaourcea), filed protests alleging that KanaOk and ita
affiliates collectively should be treated as an interstate
pipelline and should be required to file a rate case purasuant ta
pection 4 of the NGA. 4/

In responge to these protests, the Commipasion issued a ashow
cause corder on May 31, 1995, 5/ That order reguired: (1)
KaneOk, Riverside Pipeline Company, L.P. {Riverside}, and Xansas
Pipeline Partnership to show cause why the Commission should not
digregard thelr corporate forms and £ind them to be cne
interstare pipeline pystem wubject to the Commission's RGH
Jurisdicrion; and (2} RansOk to show cause why, since all but a

2/ FRansOk Partnership, et al., 73 PERC 1 61,160 {1995}, order
granting etay, 73 FERC Y 61,293 (1995).

1/ KanaOk Partnership, 71 FERC Y 61,340 {1335},
4/ 8eg RaneOk Partnexship, 71 FERC | 61,340, at 62,337 (1995).
s/ TaneOk Partnership, et al., 71 FERC 1 61,242 (1995).
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de minimig amount of the service it provides 18 in interstate
commerce, it should not be found to be an interstate pipeline
‘subject tp the Commission's NGA jurisdiction. £/ Subsequently, a
cotipetitor, Willtams Natural Gas Company {(Willlamas), filed a
complaint in Docket No, RP95-395-008 alleging that the three
affiliates constituted an interstate pipeline syatem.

On November 2, 1995, the Commission issued an order in
Docket No, RP$5-212-000, at gl. finding that the natural gae
pipeline system composed of XansOk, Kansas Pipeline Partnership,
and Riverside, and operated by Kansas Plpeline Operating Company
constituted one interstate pipeline system subject to the
Commiseion's jurisdictlion under the Natural Gas Act (NGA)}. The
order required thege companies to file an application for
certificate authorization under NGA gection 7 and Part 157 of the
Commission’'s regulations to gperate thelr system, consistent with
Order No. 636. 1/ These companies B/ and the Kapgae Corporation
Cogmission {RCC) filed timely requeste for rehearing of that
ordar,

&8/ Id. at 61,923,

1/ Pipeline Service Obligations and Revipions to Regulations
Govexrning Self-Implementing Transportation; and Regulation
of Ratural Gas Pipelines After Partlal Wellhead Decontrol,
57 Fed. Reg. 13,267 {Apr. 16, 1992}, III FERC Stats. & Regs.
Preambles i 30,939 (Apr. B, 1992); order on reh'g, Order No.
§36-A, 57 Fed. Reg. 36,128 (ARug. 12, 1992), III FERC Stats.
& Regs. Preambles { 30,950 (Aug. 3, 1992}; grder on_reh'g,
Drder No. 636-B, 57 Fed. Reg. 57,911 (Dec. @, 1992), B1 FERC
§ 61,272 (Nov. 27, 1992); reh'g denied, 62 FERC | 61,007
{1993}; United Dietributlon Companies, gkt al. v. FERC, 88
“F.3d 1105 (D.C. Cir., 1996), cerk. denied, 117 S.Ct. 1723
(1997} .

%) The request for rehearing was filed under the.names of
Kansae 'Pipeline Partnership, KanatCk, and Riverside,
Mowever, since these companlee subsequently indicated tha
the cercificate In this proceeding ehould be issued under
the name of Ransas Pipeline Company, the Commission is
referring to them collectively by that name, or as
applicant. ’

(g30 ) €1-TLIN
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A description of the subject facilities can be found in the
November 2 order. 2/ The system is operated on an integrated
bagis and traverses three states, bringing gas from gathering
fields in Oklahoma into markets in the Kanmas City metropolitan
area in Kaneae and Missouri, Also, KansOk lnterconnects with
Tranack, an unaffiliated intrastate pipeline, and leages firm
capacity on Transck.

The November 2 order also describes prior Commipgion orders
relating to the companies that would comprise Kansas Pipeline
Company. 10/ Kansas Plpeline Company refers to three of these
orders in its request for rehearing. They are: (1) Riverslde's
original NGA sectlion 7(c) certificate order; 1il/ (2) Kansas
Pipeline Partnership's NGA sectlon 7{c) blanket certificate order
authorizing it to transport gas in interstate commerce as a
Hinshaw pipeline under section 284.224(b) of the Commission's
regulatione; 12/ and (3) Riverside's Qrder No. 63§ restructuring
order. 13/ .

The November 2, 1995 order consclidated the show cause and
complaint proceedinge, and found that the subject natural gas
pipeline system constituted an interstate pipeline syatem subject
to the Commission'sa juriedictlion under the NGA.

On becember 8, 1995, the Commiesion issued an order staying
the effectciveness of its November 2 order until 60 days after the
igsuance of an order on the merlts of the reguests for rehearing.
14/ The order also clarifled that in the interim, Rivereide,
Kansas Pipeline Partnership, and KansOk may continue to provide
the services, collect the rates on file with and approved by the
Commission and the KCC, and undertake all other activities
authorized by the Commisaion and the KCC.

a2/ KaneCk Partnership, et al., 73 FERC Y 61,160, at 61,480-81
{1995} .

1o/ Id. at 61,481.
11/ 8See Riverside Pipeline Co., L.P., 48 FERC { 61,309 {1989).

12/ FKansas Pipeline Company, 49 FERC Y 61,235 (1583),
13/ Riverside Pipeline Company, €3 FERC § 61,282 (1993).°
14/ FKanaOk Partnership, gt al. 73 FERC | 61,293 (1995).
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On January 23, 1996, Kansas Pipeline Company filed, under
protest, an application for a certificate of public convenience
and necessity, pursuant to section 7{ec} of the NGA, to operate
the facilities found to be jurisdictional by the November 2
order. 15/ The application wae amended on February 18, 1997,

On June 5, 1996, the Commiselon issued a further
clarification of the KCC's authority during the atay. 18/
Subgequently, the KCC and Williams Natural Gas Company {(Willlama)
filed motions requesting that the stay be lifted.

I1. Iagues on Rehearing

On rehearing, Kaneas Pipeline Company pute forth varioug
arguments challenging the Commissicnts finding that it is an
interatate plpeiine. 'The KCC chronicles. its ten years of
regulating Kaneas Plpeline Partnership as an intrastate pipeline,
and requesta clarification of the effect of the Commission's
Novewber 2 order on on-going proceedings before it regarding
Kansap Pipeline Partnership, and on other iptrastate pipelines
within Kansas, The KCC also requests a techaical conference,
The arguments put forth on rehearing and the Commission's
response te them are discuseed below,

Al NGPA Sectipn 311 And The NGA

Kanepas Pipeline Company's first line of argument {g that a
finding of tederal jJurisdiction vioclates expregg statutory and
regulatory agsurances that Iinterstate transportaticn by
intraptate pipelines under NGPA mection 311 and Hinshaw pipelines
under a Part 284.224 certificate cannot eubject those companies
to comprehensive NGA jurlediction. FKansas Pipeline Company
argues that intrastate pipelines and Hinshaw pipelines are
autherized by the NGA, the NGPA, and the Commispion's regulations
to provide exactly the type of pales, transportation, and
construction performed by the individual companies here, without
NGA jurisdictional consequences.

This argument begs the very guestion under consideration,
however, namely, whether or not Kansas Pipeline Company gualifies
in the first instance for the exemptions from NGA regulation that
apply to Hinshaw or intrastats pipelines. For the yeasona set
forth in our Novembar 2 order and discussed further here, we do
not believe that Kaneas-Pipeline -Company continues to qualify for
these exemptions because of the material changes that have
occurred as its system hag evolved. Any other result would

~

15/ SGupra, n. 1.

z?ﬁ/ RaneOk Partnership, et al., 75 FERC ¥ 61,264 (1996).
- .
(o
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elevate form over substance, undermine the authority of tha
Commission to regulate interstate transactions under the NGA, and
expand the exemptions contained in NGA § 1i({c)} and RGPA §§ 311 and
601 beyond any reascnable interpretation of those pravisions,

In support of its claim that the November 2 order departs
from governing law, regulations, and precedent, Ransas Pipeline
Company cites the following:

The Commissicn is of the view that the provisicns of
Title VI of the NGPA exempt from the Commission'e NGA
Jurisdiction all of the natural gas, facilities,
operations, and entities that ([petitioner] has placed
at lesue here ... To reach jurisdicctional ceonclusions
different from those set out above would prevent
pipelineg from engaging in such transactions, thereby
fruatrating Congress' purpose of |intégrating the
interstate and intragtate markets. 17/

RKansas Pipeline Company contends that the November 2 order
is a departura from the above application of the NGPA and the
Commisslon'a regulations, and that rather than justify this
departure, the order pretends there ia none., Kansas Pipeline
Company gtates that the Commission's pronouncement that the
regulatory background in which its earlier declsions were lassued
has changed pignificantly is not a legitimate basils for
disregarding governing law, A2 puch, Kansap Pipeline Company
contends that the November 2 order does not show reasoned
decision making.

Contrary to Kansad Plpeline Company's assertions, the
November 2 order does not change policy, nor does it lack
reagoned decision making. Rather, the order explains that the
*language, ... history and ... purpose® of NGPA gection 311 "show
that the gection is a limited exception to the requirements of
INGA] § 7, and was never intended to work a Awsering change in
the regquirement that gas transportation he autharized by a
certificate isgued prior to the transpoertation.* 18/ As the
order explains, Kansas Pipeline Company‘'s system wap put together

17/ ‘Texas Utilitiles Fuel Co., 44 FERC Y 61,171 at 61,569 (1988}
aes alsp Mustang Enerqy Corp. v. FERC, 859 F.2d 1447, 1450-
51 {10th Cir, 1988); Seagull Shoreline system, 23 FERC
61,117 at 61,273 (1%83); Westar Transmisslon Co., 43 FERC
1 61,050 (1%8A8}; Alabama-Tennegses Natural Gas Co., £9% FERC
61,246 {19%24).

18/ Id., citing Associated Gas Distributors v. FERC, 893 F.2d
1250, 1261 (1990},

e } NRE
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plecemeal, over time, dnd the structure of transactions and
corporate relationships developed by Kansaa Plpeline Company is
materlally different today from those that existed when Riverside
was first certificated and when Ransas Pipeline Partnership
recelved its blanket certificate. 13/

Today, Kansas Pipeline Company's system traverses three
states, providing interstate transportation. Yet, according to
Kanaas Pipeline Company, only Rivermide's border crasaing
facilities ghould be fully subject to NGA sectlon 7 reguiation.
As the November 2 order explaina, if the Commiseion were to
condone this arrangement, *it would eeem that anyone could build
a chain of "intrastate” pipelines from Maine tc California, with
only the few feet straddling etate borders subject to NGA
requlation." Such a result would not be consiptent with the
comprehensive acheme of federal regulation contemplated by the
NGA, orx with the court's interpretation in AGD thdt NGPA section
311 wam not jintended to work a "sweeping change* in the
requlakory landacape.

B. Prior Commisalon Orders

In its response to pur ghow cause order, Kansas Pipeline
Company cited three prior Comnission orders where the Commission
congidered and rejecdted arguments that the ‘companies should be
gubject to federal jurimdictien. 20/ It contended that, under
principles of rgs and collateral estoppel, the
Commission was barred from revisiting the jurisdictional status
of the companies. .

In response to these argumenta, the November 2 order stated
that the prior orders did not govern the outcome of this
proceeding. The order explained that the Commission was not
applying the doctrines of res and collateral estoppel
here because the jurisdictional consequences of constructing
seqments of Riverside at the Kaneas-Oklahoma border to unite a
multi-state system were never considered in the earlier
proceedinga. 21/

13/ RansOk Partnership, eb al., .73 -FERC 1'61,160. at 61,487
(1995} .

20/ Riverside Pipeline Co., L.P., 48 FERC 1 61,309 (1989};
Kansas Pipeline Tompany, 49 FERC { 61,235 (1989); and
Riverside Pipeline Company, &3 FERC ¥ 61,282 (1593).

RapeOk Partnership, st al., 73 FERC 1 61,160, at 61,487
(1995},

g
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On rehearing, Kansas Plpeline Company restates its earlier
arguments, and contends that the Commisaion's ruling is
particularly egregiousg with respect to Kansag Pipeline
Partnership. FKansaa Pipeline Company states thak Kansas Pipeline
Partnerahip operated as a Hinshaw pipeline certificated by the
KCC for four years prior to performinhg ite Part 284 service under
the Commission's limited jurisdiction blanket certiflcate
pursuant to Order No. 63. The Commission's order granting the
limited jurisdiction blanket certificate apecifically stated:

Once Kansaa Plpeline [Partnerahip] has autherization to
transport natural gas under this certificate, it may
deliver gag to Riverside, an interstate pipeline,
regardless of where the natural gas ultimately will be
consumad and its Hinshaw status will not be jeopardized
by suchﬁtransactionsu 22/ |ty ¥

Alac, in support of its argument, Kansas Pipeline Company
cites sdction 284,224(d) of the Commission's regulations, which
provides that acceptance of such certificate will not gubject the
certificate holder to the Commigsion's NGA jurisdiction, except
to the extent necessary to enforce the terms and conditione of
the certificate. Kansas Pipeline Company contends that the
November 2 order amounta to regulatory entrapment, because Kansas
Pipeline Partnership is being found to be jurisdictional for
performing the very services ite blanket certificate guaranteed
it could perform without becoming jurisdictional. Moreover,
pince the terms of its certificate reguired it to transport gas
cn an open-acceds baasie, it had no cholce but to transport gae
for Riverside.

Further, Kangas Plpeline Company argues that Kansas Pipeline
Partnershlp should not be penalized by losing its Hinshaw status
because of the business decleicns of Riverside and KansOk,
gpecifically, it argues that Kansae Fipeline Partnership ehould
not be penalized becauss Riverside chose to construct ite Xansas-
Cklahoma border crogeings pursuant to NGPA section 311 rather
than NGA section 7(c}. Nor should Kansag Pipeline Partnership be
penallzed because of the small amount of intrastate service )
provided by KansoOk. .

The provisions for *limited jurdediction” contained in
Kaneas Pipeline -Partnership's blanket certificate applied only to
activities within the Bcope of that certificate. As stated,
Kansas Pipeline Company's system has changed materially aince the
ipsuvance of 1ite blanket certificate. While Kaneas Pipeline
Company complains that Kansas Pipeline Partnership i@ being
penalized for the business declsions of Riverside and KansOk, the
fact 15 that all three companjiee have common ownarship and are

22/ Kansas pipeline Company, 4% FERC § 61,235, at 61,B36 {(1989).
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~ued on ap integratsd basis as one pipeline. 'The argument
that ir Is unfalr to find thar Xansaa Pipeldne Partnership no
longer gualifies for Hinshaw status as a result of the businese
decisions of Riverside and ¥ansdk would reguire ue to lgnore that
the game individuals ars involved in the operation and ownership
of 2ll three companies, out of the same bullding. W®We retect the
position that hecaums the Commission iegued a limited
jurfsdiction certificate, it is constrained from pecognizing
pubgeguent develgpments that are loconsistent with the publie
interest conelderations underiying the certificste. Likewlse, we
decline to adopt an excespively legaliptic spproach by fornging
narrowly on the ageivities of Individes) affiliates and ignoring
the yeality that thepne antivitles are not solely of local concern
and have nothihg to do with dntegrating the inbtraptabs smavkel
with the interastate grid.
&

o, Compacieon Witk Deher Winehaw Pipelises’

Ransas Pipeline Company argues yhat the November I order is
unlawful becawee it i arbibrary and capricious, partieularly
with respect to its finding of jurisdiction over Kansas Pipelins
Partnerehip. Hansas Plpeline Company contends that the
interatate transportation performed by Ransas Plpeline
Partnership pursusnt te itg section 284.224 blanket vertificate
ie indistingulshahle from that performed by other Hinshaw
pipeiines, Spesecifically, Fansas Pipeline Compaoy clites Panlfic
fas.avd Blecexic Oompany 23/ acd Boston Gas Company 23/ in
suppore of ice argument that the Commisalon has previcusly
authorized Hinshaw pipelives to tramspeort gas In interstate
commeree under 8 gection 284,234 blasnket certificate for delivery
in sevaral states, Kansas Pipeline Company also polats sut thak
i several instances, the Hinshaw pipelime wa# an atfiliate of
gne of the interscake pipelines to which it was connected. 25/

The difference between the ¢aeep cited and the lustant case
lies In the underiying vrganizational structure nf Xansasg
fipeline Company's syctom, Hevs, bhe bthree cogppanies are all

237 facific Gae and Blectrir Company, §7 FERC § €1, 388 (18347,
reti‘g denied 65 FERC ¥ 61,140 (1334}, -

44} ‘boaton Gas Company, TO FREC 9§ 61,3121 {1995},

25/ Sege, B.g, Commonwsalth Sas Pipsline Oorp,, 5 FERC ¥ 61,098
€1989} (affilisted with Columbia Gas Transmisalon Corxp.i:
Creole Gas Pigeléne Corp., 30 FERC 1 62,290 1198%)
lattiiiated with Tenneasee Gas Pipeline); EBmplre State
pipeline, 70 PRRC 4 61,162 (1995} {affillated with Great
Lakes Gas Tranamigeion &.P.}; Paclfic Gae and Electric
Company, 67 FERC § 81,355 (1994} laffiliated with Pacitle
Gaa Tranewisslon Company). :

LY
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atfiliated and are pperated 3§ one gyatem. Kansas Pipeline
Company has eeh up ite syatem o that the *interstate” portion «
itg aystem consists only of two-mile border cragelngs, despite
the fatt that the satire system lg more than 1,000 miles long an
wap origipally one interptave ¢il pipeline. Only the Xansae-
Mispouri border crogsing was certificared undey NGA serction 7lc);
the two Kensan-Oklahoma border cropsings connectlng the system
with ite FRanalk affiliate were accompiinhed under WGEA section
311,  Im thig wawe, the organizational structure elevates form
over suwbatance, with the zesulr of submitting a de minimis part
af the system to fedaral regulation while avelding federsl
regulation over more than %9 percent of Kangap Ripeline Company'sm
miled -atake syaten.

D, fonsisrensy Wik OQedec Bo. 538

TR : .

The Hoverbepr 2 arder noted thatéundét Order ¥o. 535.}
wirtually all fintsrstate pipellnes operate under uniform
reguirementa to form an interatate grid, and that {r would be
contrary to the goala of that program to allow some pipelines
that perform luterstate transportation te halkanlze into a chain
af affillates subject to the regulations of various states. 26/

On rehearing, ¥angad Fipeline Company argues that preventing
Frastracion of Order Nz, $34 il not a valid basis for asserting

Suriadicrlon hers and that the express terms of the NIPRA must

taks precedmnce over the Commiesion's coscerng that Order Ho.o £36
will be frustratad. 1In sugport, ¥ansas Pipeline Company statep
that: {3} lack of unifprmity is ircelavant because ragulatary
differsnces are inherent between interptate and intrambate
macketa; 12} if the Commisalon wished to apply Ordsr Nao. 636 to
HURR section 311 or Hinshaw blanket gservics, it phould have done
ac by rulemaking; (3} Order Wo. 638 should not be applied
retrasctively to the datriment of the companizs that rellsd on
Commiggion rules as they existed before the poliey change; and

28/ Xanshl Pavtnership, et al., 73 FERC f 61,160, ax £31,484¢-85
{1338}, As that order stated, this would potentlally
penalize thuse pipelines and thelr cusbtomers who operate
gubject to Order No. 636 provisigns. Further, auch an
interpregation would create a strong incentive for
intarstate pipelines to conatruct s sacond tier grid ownad
by affiliates, lu order to provide interstate gervice under
a ditferent regulabory framework. It would allow plpelines
to estakliish peparate corporate entities that would
effectively deny comsumers the protections and bepafits of
Srder He. §36. For these reasonp, the Hovember 3 ordar
tound that the publis irrerest regquired the Comelgsion iz
treat Kansad Pipeline Company 2@ z single entity subject to
kthe Commigsion's NGR Jurisdiction.

pe
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(4) there 18 no basis for aeserting that customers served by
Kansas Pipeline Partnership are dimadvantaged by the
inapplicability of Order No. 636 regulatory safeguards.

We are not persuaded by this line of reagoning. It should
come ag no gurprise that we are not receptive to an
interpretation of NGPA section 311 that is so at odds with the
policies of Order No. 636, which has been sustained by the
court. 27/ Such coneiderations are perfectly valid in resolving
questions pertaining to the applicatlon of our implementing
regulations. :

Nor is there any requirement that such proceedings must
proceed by rulemaking. The Commission frequently interprets its
regulaticns hy applying them to the facts of specific cases, as
we have done herw, - Dy

Kansas Pipeline Company's argument that 1ts customers are
not interested in the unbundling of Kansas Pipeline Partnership's
salea gervice, or in a capaclty- release program 1s similarly
misplaced. The provislons of Order No. 636 and the protectiona
it embodies are national in scops, and ite application does not
turn on a particular pipeline‘s view of what its customers want
or need.

Nor are we persuaded by the argument that Order No. 636
ghould not be applied to Kansas Pipeline Company's system because
it wag promulgated after Kansas Pipeline Partnership, Riveraside,
and KansOk were placed in aprvice, The Commimsion applled Order
No. 636 to virtually all interstate pipelines in the United
States, the vast majority of which were placed in service prior
to implementation of the rule. Since Order No. 636 applies to
all interstate pipelines, and not just new interstate pipelines,
it appliea to Kansas Pipeline Company's eystem as well,

Finally, we do not concede that the November 2 order applies
the provisions of Order No, 636 to intrastate pipelines acting
under NGPA Section 311 or to pipelines subject to the Hinshaw
exemption of the NGA. To the contrary, the order finds that

21/ Kansag Pipeline Company's lnterpretatlon of NGPA section 311
would permit a company to recelve NGA section 7
authorization for ite firat border croseing facility, as was
done by Riverside, and to then proceed to build a succession
of intrastate pipelipes connected by additional bordar
crogaing facilities built under NGPA gection 311. Thus, a
pipeline could epan the United States with a string of
affiliated intrastate/Hinshaw plpelines connected by
interstate border croseing. facilities, all owned and
operated by the same individualsa under yet ancther
affiliated operating company.

[ TN
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Kansas Pipeline Company does not qualify for treatment as an
intrastate or Hinshaw pilpeline. The order applies the principle
articulated by the court in AGD, that the language, history, and
purpose of NGPA section 311 ghow that the section is a limited
exception to the requirements of NGA section 7, and was never
intended to work a sweeplng change in the NGA section 7
regulatory framework. 28/

E. The Corporate Form

The November 2 order found that the public interest required
the Commiselon to disregard the geparate corporate statug of the
plpelines and treat Kansas Pipeline Company as a single entity
subject to the Commission‘’s NGA jurisdiction. 29/ 1In so doing,
the order atated that recognlzing the separate corporate
structures of the companies would fruptrate the goals of Otder
No. 636. 30/

On rehearing, Kansas Pipeline Company argues that the
Commisslon cannot dileregard corporate distinction in order to do
indirectly what it cannot do direcrtly, It claims that the
decisicng relied upon by the Commimeion for ite authority to -
dieregard the corporate form permit agencles to do 80 only if the
statutory purpose would otherwise be frustrated. Kansas Pipeline
Company astates that the order claims thalb Order No. 636, not the
scatute, would ba fruatrated abpant a disregarding of the
corporate forma.

Kansas Pipeline Company alsa states that this is8 not a cage
of a major interatate pipeline creating intrastate affiliates in
order to avoid NGA requlation, Rather, it involves a Hinshaw
pipeline responding to the need of its principal local
distribution company (LDC) customer based on Commisslon orders,
rules and precedent. Kansas Pipeline Company explains the

28/ Id., cltipg Rescclated Gas Distributors v. FERC, B99 F.2d
1250, 1261 (1990} .

29/ See RansOk -Partnership, et al., 73 FERC | 61,160, at n. 2§
{1995), citing Northwest Pipeline Corporation, et al., 5%
FERC § 61,115 (1992); Opinion No. 255, Town of Highlanda,
N.C. v. Nantahala Power & Light Company, 37 FERC 61,149
{1286); Town of Brookline v. Gorpuch, 667 F.2d 215 (1t Cir.
1981} ; Capital Telephone Co., Inc, v. FCC, 498 F.2d 734
(D.C. Clr. 1974).

.30/ FKaneOk Partnership, et al., 73 FERC § 61,160, at 61,4B4-85

{1995},

A . TR
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evolution of ite ayatem as follows. 31/ FKanwsas Plpeline
Partnership began as an intrastate plpeline serving primarily two
LpCe {Western Resources and MGE's predecessor, KPL Gas Service)
in Kansas City, Kaneas. In time, it became important for the
LDCs to move gas to their customers on the Miseourl side of the
Kansaa Clity metropolitan area. Riverside was constructed and
Kansaa Pipeline Partnership obtained its section 284,224 blanket
certificate in order to provide service to the Missouri
custcmersa. In time, the LDCB desired to have acceas to lower
priced gas supplien in Cklahoma. In response to this need, the
Kansas-Oklahema border crossing wae constructed by Riverside
connecting the pystem to KansQk, KangOk then leased capacity on
Tranaok, which Riverside could not do without jeopardizing :
Transok's status as an intrastate pipeline in Cklahoma. 312/
Therefore, Riverside's NGPA saction 211 construction of the
Kansap-Oklahoma border crossings and the service provided by
KansOk a8 an intrastate pipeline were conmiatent with the KGA and
HGPA, but were outside the reach of the Commiassion's NGA
jurisdiction.

The Commisgion pees it differently. Contrary to Kansas
Pipeline Company's assertions, thila is exactly the case of a
major interstate pipeline creating intrastate affiliates in order
to avold NGA regulation. It bears repeating. that Kansas Pipeline
Partnerghip, KansCk, and Riverside's Kaneas-Cklahoma border
crogsings were initlally constructed aa one interstate oil
pipeline. When Kansas PBipeline Partnership was formed as an
intrastate pipeline, the Kansas-Cklahoma border crosgings were
phiysically blocked off for the sole purpose of enabling Ransas
Pipeline Partnership to qualify as an intrastate pipeline. Thus,
when Riverside "constructed® the Kapsas-Oklahoma border crosslngs
under NGPA section 211, all it actually did was remove the
blockage that it had put in place earlier. The portion of the
pipeiine in Oklahoma was then charactexized as an intrastate
pipeline, even though more than 97 percent of its buasiness waa
interstate. .

¥ansas pipeline Partnership, KansOk, and Riverside all have
conmon ownerghip and are operated on an integrated basis as one
pipeline, even though on paper they claim to be an intrastate, a
Hinehaw, and one interstate consisting only of border croseings.
The claim of Kansas Pipeline Company, that it is not an

. ‘\.
311/ See Kansas Pipeline Company's request for rehearing at 42-
44.

E?ZI Saep Tennessee Gas Pipeline Co., 70 FERC Y 61,244 (1835),

(scJo L) £1-1L
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interstate plpeline aeeking to avoid NGa regulation by creating
affiliates is implausible, especially in light of the fact that
the pipeline in the ground was previously designated as an
interstate gystem, before these corporate forms were egtablished.

The Commission agrees that it cannot disregard the corporate
form unless to do otherwise would frustrate the statutory
purpose. However, the Commigeion furthere the purpcses of the
RGA through ics implementing regulations, in this case Order No.
636. As we have explained above, the consumer protection goals
of Order No. 636 are frugtrated if companies may so easily avold
its provisions by segmenting interstate transacticne through a
chain of corporate affiliates, Frustration of Order No. £3g5 i,
a priopd, frustration of the statutory purpoge of the MGA. 133/

Kansae Pipeline Company states that when the Commipsion-
ipsued Kaneas Pipeline Partnership itse section 284.221 blanket
certiticate, one of the essential terme of that certificate wasg
that Kansas Pipeline Partnership would be authorized to transport
gas in interstate commerce without jeopardizing ite Hinshaw
atatus or subjecting iteelf top full NGA jurisdickion. 1In
reliance on that assurance, Kansas Pipeline partnership accepted
the certificate and began to transport gas in intergtate commerce
in Part 284 transactiens.

Ranmag Plpeline Company atates that now, contrary to the
terma of that certificate, the November 2 order declares that
kansas Pipeline Partnership's interatate transportation of gas
under Part 284 1s part of a multi-state transaction, grounded in
the interatata grid, which subjects Rangae Pipeline Partnership
to the Commission's NGA jurisdiction as an interstate pipeline.
Kansas Pipeline Company states that, in effect, this ruling
amounted to a revogation of Kansam Pipaline Porinesship’s bilanket
certificace,

Kangas Pipeline Company argues that the Commission has ne
authority under NGA section 7 to modify the terms of an exleting
certificate iasued in a proceeding other than the one which is
before it. 34/ Also, although the Hovember 2 order does not
state that the Commission was acting under NGA section 5, FRansas

131/ See gepexaliy FPC v, Hope Natural Gas Company, 320 U.S. 581,
610 {1944); Order No. 634, II1I FERC Stats. & Regs.,
Regulations Preambles, 1 30,939, at 30,392-99 (1992).

34/ See United States v. Seatrain Lines, Inc., 329 U.5. 424
(1947),

prale
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Pipeline Company contends that the Commission would not have the
authority to change Kansas Pipeline Partnership's existing
certificate under section 5 either.

The argument of Kansas Pipeline Company on this point is not
pustainable, First, we note that our May 31 show causé order in
this proceading stated that the Commiseion was acting under
sections 5, 7 and 16 of the NGA. 35/ Sectlon 16 of the NGA
gtates, in part:

- The Commission shall have power to perform any and all
acts, and to prescribe, issue, make, amend, and
, rules, and regulations as lt may find
necepsary or appropriate to carry out the provieions of
this act. [Emphasis added.] i

The above provisions of the NGA provide the Commigeion with
ample legal authority to enforce the NGh in thia proceeding and,
in particular, to make the determination that the system of
Kaneas Pipeline Company constitutes an intexstate plipeline
requiring NGA gecticn 7 authorization in order to operate.
Claime by Xansas Pipeline Partnership that it relied on its
blanket certificate as a Hinshaw pipeline are unavailing here.
The argument lgnores the fact that the blanket certificate was
{msued in 1589, well before Kansas Plpeline Partnership merged
with Kansas Natural, before Riverside constructed ita
¥ansas/Dklahoma border crossings, and befoxe the entire sydtem
linked up with KanaOk to move gas through three states.

Moreover, even if a case for reliance could be made, the fack
remains that the blanket certificate isgued under § 284.224 only
authorized activities within the prescribed scope of the
certificate. It did not authorize Kansas pPipeline Partnersahip
and its affiliates to operate together as an interstate pipeline
free from NGAR regulation,

G. PRipeline Garhering Affiliates

rehearing, Kansag Plpeline Company reiterates its
argungt that itgis inconsistent for the Commission to expand its
jurisdiction over Kansa#g pipeline Partnership and KaneOk here,
while not regulating rates or servicea of gas gathering
companies, even where Lhey are affiliated with interatate
plpelines. 316/ FKansas Pipeline Company states that, with respect
to gathering, the cornmisgion has recognired that it has no

jurisdiction over gathering because of NGA section 1(b), and so

\ .
315/ XansOk Partnership, sk al., 71 FERC { 61,242, at 61,919
{1995} .
16/ KansOk Partnership, ek al., 73 FERC § 61,160, at 61,483-84
{1995) . .
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it does not seek to regulate rates or services of gas gathering
companles, even when they are connected to, and provide service
in interstate commerce in conjunction with affiliated interstate
plpelinea. 31/ KXansas Pipeline Company axgues that this same
reasoning should apply to Kansae Pipeline Partnership and KansOk,
becausa, while their service is not gathering, they are equally
nonjurisdictional under the NGA because of the express terms of
NGA gactions 1{b) and 1{c) and NGPA gection 601.

Kangap Pipeline Company's argument assumes that the
Commiseion's decision here 18 an expansion of its jurisdiction
over nonjurisdictional facilities, This 1e not correct. The
Commiesion 1s not expanding its jurisdiction here over
nonjurisdictional intrastates and Hinshaws, as Kanpas Pipeline
Company suggests, but rather, is asseyting jurisdiction over a
pipeline that despite its corporate structure, is operating as an
interstate system.

H.  Alrernatives To Federal Jurisdiction

Kansas Plpeline Company argues that the Commigsion srred by
not conmidering alternatives to the immsdiate assertion of
jurisdiction over Kansas Pipeline Company. It states that the
.Commission should have anncuneed its new policies and given the
companies time to restructure theilr operations. For example, if
glven time, KansOk and/or Riverside's Oklahoma facilities could
be sold to an unaffiliaced company to restore Kansas Pipeline
Partnershlp and Riverslde to their status at the time of the 1%8%
orders certificating Riveraide and granting Kansas Pipeline
Partnership its blanket certificate. Ransas Pipeline Company
states that, on rehearing, the Commiesidén should clarify that
those options still exist as a means of avolding NGA jurisdiction
over Kanmas Plpeline Partnership. ’

Our November 2 order addressed the issues ralsed in thie
proceeding. There was no error in failing to consider an
alternative proposed now for the first time by Kansas Pipeline
Company. If Kangas Pipeline Company has a concrete proposal for
restructuring ites eystem, nothing in our orders prevents it trom
putting forth such a propesal. However, we will not delay the
procegoing of thie case on the baple of hypothetical or
gpeculative solutions.

17/ 8ee, e.g. Arkla Gathering Services Co., 67 FERC Y 61,257
(1994}, reh'g 69 FERC { 61,280 (1994}, reli'g denied, 70
FERC ¥ 61,075 (1995); NorAm Gas Transmipsion Co., 70 FERC
1 61,018 (1995); Williams Natural Gas Co., 71 FERC { 61,115
§1995}; Panhandle Bastern Pipe Line., 71 FERC % 61,201
1995]) .

o ||f“ .
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I. ECC!s Request Por Rehearing, Clarificaticn And
Technical Conference

In ite regueat for rehearing, the XCC states that it haas
requlated Kanpas Pipeline Partnership since 198%. It notes that
what is now Kansas Plpeline Partnership began as two intrastate
pipelines -- Kanpas Pipeline Partnership and Kansas Natural
Partnership. 38/ The KCC states that it approved the merger of
these companies after due conpideration and based ¢o the record
and appiication in the mexger ‘case. The KCC gtates that it has
algo regulated Kansae Pipeline Partnership's rates, consistent
with applicable ptate statutes. It states that in ite
substantive orders regulating Ransas Pipeline Partnership, it has
voncluded that competition in the natural gae market is deairable
and will ultimately lead vo more benafits for ratepayers. The
KCC also notes that Kansas Plpeline Partnership's current rates
are based on the straight fixed varlable rate design.

The KCC states that under NGA section 1, the XCC has the
authority te regulate Kansas Pipeline as an intrastate pipeline,
The KCC ptates that it ie uniguely situated to assess the
pipelines in Kansas and to eet pollicy for the henefit of
ratepayers therein, and has a strong history of doing so. The
KCC states that the Commissicn's Novermber 2 order ralges serious
quepstiong of state/federal jurisdicticon. . The KCC asks that the
Commiesion convene a technical conference to afford the KCC the
cppertunity te purgue further the impact of the Kovember 2 order.
In additicn, the ECC requests clarification with respect ko the
impact that the November 2 order will have on other pipelines
regulated by the RCC. .

The Commission clarifies that itg November 2 order should
not affect other pipelines regulated by the KCC, since the order
applies only to Kansas Plpeline Company's system. As to the
KCC's request for rehearing, the Commisslon recognizes that the
KCC has regulated Kansas Pipeline Partnership for the past eleven
years, and that the Novembar 2 order will shift thac regulation
from the atate to the federal level. However, glven the facts
and circumstances surrounding thls cage, tha Commigsion believes
that Xangas Pipeline Partnership should be regulated at the
federal level, since, as discusged herein, it is part of an
interstate system. Accordingly, the KCC's request for rehearing
of the November 2 arder is denied. As to rthe reguest for a
technical conference, technical conferences were held in this
case, ap dlacussed below.

N

/ FKansas Matural Partnership was the succedsor to Phenix
Transmisslion Company.

ety
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IIX. Proposal
A.  Proposged Corporate Strugkure

Under protest, Kansas Pipeline Company proposes to operate
the Riverside/Ransas Pipeline Partnership/KansCk system ag an
interstate pipeline. The proposal ls that Kanmas Pipeline
Company would be formed as.-a partnarship to hold the instant
certificate and operate the pipeline systems on a consclidated
basls under a single tariff. The partners of Kangas Pipelina
Company would be Syenergy Pipeline Company, L.P. (Syenergy) and
Bighop Pipeline Company, which would own 99.901 percent and
0.09%, respectively. S&yenergy's paviners are now Bilshop Plpeline
Company and Bishop Gas Transmlsslon Company. 13/ Kansas Pipeline
Company would acquire 95.999% percent of the partnership intereste
of Kansas Pipeline Partnerahlp and KangOk and 99.9995 percent of
Riverside., BRishop Pipeline Company would own the remaining
intereate. However, the plpeline asgets themselves would
continue to be held by Riverside, Kaneas Plpeline Partnership and
¥KaneDk, until the jurledictional ipsues involved in this case are
no longer subject to judicial review.

B.  Propoged Services

Specifically, Kansas Pipeline Company proposes that: (i} all
salee and transportation mervices currently provided by Kansas
Pipeline Partnership and KanaeOk subject to state jurisdiction be
abandoned; (2) all transportation contracte currently held by
Kaneas Pipeline Partnership, Riverside, and KanasOk be assigned to
Kanpas Pipeline Company; (3} all gas supply contracts held by
Kansas Pipeline Partnership and KansCk be assigned to Kanpag
Pipeline Company or terminated; 40/ {4} all pipeline and related
facilitcies currently held by Kansas Pipeline Partnexship,
Riverside, and KaneOk be acquired by Kansas Pipeline Company; and
{5) Kansas Pipeline Company be authorized te commence unbupdled
service to replace the pervice previously provided by Rangas
Pipeline Partnership, KanaOk, and Riveraide, all in accordance
wicth Kansag Pipeline Company's proposed tariff and Orxder No, 636.

No new construction is proposed herein., Kansas Pipeline
Company propoaes that Kaneas Pipeline Partnership's existing
sales services be unbundled in compliance with Order No. 636.
Kansae Plpeline Company proposes to offer an eguivalent level of
trangportation capacity to such cuatomera. Kansag Pipeline
Company proposees that small gustomers be allowed to aelect to

319/ See the applicant's letter dated September 17, 1997.
iﬂ/ Riveraide states that only those gas supply acrangementa

needed to pupport a small customer sales service would be
retalned.

prnt
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continue to purchase gas at a cbet-based rate for a one-year
period under proposed Rate Schedule SCS. Kansas Pipeline Company
alsc propodes to offer firm and interruptible sales on an
unbundled basis at negotiated rates under proposed Rate Schedule

PS, with transportation provided under proposed Rate Schedule IT,’

except Lo the extent the shipper holdse exlsting capacity under
proposed Rate Schedule FT. Kansas Pipeline Company states that
firm capacity is fully subscribed by existing customers. Kansas
Pipeline Company requests that ite proposal become effective
within 60 days of the Commission's order herein.

Kappag Pipeline Company etates that Kansas Plpeline
Partnership will file an application to abandon all services and
facilicies subject to KCC jurisdiction prior to the effective
date of our jurisdiction, in compliance with the requirements of
Kansas law. 41/

€. Requenated Authorizations

Kaneas Pipeline Company requests: (1} a blanket certificate
authorizing unbundled firm and interruptible sales ‘service
pursuant to Part 284, Subpart J of the Commiseion's regulations;
and (2} a blanket certificate authorizing certaln construction
and cperation of facilities, pales arrangements, certificate
amendments, and abandonments pursuant to Part 157, Subpart F of
the Commisslon's requlations. -

D, 1Exnnnﬂﬁd_IzaaLman:_nl_sxiazing,mxanﬂnk_Lgang

There currently eximts a long-term capacity lease between
KansOk and Transok, Ine. (Transok), that operates in the State of
Oklahoma, whereby KansOk's existing customers can use capacity on
Trangok as if it were an extension of KansOk's gystem, 42/

Kaneas Pipeline Company proposes .to retain the Transok Lease for
uge ag an extension of its pipeline system if to do so will not

41/ HXansas Pipeline Company statem that it needs to seek

 abandonment authority from Xansas for facilities operated by
Kansas Pipeline Partnership. Nevertheless, the Commission's
show caupe order found that the subject facilities were
functioning as a single interstate pipeline and directed
that an application for the certificate authority to operate
the system be filed.

~

See KaneOk/Transok Leage, dated April 24, 1992, including
all exhibite and amendments. This lease was filed in Docket
No, PR54-3-000 on a confidential basis purpuant to

§ 388,112,

B
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subject Transok to NGA Jurisdiction. 431/ Kansas Pipeline Company
proposes that all shippers transporting gas under Rate Schedules
FT, SCT, and IT be able to utilize capacity righta to be held by
Kanaas Pipeline Company, subject to the terms and conditiona of
the lease. Kansas Pipeline Company proposes that firm customers
have priority in the use of leased capacity, as set forth in the
proposed General Terms and Conditions of Kansas Pipeline
Company's FERC Gas Taxiff, Exhiblc P.

Kansas Pipeline Company proposes that, in the event the
Commission does riot authorize it to hold leased capacity on
Transok, or determines that it may not hold such capacity without
subjecting Transok to the Commission’e NGA jurisdiction, all
rights and obligations under the Transck Lease be assigned to the

following customers and in the followlng quantities:
. d

A Coy
Western Resources 45.107 MMBtu/day
Missourl Gase Energy 43,893 MMBtu/day

In that event, Kansaw Pilpeline Company statea that HWestern
Reasourcesa and MGE would be bound by the terms of the Transock
Lease, and XansCk would be released from all existing
obligatlons. If Weatern Rescurces and MGE refuse to accept
aspignment of the Transck Lease, Kansas Pipeline Company proposes
that the costs of the leame or a buy out thereof be recoverable
as a transition cost through direct bllling to Western Resources
and MGE,

E. Propaosed Rates

Kansas Pipeline Company states that its proposed rates are
baged on a straight fixed-variable (SFV} rate design methodology
and a cost ‘of service reflecting the combined facilities of
Riverside, Kansas Pipeline Partnership, and RKansOk., Kaneas
Pipeline Company states that no mitigation measures are reguired
8ince SFV rates were in effect on each of the pipelines prior to
this proceeding. Kansas Pipeline Company states that expenses
are based on the 12 months.ended September 30, 1995, adjusted for
known and measurable changes, and that costs have been allocated
to customera using billing determinants which assume a
continuation of customers' existing firm contractual commitments.

43/ Previously, the lease arrangement did not subject Transok,
an intrastate pipeline in Oklahoma, to NGA jurladiction
becauge KaneOk was classified as an Oklahoma intrastate.
However, since KansCk ise now part of an interstate symtem,
there 18 concern as to whether the lease arrangement will
subject Traneck to NGA jurisdiction.
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Kansas Pipeline Company proposes zone rates which, it
states, generally reflect the rate and contract pervice structure
of its entities that existed prior to the November 2 Order. The
propoaed transportation rates for flrm (PT), interruptible (IT}
and small customer {SCT) transportation service {exclusive of

fuel, surcharges, and lost and unaccounted for gas} are pet forth
below:

Zone 1 Zone 2 Zone_3

FT Reservation $6.5817  $10.5405 $9,1499
FT Commodity  $0,0080  §0.0050  $0.0050
T $0.2247  $0.3515  $0.3058
scr $0.5542  $0.8714  $0.7571

The proposed rated for each zone are additive; ehippers
traveraing all three zones would pay the sum of  the rates stated
for Zones 1, 2, and 3. Alternatively, if Xansas Pipeline Company

does retain the existing leased capacity on Transck, it proposes
the following rates:

Zane 1 Zgnﬂqz Zone 3

FT Regervation $5.5315 §10.5405 $9.1439
¥FT Commodity $0.0080 $0.0050 $0.0050
IT $0.1869 $p.3515 §0.3058
SCT $0.4597 $0.8714 . $0.7571

Kanaas Pilpeline Company also proposes procedures to recover,
as transitien coste, all costs associated with complying with
Order Ho. €36 and the Commission's November 2 Order. These costs
include:. {1} unrecovered purchased gas costs attributable to
Kangas Pipeline Partnership's existing merchant functionm; (2)
direct-bill costs ‘previously authorized by the XcC; (3) expenses
agsoeiated with reorganizing and consolidating the companles into
a single entity; (4) costs of upgrading exietlng facilities to
comply with Department of Transportation regulations applicable
to interatate plpelines; (5) increased costs under the companies!
debt instruments related to the change in regulatory status; (6]
costs of reorganlzing intoc a corporate form, if needed to
maintain the tax allowances currently in rates; (7} buy out, buy
down, contract reformation coste, and/or lost profits
attributable to terminating Kansae Pipeline partnership's
marchant function; and {8) costs attribukable to asalgning or
termipating XansOkx's lease with Transok, Inc., 1f required.
Kansag Pipeline Company proposes to make limited NCA § 4 f£llings
to recover these costs.

N
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F. Proposed Taypl £f

Kansas Pipeline Company'es f£iling includes a proposed FERC
Gas Tariff, 44/ which Kaneas Pipeline Cowmpany states is based on
Paphandle Bastern Pipeline Company's (Panhandle) current tariff.
Kansas FPipeline Company indicates that it has made geveral
changes to reflect the differences between Panhandle's system and
ite own. Purpertedly, these changes axre mads to reflect the fact
that Panhandle has storage, whereas Kaneas Pipeline Company would
not, and that Panhandle has entered Into various settlements with
its customers. These changes include:

{i) removal o! all stprage-related rate schedules:

{2} reducing the daily balancing tolerance from 10 percent
to 5 percent to recognize that Kansas Plpeline Company
would have less system operating flexibiliry withput
storage; 45/ ! '

(3} increasing penalties from a sliding scale of $5, $10,

and §15 in its own existing tariff, and $10 in

Panhandle's tarlff, to a stralght $25 per dth for

wiolation of operational orders during extreme

conditions in oxder to deter non-compliance; 4&/

adding provisions relating to use of the Transok leass;

removing provisions regarding the recovery of
settlement tramsition cost surcharges, Canadian

Reseolution Surcharges, and other settlement-related

surcharges; and

{8) adding sales rate schedules in ite pro forma tariff, in
the event customers opt to purchase gas from Xansas
Pipeline Company.

IV, Interventions, Protests and Technical Conferencea

—
wm s
—

Motice of Kansas Pipeline Company's application was
published in the Fedaral Register on Pebruary 9, 1996 (61 Fed.

44/ The tariff included in the proposal was filed under the name
of Riverside Pipeline Company. The applicant indicates that
it intends Lo refile the tariff under the name of Kansas
Pipeline Company, consistent with its February 18, 1957
pleading wherein it requested that the certificate be issued
to Kansaa Pipeline Company. See n. 1.

45/ XKXansas Plpeline Company states that the Commission has
approved 5 percent dally balancing tolerances even for
pipelines with storage capability. See, e.g., Williams
Natural Gas Co., 73 FERC 61,023 at 61,048 (1995},

46/ See Texas Eastern Tranemission Corp., 63 FERC { 61,100 at
61,489 (1993); ANR Pipeline Co., 64 FERC § 61,140 akt £2,072
{1993).

gt
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380y, Timely wmotlons to lntervene were filed by the EOC,
asouri Public Sexvice Commlieefon {Misgourl P30 ; wWilliams;
fastern Resqureea; EN Intsratates ¢as Transmisaion Co.; Noxam

ransmiseion Company; Coloxado Interstate 2ag Compady; Buron .

A1 & Tyade Reg. Corp.: Pachandle; Tracsck; United Citiee Gas
any; and Raktural Gag Clearinghouse. 477 Late motions to
rvene were filed by Midwest Gas lfaers’ Agsociation and the
aens’ Urilicy Ratepayer Board (CURBY . Hangsg Pipaline
any and the KOU oppose CURB'as late intervention. The late
exventione will not delay or disrupt the procsedings, nor
rjudice any party. Therefore, for good cause ghown, the late
atventions are granted.

Protestre were filed by the KCC, the Missourl PSC, Willilams,
eptern Resvurces, MIE, and CURB. 48/ Io addiclon, the KCO
equedted a technical conference and the applicant requegked a
aublic conferensa., A publie confersnce was held om June 25,

1886, for the purpose of discussing the protested issues,

The ECC protesta varions provisions of the proposed taritf,
rates, and transition costa. Spacifically, the RUD prokesta the
absenge of an IT creditimy machanlswm, the lack of specificity
regarding certain aurcharges, excessive undefined overtun
charges, provisions regarding automstic conversion ta ¥, daily
imbalances, no credit for natural gas itguids, exit fee
cranaivion coskte, Eormer buyer's obligatiosn for unmrecoversd
purchaged das cogts, stranded transportation costs, and tha lack
of rate nsutrallity resuliing from the proposed rate zores.

The Mispouri PSC states that 40 percent of the propoged cost
of gervice is questicpable. Specilically, the Mimsouri BSC
protesta the proposst tncivglon in the post of service of the
market entry costs, acquisition premium costs, and other nost

43/ ‘Timely, wopposed motions wo iatesvens axe granted by
cperation of Rule 214 of the Commission's flules of Practice
and Provedurs.

42/ Alse, two homsowners, Willdam H. Maclaughlin, Jv., -and
rarricia L. and Guopard L. MNelson, -filed lake letrers af
profest regerding the applicanc’ae comstryotion of facilities
across thelr properties onder NGBA pection 311, These
protests were ingorrectly filed In Dockeb No. {PY96-152-000.
Since the vonstrddilon thede homeswners provest is in Dochat
fie., (P96-746-000, thelirn grabaata should have been filed in
chat progesding. Accordingly, these proteats axe noab
addressed hersin, In addition, Indlcated Land Owners filed
a iate intervention, wihich it subweguently withdrew,
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components. 49/ The Mimscuri pSC protests certalyn depreciation
and amostization expengen, regulatory commission expeosss, debt
expengen, prior loan fzas, the proposed rate of return on egquity,
ievelized intersent provislons, and other cost vomponents., ‘The
Missourl VBT proteste the applicant'm proposed transition &owts.
The Miseouri BST states that most of the iteme the applicant
proposes to inciude in its cransiticn costa are not eligible for
auch inclusicn, The Mimsouri PSC protests the applicant's
propaped date Eoy cammencing tollstticon of carrvying charges on
ira rrangicion posts, and also the propoeal that transition codts
be collscted only from the FT custamers. It also protests the
proposal regaxding the Transok lgase, the propesed allocation of
capte to the vate schadales, the propesed contract demand
devarminants, and other maktters.

Williame“protents: {1} the proposal vo direct bill tha
loca) fistrivution companies, MER and Weslexn Resovrces, for
market entry and ather alwmiliar “costes*; and (2] the requegt Lo
include marker antyy and other coste in the rate base. Hilllams
states that a level competitive playing Eield will not exlst if
¥ansas Pipeline Company ls gllowed to cross-subsidize its service
offaxings in thie fashion.

The applicant’s largest customer, Western Resources, & lgcal
digtributian company in Kansas that utilizes the appllecapt's
eystem for firm transportation services, protesis that the
applicant's preposed pro farma bariff: {1} is nob consistent
with establisted regulatory policies, and, ag such, is tantambont
ko & new rate case; (2} attempte to recover autaids gervices
copts B Bn O&M expense; {31 attempta to recover market entry
cogte that ware Algalleowsd by the Kangas Courte; (4] attempts to
ineluda depreciation expéngee related Lo market entry ang nhet
dabt expengs and to write down depreciation sxpsnses for
regqulabary commigrion expenses in one year; I5) attempte to
recovar certain vnepecified transition coste throegh 8 surcharge
that 1g inconsisbent with Order Ho., £36; {8} attempts te dicect
211} Kanesas Plpeline Partnership’s customere Ths hohtal
unrecovered amountg remaining in Xansap Pipeline Partnership's
Unrecovered Purchnawed Gas Aoeoount; {7} aibbempte ta coilect rates
wherh the reservation charges ave up te 20 persent more than ths
applicant's current rates at the phtate level; and {8) attampis L2
degrade Wegtern Resgpurces' service with cnerous gengral Lavws and
conditions in ite pre foswe baviff.

4%f The HMissouri P3¢ also pyoteste the inchusion of rcoste for
the developmant of facllitles pursvant ro HGRA section 311
in Docket No, CE%E-746-DDH, Howsver, ihis pertion of the
protest ir moot, sinve the contracte wnderlylng the NGPA
segticn 311 pyolact were gold to another company and the
applicant is no longer seexing to comatruact bhase
fagllicies,
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Further, Western Resourcas states that: (1) the applicant
should be prohibited by FERC from entering into new long term gas
purchaee contracts pending the issuance of ita FERC certifitate;
{2} the applicant should be required to demonstrate s reasonable
level of interruptible volumes in its £filing or provide IT
revenue crediting to ite firm customere; (3} the Conwission
should review dlecounts for IT service provided by the applicant
to its marketing affiliates, MarGaaCo and Mid-Kansas Partnership;
{4) the Commission should review the applicant's provislon of IT
gervice to non-affiliates; {5} the Commisslon should ser the
appropriate rates for Kanalk in Docket Mo. PR9®4-3-000 and require
refunds to be pald; and (6) the Commission should rejeact the
"settlement” which the applicant did not fille, but submitted to
the Comnigeion for informational purpeses only.

CURB states that the applicant ghould be required to provide
suppert apd jugtification for the propased direct billse to the
local distribution companies. CURB notes that state court review
of certain prlor KCC decislons regarding Kanpas Plpeline
Partnership's state rates may form the basis for further review
of certain costs previously approved. Thus, CURB argues that
FERC should not adtomatically accept as prudently incurred all of
the costs proposed for inclusion in the cost of service.

Technical Cmferences were held in this proceeding on
June 25 and November 19, 1996 and February 6-7, 18397, DMuring the
last confersnce, the Commission staff requested that the
applicant file certain documents and data pertaining to ite
proposal. Included was a request that Kansas Pipeline Company to
supplement its application with a new set of pra fprma tariff
sheets that were to include the changes and corrections requested
by Staff and the other parties, On February 18, 1937, Kansasg
pPipeline Company filed, aleng with other requested data, a new
complete pro forma tariff which lacludea, in general, the
requested changes. While thie revised tariff resolves many ot
tha concerna voiced by the parties and Staff, certain additional
modifications to the tarift are required, as discussed below.

V. Ddacussian

Upon review, the Commission finds that Kansas Pipeline
Company's application, aes supplemented, ig generally in
compliance with the requirements of the Commission'e November 2
erder, Consistent with-the findings and-determinations of that
order, the Commission finds that the public convenlence and
necessity require that Kansae Pipeline Company be operated as an
interstate pipeline. MAccordingly, the Commission 1p igsuing the
requeated section 7{o) certificate and blanket certificate to
authorize the interstate operation of the pipeline, and accepting
the proposed tariff, aps modified below.

.t

(¢£30 €1) €T-1LIN

Docket No. CP96-152-000, gt al. -~ 26 -

¥ith respect to the proposed initial rates, the Commission
finds that the proposed rate deaign and underlying billing
determinante are approprlate and in the publie interast.
However, the Commippion finds that varlous elements of the
proposed $100,647,042 rate hage and $36,708,842 cost of service
are not consistent with the Commission's regulations and
otherwlse not in the public interest. These cost components
include the propeeed acquisition premium, market entry costs,
project development ceoste, and related cost components,
Accordingly, the Commission i# removing those cost components
from the cost of service and recalculating the initial rates,
With the removal of these coste, the resulting rate base which
the Commiselon is approving is $39,011,785% and the resulting cost
of service ig $21,817,483. The Commigsion has recalculated the
initial rates, based on these figurea.

A. PRate Bagk and Cost_of Service ; .
(1} Race Base Rdjustmepta
1. Ansmiair.inn_ﬂneminm

Fansas Pipeline Company propeoses to include in ite rate bage
an acquisition premium of $13,347,716 and an assoclated
depreciation expense in its cost of service of $323,2684. The
acquisition premium relates to amounts paid in excess of bock
value for various assecs acquired and subseqguently consolidatea
under several partnerships and management. The sale and resale
of co-owned asgets are convoluted and intertwined, and reflect
significant affiliate involvement. 50/

In general, the Commieslon requirea a utility to record the
original ceost of plant purchased for utility operations, along
with the utility's accuwulated depreciation. This ig referred to

50/ The acqulsitlion of assets took place over approximately
1 ¥ years., The adjustment results from the purchase on
Qctober 11, 198%, of Phenix Transmission Company (Phenix) by
Bighop Pipeline Company (Bishop}. Subseguently, on June 22,
199¢, Bishop sold one-half of its interest in the former
Phenix to OKM Gas Pipeline, L.P, (CKM). Bilshop asmigned the
other half of its interest in Phenix to Kansas Natural, Inc.
Kansas Natural Inc, -and ORM-merged and formed Kaneas Natural
Partnership. On October 28, 1991, Kansas Natural, Inc.'s
interest in Kansas Natural Pipeline was acquired by Bishop
through a merger. OKM's interest in Kansas Natural Pipeline
wag acquired by Bighop and then transferred to Syanargy
Pipeline Company, L.P. on October 30, 1921. Subsequently,
Kansas Plpeline Company has had other mergers and
consclidations equally complicated wich affiliate interestc
leading to the current oxganizational setup.

f P pra
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a8 the original codt concept. 1/ The Commiseion requires any
excess pald for facilitles above their depreciated original cost
to be recorded in Account 114, Gas Plant Acquisltion Adjustments.
Generally, amounts recorded in Account 114 are amortized below
the line and both the amount recorded in Account 114 and the
related amortization are excluded from rates. The Commission
has, with limited exception, considered amounts in excess of the
net book value to be an acquisition premium that should be
absorbed by the shareholders. The original cost policy is an old
and accepted concept of public utilicy regulation. 52/ The
Commiseion has allowed exceptions to this rule but, only when the
purchaser has demonstrated specific dollar benefits resulting
directly from the pale. 531/ However, the benefits must be
tangible, non-speculative, and guantifiable in monetary terms.
The burden of proof for a utility seeking to demonstrate specific
dollar amounts 1s heavy. 54/ .

Kansas Pipeline Company has provided no auch demonstration.
Inatead, Kansas Pipeline Company relies upon the KCC'e decision
to allow the incluglon of these-costs 1n the state regulated
rates. Additionally, when asked in the technical conference to
supply the basis of the acquieition premium, Kansas Pipeline
Company merely provided itep current records demonstrating the
amount of the pramium on its current bocke. Therefore, the
record before ue contains no evidence or showing of benelit to
ratepayers, nor does it include the factse of the purchases,

The only evidence of the acquisition premium before the
Commission is the KCC's order issued March 17, 1895, The order
presents a basic discussion of the issues and the KCC's decision
to allow the premium in rates. The KCC found the acquiseition

51/ See United Gaa Plpeline Company, 25 FPC at 26 (1961}.
52/ See Horthern Natural Gas Company, 33 FERC Y 61,030 {1985).

83/ See Mid Louislana Gaa Co., 7 FERC Y 61,316 at 61,282 (197%9),
' , 8 FERC ¥ 61,227 {1979}.

54/ See Arkla Energy Resources, 61 FERC § 61,004 {1992); xeh'g
denied 68 FERC 61,331 (1994); gsee alsq Baltimore Gas and
Electric Co. {BGE} and Potomac Electric Power Company
{PEPCQ), 44 FPC at 1601 {1970}. - There, BG&E purchased a
line £rom PEPCO in order to serve BG&E's existing customers
better. BGKE demonstrated that it could not purchase a
right of way other than PEPCO's and it was lese expensive to
buy an existing line te serve ite present customerxa'’
contract demand requirements than it would have been to loop
or build anew. The Commission allowed the premium inclusion
in rates in light of extenuating circumstances where the
utility showed calculated pavinge and benefitas,

[T
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premium to be 40 percent greater than the book wvalue of the
acquired aseets. Also, the KCC found Kansas Pipeline
Partnership's assessment of any ratepayer benefit overstated.

The KCC sBtated it did not find evidence of tangible benefit to
the ratepayer. Rather, the KCC stated it found Kansas Pipelins
Partnership's evidence of ratepayer benefit to be based upon
faulty assumptions. Nevertheless, the KCC allowed the
acquisition premium in Kansas Pipeline Partnership's rates due to
what 1t described as other intangible competition benefits. The
KCC determined that certain competitive benefits were present and
that such intangible benefits were good for the state of Kansas
ag a whole., The KCC made no determination as to the calculated
benetits for existing customers.

In contrast, the Commission has not previocusly recognized
intangible beriefits as a basis for rate recovery of acquisition
premiuma. Moreover, some or all of the acquisition premium may
have resulted from transactions with affiliates. We see no
justification for including in pipeline rates an acquieition
premium paid to affiliates.

In gum: {1} the applicant has not met its burden to phow
calculated benefits of the acquisition premium; (2) the applicant
has not supplied the actual historical basils for the acquisition
premium; and (3} there was affiliate involvement in some of the
acquipitions. Accordingly, the Commission is disallowing the
acquisition premium and the assoclated depreciation expense in
the rate base and cost of service, in the absence of extenuating
circumstances puch as those in the cases cited supra.

2, Market Entry Costs

Kangas Pipeline Company proposes to include in itg rate base
$22,666,477 for what it refers to as market entry costs. It also
proposes to include in its cost of service $572,774 for a related
amortization expense. Kanesag Pipeline Company states that the
proposed market entry cost consists of two parts. First,
$10,538,778 represente "coste" incurred by the applicant's
corporate predecessors between 1985 and 1990. Largely these
"costa" repregent amounts which the corporate predecessors
anticipated they would earn, but didn't. The remaining
$12,147,699 of the market entry costs represents the cumulative
difference in the rate of return the KCC previously allowed
Kansas Pipeline Partnership to recover on these market entry
cosnte and the rate of return proposed hereln by Kansas Pipeline
Company .

The applicant states that the KCC in an order issued March
17, 1995, approved the rate base inclusion of the $10,538,778 am
part of a settlement. (Thils order was subsequently overturned aa
a result of a state court remand and a ECC order in response to
that remand.} The eettlement provided that one of the corporate
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predecesgors would refrain from bypassing local distribution
companies (LDCe). The applicant states that the purpose of the
pettlement was to. further the KCC's goal of bringing pipeline-to-
pipeline competition into Kansas, while also preventing
competition between the pipelines and LDCs. The applicant argues
that, because the KCC approved the $10,538,778 as part of a
gettlement, the Commiseion here should not only approve the
516,536,778 cost, but algo the $12,147,699 markup on thepe costs.

The Commission is disallowing the incluslon of these coats
in the rate base. On May 14, 1996, the KCC's orxder approving
these coste was vacated and remanded by the Kansae courte. 55/
on December 30, 1996, the KCC issued an order addressing the
court's concerns. 56/ That order found the costs not eligible
for inclusion in Kansas Pipeline Partnership's ratea. As such,
Kansas Pipeline Partnership was required to remove.the market
entry costs from the KCC approved rates and make refunda of all
previously collected market entry costs. The KCC's order on
remand was upheld in all rempects by the Kaneas Court of Appeals
in a decimsion issued on June 20, 19%7. 57/ Additionally, with
regpect to the $12,147,699, the applicant was not required to
reduce its proposed rate of return in this proceeding, but rather
proposed to do Bo. Moreover, the applicant has not explained ox
provided justificaclon for why an increased rate of return {over
that approved by the KCC} is required here.

Algo, citing High_Islapd Offshore Syarem (HICS) and Iroquois
Gan_Tranamiselon System {Iroquoln) ae precedent, the.applicant
argues that the market entry costs should be approved because the
Commigsion has previcusly approved rates reflecting deferred
coats. 58/ The Commission is not persuaded that these cases
gerve as precedent, mince the issues involved are disaimilar. 1In
HIOS, the Commisslon allowed HIOS to bill for capacity in service
but not yet useful. HIOS was under construction and the capacity
wag under contract and would become useful as soon ae the new

55/ See Williams Natural Gas Company v. KCC, 22 Kan. App. 2d
326, 916 P.2d 52 {1996).

5§/ See KCC's Motion to Lodge the KCC Order on Remand in KCC
Docket No. 190,362-U (issued December 30, 1996), filled
January 8, 1997 in Docket No. RP95-212-003.

57/ See XCC's Motion to Lodge the Decision of the Court of
Appeals of the .State of RKansas, in Kaneas Pipeline
Partnership v. KCC, No. 78,523 (issued June 20, 1997}, filed
June 26, 1997 in Docket No. CP96-152-000.

High Island Offshore System, 1 FBRC { 61,209 (1977);
Iroguols Gas Transmiesion System, 54 FERC ] 61,285 (1991).
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facilities came online. 1In Iroquola, the Commission placed
Iroquois at risk for recovery of construction coetes. Unlike the
instant case, Iroquole was recovering conetruction-related costs
associated with placing facllities in service. Here, the
proposed market entry coste do not relate to the placement -of
facilicies In service. Rather, as stated, they represent amounts
the precedent corporate entities hoped to recover but did not.
Further, uniike HIQS and Iroguols, the ratepayera will not derive
a future benefit from these costa, Accordingly, the Commiesion
finds no basis for the inclusion of the market entry costs in the
rate base. Therefore, these costs should hbe removed from the
rate bage, and the aseoclated $572,747 in related amortization
expense ghould be removed from the cost of service,

3.  Project Development Costs

[ 23

Kansas Pipeline Company proposes to ihclude in its rath base
56,053,272 for project development costs and in ite cost of
service $203,472 for related amortization expense for ita
Linchpin project -- which it no longer proposes to construct.
These costs were incurred in 1932 and did not result in any new
facllitiens or any increase in service levels. Xansas Pipeline
Company states that it did increase some contract demand levels
for Weatern Resources and, although the Linchpin facilities were
not a part of those new services, some of the costs were related.
¥ansas Pipeline Company argues that these costse should be
included in the rate base and cost of service because tiie KCC
approved these costs in a prior state proceeding.

The Commlesion is disallowing the inclusion of these costs
in the rate base and cost of service. These costs conslst of
expenses auch as labor, legal, regulatory, and engineering
analysis for the Linchpin project, which was never certificated
or constructed. According to the KCC order, these costs were
incurred in a long and fruitless attempt to expand business with
Hegtern Resources. Further, thagae soets werse dipalinwed in a ’
subsequent KCC order. 59/ Moreover, the applicant sold whatever
project rights it had to KN Energy, Inc.

In any event, the applicant has not justified why these
costa should be rolled into juriedictional rates. The Commission
has not previously allowed recovery of these types of costs inm
jurisdictional rates on a deferred basis. 0/ HAccordingly, thea
Commisslon is removing these coste -and the related amortization
expense from the rate hase and cost of service.

59/ Ses KCC's Motion to Lodge the KCC's Order in its Docket No.
97-KPPG-460-TAR (issued May &5, 1997), filed May 9, 1997 in
Docket No. CPS6-152-000.

£0/ See FKoch Gateway Pipelins Company, 66 FERC 61,279 (1994).

1 pru'
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4.

The Commission notes that Kansas Pipeline Company flled its-

application more than a.year ago, in January 1996. Therefore,

the figures included in the application for plant in service and

accumulated regerve are no-longer up to date. Ransas Plpeline

Company's September 1996 plant records show an actual Account No.

101 balance of $68,541,159 or $926,905 less than that projected
in its application and an actual accumulated reserve for
depreciation balance of $20,597,493, as opposed Lo the filed
balance of $17,900,682. The use of these September 1996 figures
results in a net plant adjustment of $3,623,716.

S.  Nat Debt Fxpense

Kansas Pipeline Company proposes to include in its rate base

$7,084,806 for debt expense and in ite cost of service $508,586
for depreciation and amortization expense related to the debt
expense. TKansas Pipeline Company atates that it refinanced its
debt, and as a result it had some expenses.

While the Commission agrees that: some of these expenses
should be reflected in the rates, the manner in which the
applicant propoees to include them 1p not consilstent with the
Commission's regulations, Specifically, section 154.312(f) of
the regulatlons providea that such debb expenses should he
included in the calculation of the interest component of the
capitalization. Therefore, the Commigsion is denying Kansas
Pipeline Company's propopal to include the §7,084,806 interest
and $508,586 amortization expenses in the rate bage, Inatead,
the Commission is authorizing Kansae Plpeline Company to revise
the interest component of lts capitalization to include an
apporticned amount of these expenses. The Commission will allow
only the apportioned debt expenses assgciated with the amount of
debt provided for in rate base. That would be 21.5 percent
expenses supported in a response, filed November 1, 199§, to
Question No. 27 of staff's data reguest. Accordingly, the
Commission has recalculated the interest rate component to
include these expenses and determined that the new interest
component would be 9.97 percent, as opposed to the 9.64 percent
reflected in the application. .

6. Deferred Income Taxes

Since Kansas Pipeline Company is a partnership, it is not a
separate taxable entity and does not pay income taxea., However,
Kansas Pipeline Company proposes to be treated for rate purposes
as a corporation and, “as such, proposes to include an income tax
allowance in the coat of service computed, conslstent with the
Commission'e rules on tax nornmalization, The Commission allows
partnership pipelines who are fully owned by corporations that

E:Pay income taxes to include a corporate income tax allowance in
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the cost of service. £1/ By deing so, the corporate partners are
able to earn the Commission's approved return on investment. £2/
However, 1f the partnership's cost of service includes income
taxes, the partnership muet also establish deferred lncome taxes,
to the extent normallzed income taxes are collected in rates. g3/

Kangas Pilpeline Company proposes to reduce its rate base by
an accumilated deferred income tax balance of $375,755, In
response to a data requeat, Kangas Pipeline Company stated that
iv caleulated thls amount by aubtracting from its book deferred
income tax balance of $9,215,025 a total of $8,839,270 for prior
years net operating losses from ite corporate predecessorg. The
applicant contends that an allocated share of parent accumulated
net operating losses should be used to offset its accumulated
deferred tax balance. The applicant argues that these losges
should be used as an offset here becaupe the consolidated
corporate taxes never got the benefit of Kansas Pipeline
Partnership's accelerated depreciation, and therefore did not
have the benefit of any interest free money from taxes collected.

The Commission 1s not persuaded by this argument. Kansas
Pipeline Company must employ Commispion rules for normalization
and reflect in rates the deferred taxes assoclated with the
normalized tax allowance provided for in rates. ‘The applicant
does not state whether or not the net operating losses arose from
jurisdictional bueiness. WMoreover, when asked for tax returns,
the applicant did not respond. In sum, the record before us
lacks evidence to substantiate the net operating loss offset to
accumulated deferred income taxes., Thus, the approved rate base
reflects a reduction of $§9,215,025 for accumulated deferred
income tax, as opposed to $375,755.

{2) oOperation and Maintenance Expense Adjustments

The Commiselon has reviewed Kansas Pipeline Company's
operation and maintenance expenses and finda the overall level of
actual costs for the period ending December 31, 1996 is $807,770
legs than the amount projected in the application. This °
represents a 6.5 percent difference. The Commission finde that
thie difference does not rise to the level of requiring an
adjustment at this time.

81/ The corporatiocns that are the ultimate partners subject to
corporate income taxes are Bishop Pipeline Company and
Bishop Gas Transmission Company, both Kansas Corporationa.

62/ 8Ses Lakehead Pipe Line Company, L.P., Opinien No. 397, 71
FERC | 61,338 {1995). -

63/ See High Ieland Offshore System (HIOS), 55 FPC at 2687
{1976) .
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Kanpas Pipeline Company proposes to ioclude $1,319,6%9 in
Account No. 858 for costs assoclated with the Transok lease. hs
stated above, the Commission is requiring the applicant te
unbundle thie capacity. Therefore, the applicant ig inatructed
to remove these costs from the rates, as other pipelines were
required in the Order No. 636 proceedings.

(3} Depreclation and Amortization Expense

As stated, the Commipsion is denying Kansas Pipeline
Company's proposal to Iinclude 1n its rate base amortization and
depreciation expenses related to markek entry coste ($572,774}),
acquisition premium ($323,264), project development costs
{4203 ,472}), and debt amortizatlon {$508,566}. The Commisaion is
denying the inclusion of these depreciation and amortization
expenses Decause the Commispion has determined that the items
themselves do not gqualify for inclusion in the rate base.

Kansas Pipeline Company alsc proposes to amortize past
period costs asscciated with requlatory expenses and legal bills
amounting to $2,223,337 a year. In addition, the applicant
proposes to include in its O0&M expenses Account No. 928 annual
requlatory expensed of $474,478. While the Commission will allow
normal regulatory Commission expenses, as intluded in Account HNao.
928, the Commission finde no support for tihe proposed additional
amortization of costs included here. The $2,223,337 past period
costs which the applicant proposes to amoxtize stem from ite
court proceedings invelving the RCC. The Commlssion's ¢
regqulations provide that su¢h costs are not includable in current
rates without prior approval by the Commission to allow apecial
deferred treatment of past pericd costs, Since nelther the KCC
nor the Commission has provided such prior approval, the
Commission ig denying the request to include the $2,2213,337 as an
amortization expense. The removal of the above items results in
a depreciation and amortization expense reduction of £3,831,433,

8, Iniria) Rates

Ae stated, the applicant proposes to use the SFV rate design
methodology and billing determinants based en the customers'
existing firm contractual commitmente. This proposal ie
coneistent with the Commission's regulations and, thua, e
approved. However, the Commiesion has recalculated the initial
rates to reflect a total cost of service of $21,817,4821,
consistent with the above discuesion., The Commigsion has
calculated the rates for interruptible transportation based on
the 100-percent-load-factor derivatlve of the firm rates in each
zone, The rates for small-customer transportation (SCT) are
depigned as the 40-percent-load-factor derivative of the firm
rates. In addition, the Commission £inds the proposed commodity
rate of $0.0050 per Dth for each zone to be in the public

e it
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interest. Based on the above, the Commission has calculated the
initial rates as follows:

Reservation Interrupt, Small Cust, {SCT) Commodity

Zone 1: $4.9727/Dth $0.1685/Dth 50.4137/Dth  $0.0050/Dth
Zone 2: $5.707%/Dth $0.1926/Dth $0.4741/Dth  $0.0050/Dth
Zone 3: $5.1817/Dth $0,1754/Dth $0,4309/Dth  $0.0050/Dth

The above rates reflect, in part, the cost and service
levels experienced by Riveraside, Kansas Plpeline Partnership, and
KangOk. The Commission recognizes that these levels may change
significantly when Kansas Pipeline Company oOperates as one
incegrated system. Therefore, the Commiseion is requiring Ransas
Pipeline Company to flle a general rate case to eastablish rates
toc be effective three yeare from the }asugncenof this ordey.

Panhandle protests that Kaneag Pipeline Company did not
conslder performing an apalysis of mlleage-based rates versus its
propoeed zone rates, Panhandle aeserts that Kansas Pipeline
Company has shown no justification for chooasing the proposed zone
boundaries and ip attempting to perpetuate a rate acheme based on
past activities of its affiliates. ‘Thus, Panhandle objects to
Kansaa Pipeline's rates as not being in the public ingerest and

unjust on thelr face, and requests a hearing on this issue.

Kaneas Pipeline Company responds that the proposed zoned rate
design is familiar to ite existing customera,

The Commission is denying Panhandle's protest on this isaue,
The Commigsgion notes that Panhandle is a competitor of the
applicant, and the applicant's customers did not object to a rate
deslgn incorporating zones. The Commisslon findas that the
propoged zone approach is reasopable. Thus, in the abseence of
protests from the customers, and under the circumstances
presented here, the Commisslon will not require the applicant to
parform an analyplp of mileage kased rates for ibs systeam.

c. Accountipng )
(1) Market Entry And Projeck Development Cosgts

The applicant apparently has recorded $22,68%,477 of go
called market entry costs as gas tranemission plant. 4/ As
noted, gupra, the market entry costs are made up of two
components. The applicant initially attempts to support the
first component, amounting to $10,538,778, by likening it to an

£4/ 8ee Bxhibit K of the Application,

3 gre
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allowance for Funds uged during conetruction. %/ 1In the
February 18, 1997 amendment, the applicant attempts to support
the amount through varliocus alternative calculations, all of which
represant measurements of differences between what was actually
earned from operating the pipeline facilities prior to the
applicant's ownership of them and what the applicant belleves
should have been earned during that period. The applicant
provides little support faor the second component of $12,147,699,
other than suggesting that thise is an amcunt that must be added
to rate base to support its requested revenue levels at a 13.5
percent egulty rate of return. g8/

Under our Uniform System of Accounts' reguirements and
generally accepted accounting standards, an. entity can record as
utility plant only the costs it has incurred to acquire or
construct them. £7/ The only evidence offéred by, the applicant
that even remotely suggeets that the market entry costs were
incurred A/ at all are the calculations pubmitted in ics
February 18, 1997 amendment. These calculatione relate to
periods that preceded the applicant's ownership of the pipeline
facilities, The financial results of operating the facilities
during that time period are eimply irrelevant to the amount that
the applicant may record as an agset for financlal accounting
purposes. The only amount that can be recorded as gas utility
plant 1e the amount the applicant paid to acquire the pipeline
facilities. : .

Because the applicant has made no factual showing that it
ever actually incurred the so-called *market entry* costs, the
Commission will -require the applicant to write off any market
entry costs presently recorded in its accounts to Account 426.5,
Other Deductions.

Additionally, eince the applicant's lnvelvement in Project
Linchpin has terminated and recovery of these costs in rates is

65/ Seeg Application at 12.
66/ ‘See hpplication at 12-13,

£7/ §See Gas Plant Instructlon Ne. 2, 18 C.F.R. Part 201; gee
alpg Financial Accounting.Standards -Board Statement of
financial Accounting Concepts No..5, Paragraph 67.

g8/ An incurred cosk is "a cost arising from cash paid out or
cbligation to pay for an acquirxed asset or service, a loass
from any cause that haa been sustained and has been or must
be pald for* (Bric L. Kohler; A Dicticonary for Accountants,
sth ed. {Englewood Cliffa, N.J.:iPrentice-Hall, Inc., 1975],
p. 253) (PRS71, 19, fns}.

[T
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being disallowed, the Commiseion will also require the applicant
to write off these.costs to Account 426.5.

{2) Income Tax

The rates the Commigsion is authorizing herein include an
allowance for corporate income taxes based on the principles of
full interpericd tax allocation. Therefore, we will treat Kansas
Pipeline Company as a corporation for financial accounting and
reporting to the Commission and will require comprehensive tax
allocation procedures. Comprehensive tax allocation procedures
mean those procedures which require recording a full provisien
for all income tax effecta of temporary differences between
recorded amounts on the applicant's books and amounts reported
for income tax purposas on the tax returns of each corporate, tax
paying member. No income tax provisions Are to be provided with
respect Lo any non-tax paying member's share of partnership
income,

{3} Propnsed Delay in Tranafeyr of Asgets

A8 stated, in its February 18, 19%7 supplement, the
applicant proposes to form a new partnership, Kansas Pipeline
Company, that would hold an interest in each of the three
partnerships that would make up the new jurisdictional pipeline,
This partnership would hold the FERC certificate and operate the
pipeline systems on a consolidated basis under a eingle tariff,
as required by the Commission's November 2 order. Kansas
pipeline Company proposes to own 95.9 percent of the partnership
interest of Riverside, Kaneas Pipellne Partnership, and KanaOk,
until completion of potential judiclal review of the November 2
order. The applicant does not state who would own the remaining
0.1 percent partnership interest of the partnerships. The
applicant proposes to file a Notice of Name Change, along with
partnarship documents and revised tariff sheets, if iea proposal
is acceptable to the Commimsion.

Thuse, the proposal i8 that only “partnership interests* in
the three partnerships be transferred to the newly formed
partnership named Kansas Pipeline Company. The proposal ia that
the assets of the three companies not be transferred at this
time. Rather, the applicant proposes that the assets of the
three companies remain in the name of those individual companies

until the completion of court review, which potentially could be

years from now.

The Commission lg denying thie proposal to delay the
tranefer of the asasts, aince it is inherently at odds with the
portions of the application regarding rate base, cost of service,
and environmental compliance. For example, the applicant
proposes to include depreciation expenses in the rate base and
cost of service, Yet, there can only be a depreclatlon expense
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if the applicant owng the asseta. If the applicant only owns
partnerehip interests in ather partnerships, there can be no
depreciation, since accounting principles do not provide for the
depreciation of partnership interests.

Further, the applicant's proposal would require meparate
accounting records to be maintained for Riverside, RanaDk, and
Kaneas Pipaline Partnership untll the conclusion of judiclal
review -- an unknown peried of time which potentially could be
years. It im unclear what the accounting and tax conseguences of
this would be, or how this would work exactly. For example,
gince the contracts and services would be under the new tarifr,.
it would appear that all of the income would be accributable to
Kansas Pipeline Company. Yet, since Riverside, Kansas Pipeline
Partnership, and KansOk would own the aseets, it would appear
that all deprecliation expenses would he attributable to them.

Another agpect of the proposal that is unclear is what the
requlatory status of KansOk, Riverside, and Kansas Pipeline
Partnership would be during the period prior to final judicial
review. In other words, presumably Rivereide, Kansag Pipeline
Partnership, and KanaOk would maintain thelr current form of
buainess organization (as partnerships themselves) in order to
own the plpeline assets. Thie would seem to put Kansas Pipeline
Partnership and RanaOk in regulatory llmbo, whereby they would be
the owners of substantidl utility assets, yet they would no
ionger be subject to atate regulation. And they arguably would
not be subject to federal regulation because, inatead, Ransas
Pipeline Company would be the corporate entiry subject o FERC
juriadiction. .

The proposal that the asgets not be transferred at this time
alec 1@ at odde with the applicant'e indication that 1t will be
regpongible for enguring that the facilitles remain in compliance
with the Commiaslon's environmental regulatione. In essence, the

applicant 18 saying it will be responsible for facilitiem it does
not own.

The applicant argues that it should be allowed to delay the
tranefer of the aspets until complation of judicial review
becauee it contends the Commipsion erxred in determining that it
wag a jurisdictional pipeline in the first place. It contends
that 1f it 1s ultimately determined by a court that the
Commission erred, and -the assets have already been transferred,
it will be unable to "unscramble the egge® or "unring the bell",

S8imilar argumanig were put forth by various pipelines when
the Commisalon implemdnted Qrder ¥o. 636, §3/ There, they argued
that the court should grant a stay of Order No., 636 becauses the

y
;
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Commission lacked authority to promulgate the rule. They
contended that the restructuring proceedinge should be stayed
until the court ruled on the validity of the Commission‘'s
authority. The U.S. Court of Appeals for the D.C. Circuit
rejected thege arguments. 70/ ‘

Similarly, the Commission is not persuaded to delay the
trangfer of the assets and allow XansOk, Kansas Pipeline
Partnership, and Riverside to remain as entitles in a type of
regulatory limbo pending the autcome of judicial review. The
Commission concludes that such regulatory limbo is not in the
public interast. RAccordingly, thse Comulssion is directing
KansOk, Riverslde, and Kansae Pipeline Partnership to tranafer to
Kansas Pipeline Company all of the assets which Kansas Pipeline
Company ie claiming are in the rate base., The transfer of assets
must be completed within 60 days of the igsuance of this orxder.
In addition, the Commigsion is requiring Kansas Pipeline Company
to.explain who will own the remaining 0.1 percent of the
partnership interests discusped above. Kansas Pipeline Company
is aleo directed to flle with the Commisslon's Office of Chief
Aceountant lta actual accounting for the cransfer of facilitles,
a8 required by Gas Plant Inscruction No. § and the Instructions
To Account 102, Gap Plant burchaped or Sold, of Lthe Commission's
Uniform System of Accounts.

D. No:Notice Transportation Service

Kansag Pipeline Partnerehilp currently provides a Eirm,

- bundled sales gexrvice of: 25,000 MecE/d and 2.333 Bef/year to

Weatern Resources; 6,000 bth/d to Western Resources for service
to Paola and othera; 4,500 Mcf/d to United Ciclies Gas Company;
and 5,000 Mcf/d to Atmos Energy (Greeley Gas Co.}. This service
is available up to the customers' maximum daily guantity {(MDG) on
demand without scheduling penalties. The customers are requlrad
to make a best efforts daily nomipation.

Kansas Pipeline Company doeg not propose to offer a no-
notice transportation service to the firm sales customers.
Kansag Pipeline Company's proposed tariff providea for a daily
scheduling charge that applies to both FT and IT service for
quantities delivered outside of the tolerance. It proposes that
if the shipper incurs scheduling chargea for three consecutive
daye or on any four days during the month, then the charge
doubles for all quantitiles out wf tolerance,

The customers contend that Kansas Pipeline Partnership's
exigting sales service contracts are a load following (i.e.,on
demand on an hourly basis} service that is tantamount to & no-
notice service. Ransas Pipeline Company contends that with no

20/ Id.

4 : , LA
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storage and extremely. limited linepack capability to limit
imbalances, the current sales services cannot be construed as a
no-notice service. .

Section 284.8(a) {4) of the Commisslon'e ragulations states
that: "An interstate pipeline that provided a firm salea service
on May 18, 1992, and that offers Ltransportation service on a flrm
bagis under Subpart B or G of thise part, must offer a firm
transportation service under which firm shippers may receive
delivery up to thelr firm entitlements on a daily basls without
penalty.* This no-notice dervice, to be offexed on a
nendiecriminatory basis, allows flrm shippers to enjoy a premium
quality of service on demand, up to their firm daily
entitlements, without the requirement to nominate or schedule
volumes and the incurrance of dalily scheduling penalties. Thig
allows the shipper to receive unscheduled volumes to meat
unexpected raquirements cauged, for example, by drastic changaa
in weather. 71/ '

The Commiession noctes that Kansaa Pipeline Partnership is
providing no‘notice sales pervice of 50,500 Mcf/d. The applicant
has provided no valid reason as.to why 1t camnnot continue to
provide no-notice transportation. Whila it may be that the
applicant cannot offer greater than 50,500 Mcf/d of no-notice
tranapartation service because of pipeline line pack limitations
and lack of storage capability, the regulatlons deo not require it
to offer more than the existing males seryice. While offering
such service may result in imbalances, since the applicant would
no longer control the gas supply, the applicant’s imbalance
penalties should deter inappropriate customar behavior with
respect to supply and delivery coneiderations.

rccordingly, the Commiselen ie requiring Kansas Pipeline
Company ko comply with § 284.8¢a) (4) of the requlatione by
providing no-notice transportation aervice to the former no-
notice sales customers of Kangas Pipeline Partnership, Riverside,
and KansOk, and to make the appropriate no-notice rate eschedule
filing within 30 days of the ispuance of thils order. To the
extept that Xansae Pipeline Company can identify any costa to
provide no-notice sexvice, these costs should be allocated to the
no-notice service rate, Kansas Pipeline Company ie instructed to
provide detailed work papere in support of.any costs allocated.

71/ See Order No. 636-C, 78 FERC 9§ 61, 186 at 61,772 {1957},
which states that the nondiscriminatory access condition
doeg not obligate pipelines to expand thelr capacity or
acquire additiohal tacilities to provide service. A
pipeline offering no-notice transportation service must do
so only to the extent the pipeline has capaclty available
{including storage capaclity that may be needed to perform
the npo-notice service).
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B. Tranack Lease

Ag stated, KansGk currently leases 90,000 MMcf/d of capacity
from Transck under a long-term lease, 12/ Kansas Pipeline
Company proposes to retain this capacity to use as part, of "ite
syatem capacity, provided that doing so will not alter Transok's
status as an intrastacte plpeline.

Orxder No. 636 required pipelines to asaign upstream capacity
rights to the downatream plpeline's customers because of the
concern that a pipeline could uwse these righte to favor its
merchant function and inhibit access by other merchants to the
production area. The aseignment would also prevent customers
from paying for capacity they did not need. In Order No. 635-i,
the Commisslon permitted limited retention of upstream capacity
downstream of pointe of unbundling; but only to the extent the
pipeline demonstrated its necessity for opgerational management
and balancing purposes and the performance of no-notice service.
23/ 1In Order No. 636-B, the Commimsion adhered to its Einding in
Order No. 636-A that a pipeline may not hold capaclty on upstream
pipelines to perform a sales service at the interconnection with
an upstream pipeline. 74/ However, in L

, the Commission explained that its Order No. 636
policy 414 not ceonstitute a per pe rule prohibicing interstate
plpelines from holding upatream capacity, where a ahowing can be
made that such capaclty 1s vital to the pipeline's operations and
services. 75/

The Commiasion finds that Kansaa Pipeline Company has not
demonatrated that the Transok capacity is vical to its operations
and services. For example, the applicant does not indicate that
the capacity 18 necessary for operational management, such as
line pack, cushion gas, fuel, balancing purposes, or for no-
notice transportation to cover short-term discrepancies between
scheduled quantities and actual deliveries to the customer.

72/ HKansas Pipeline Company characterizes the leased capacity as
fixm. However, the lease contalng seaponal minimum takes
and KansOk's right te capacity is subject to the rights of
two other shippers who have firm leases with Transok that
predate this leage.

13/ Order No, 636-A, FERC Statutes and Regulations { 30,950 at
30,566-567.

74/ Order No. §36-B, &1 FERC Y 61,272 [1992).
1%/ Texas Eastern Transmission Corporaticn, 74 FERC | 61,074

(1496) ; aee alsn Columbila Gas Transmission Corporatian, 78
FERC Y 61,030 (1997}, reh'g denled, 79 FERC 1 61,160 (19897).

v . gee
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In addition, the Commiesion noteg that Section 15.1 of the
proposed tarlff gives the two largest cuatomers first priority
for acheduling deliveries using the leased capacity. Thuse, the
tarlff discriminates in favor of these two customera with reapect
to the use of this capacity.

In view of the above, the Commiesion 18 requiring the
applicant to offer the leased capaclty on Transok to its £irm
cuntomers for reassignmeni. Transok will then be free to release
KansOk from its lease and subatitute the fixrm customers as the
lessees. In addition, the applicant must modify Sections 14 and
15 of the tariff to conform to the sbove with respect to the
reagsignment of leased capaclty to lts firm customers., Rse noted
above, the cost of service and initial rates approved herein are
based on agsignment of the lease to Kansas Pipeline Company's
cuatomers and removal of the costd from ite rate bass.

If Transok and the €iym customers agree Lo accept the
ageignment, Transok will be operating the leased capacity to
tranaport natural gas in interstate commerce to the customers in
Kansag and Missouri. Tha Commission has found that when an
intrastate pipeline or LDC leasea capacity on ilts facility to
transport natural gas in iuterstate commerce, the transactlon ia
subject to the jurlsdiction of the NGA and requires a
certificate. 28/

On its own motion, the Commlission will grant an HGA section
7{c) certificate to Transock in Docket No. CPS7-723B-000 to operate
leaped capacity to deliver gas in interatate commerce Lo Kansas
Pipeline Company's customers, This certificare will be of
limited jurisdiction, however. That ls to say 1t will apply only
to this particular transaction involving the leased capacity and
will not make Transck a natural gad company or otherwise subject
Transok or any other Transok operations to Cormissicn
jurisdiccion. .

F. 'rari

(1) Daily sgalancing Tolerange

Section B.1(b} of rhe Geneval Terms and Conditions of the
proposed tariff includes a balancing tolerance of 5 percent.
¥ansas Bipeline Company claims this tolerance level is necessary
because it has no starage. capability, Kansas Pipeline Company

.\.

16/ Sge Sonat Marketing Company and United Cities Gas Company,
68 FERC 1 61,334 (1954}.
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srates that in Willdams Natuyal Gas Co., 22/ the Commission
approved a 5 percent tolerance for a pipeline, even though it had
storage capability. The KCC protests that a 5 percent level is a
change from the industry standard of 10 percent.

The Commlesion is not persuaded that a § percent tolerance
level 18 unreasonable under the circumstances. As a regult of
the technlcal conferences and meetings between the parties
subsequent to the conferenceg, Kansas Pipeline Company
subgtantially modified Section 8 of its proposed tariff, while
continvuing the inclusion of the 5 percent tolerance level. These
latest changes to the proposed tarlff strike a balance among the
varied interests and concernz cof the parties, rurther, the KCC
i8 incorrect that the industry atandard is 10 percent. ©Other
plpelines, such as Panhandle, have a 5 percent tolerance level.
‘Moreover, since Kaneas Pipeline Company's system doeg not include
storage and has minimal linepack capabllity, a lower tolerance
level can be justified to maintain the Integrity of its syatem.
The Commission will approve the 5 percent tolerance level.

{2} Shippers Behind Delivery Point

MGE, in commenta flled subsequent to the canferences,
continuea to oppoge the language in gection 8.5(c) on pro forma
Sheet Ho. 227 that reada:

If the dally allocatlion methodology at a Polnt of
Delivery identifies a Service Agresment, other than the
meter holder's Service Agreement to be allocated the
laat Quantities through the meter, the Shipper whose
Service Agreement has been identifled must agree Lo che
allocation methodology before it may become effective.

MGR claims thie precludes the meter operator from
determining what allocation methodology will be used, Kanszas
Plpelline Company scaces that this procedure is similar to that
already in place on Panhandle. In response, MGE commenta that
Panhandle has gtorage and a na-notice transporctation gervice,
and, therefore, Panhandle's system ig different from the
applicant's system. Ra such, MGB argues that until the applicant
offers the same menu of services, the proviaicn should bhe
stricken from the tariff.

Upon review, the Commission finds this language is
neceseary because it guarantees that shippers in the pame
category at the same primary delivery point will be treated
equally and on a non-disecriminatory basis. Usually any questionas
ag ta the hierarchy of delivery at these particular pointa are

227/ WwWilliams Natural Gaa Company, 73 FERC § 61,023 at 61,048
(1995) ., .
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addressed in Operatlonal Palancing Agreements (OBA} between the
affected parties. This language appears to serve the game
purpcsee am an OBA. While the Commission is not requiring OBAs at
this time, the Commission finds this language to be reasonable
because it serves as a subsatitute for such an agreement.

(3} gperational Flow Orders {OFOa}

MGE and Western Resources are concerned that the proposed
tariff does not require the applicant to announce an OF0 as a
precursor to an extreme condition. MGE claims Kansas Pipeline
Company alone has control over flow control equipment at ita one
delivery poinc. In contrast, the applicant claims that MGE has
its own f£low control equipment at this location.

Upon review, the Commission is not persuaded thab the
customerg' concerns warrant modification of the proposed tariff.
After all, it ie prudent and standard operating procedure to
usually announce the loweat level of compliance firat hefore
inestituting a higher level of compliance. In any event, the
pipeline should not be hamgtrung in a manner that would preclude
it from employing a more stringent compliance level immediately
if a catastrophic event were to occur without warning. The
Commission believes that with- cooperation and communication, no
problems should arise at this location that would warrant
modifying these particular proviamions in the pro forma tariff.

(4) Penalty Provisions

The curtailment penalty tolerance in Riveraide's and Xansasa
Pipeline Partnership's existing transportation tariffs are 2
percent and 5 percent, reapectively. FKansas Pipeline Company
propoees a cuxtailment penalty tolerance of 3 percent. Western
Resources argues that this penalty provision should be the same
as that in Kansas Plpeline Partnership‘e exlsting tariff, l.e., 5
pexcent. . ) S

The Commiseion ls not persuaded that the 3 percent tolerance
is unreaponable, under the c¢ircumstances. The Commisslon notes
that, in response to concerns from the customers and the staff,
the applicant revised its original pro forma tariff (Sheet No.
232 - gection 9.5 and Sheet No. 250) by removing the $25/Dth
acroeg-the-board penalty and proposing instead a sliding penalty
provigion similar to these -in-Riverside's and Kansas Pipeline
Partnership's existing tariffs. The new penalty provision
includes a tolerance of 3 percent, penalty steps of 5 percent, 10
percent, and 15 percent and penalty amounts of $5.00/DT,
$10.00/DT, and up to- $15.00/DT. The levels of these penalties
are consistent with Khneas Pipeline Partnership's and Riverside's
past operations. Further, these provisions strike a balanca with
the customers regarding how the applicant will operate in the
future ag an integrated pipeline without its own gas supply. The

P
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Commisaion finds that the applicant's attempt to streamline its
tariff by making the penalty proviegions for all three situations
(OF0a, Extreme Conditions and Curtailmenk) idencical and to
follaow ie reasonable and should be accepted.

5. Flow Through of Refund Cashout Revenues

The Missouri PSC argues that Kansas Pipeline Company's
proposal to retaln cashout revenues obtained from imbalance
penalties is contrary to Commiselon policy. Kansas Pipeline
Company states that the provision in Panhandle's tariff which
calle for the return or refund of such revenues to its shippers
was due to a settlement. Kansas Pipeline Company states that
8ince it has only two major shippers on its system, the return of
such cashout revenues would dilute the deterrent value of the
penalty.

. W

i ]

The Commiesion's policy has been to differentiate between
cashout revenues and overrun penalties. 78/ Cashout revenues are
returned to the customers, usually to those customers that had no
cash out revenues assessed on a pro rata basis, whereas overrun
penalties are usually kept by the pipelines. The Commission ia
requiring Kansas Pipeline Company to modify Section 24 (Pro forms
Sheet No. 288) of its tariff accordingly.

(6) IT Revenue Crediting Mechaniam

In response to protests and concerna expressed during the
technical conference, the applicant modified its proposal to
include an interruptible revenue credlting mechanism in section
25.6 of its proposed tariff, The language of this section im
idencical to that of Riverside's currently effective tariff.

The Commission notes, however, that no costs have been
allocated for IT service., Therefore, the Commission is requiring
the applicant to credir 100 percent of the exceas IT revenues as
defined in Sectlon 25.6, to the firm shippers and the IT shippers
paying the maximum rate, and to modify Section 25.6 of its tariff
accordingly. 79/ 1In addition, the Commission is requiring the
applicant to modify its proposed language in Section 25.6 to
conform to Commiseion policy wherein the total gross revenues are
reduced by the applicable costs, penalties and surcharges prior

' *

28/ dee Transweatern Plpeline Company, 58 FERC Y 61,067 at
61,157 (1992), reh'g denled; Transcontinental Gas Pipe Line
Corporation, 56 FERC | 61,446 at 62,372 (1991); Willilams
Natural Gas Company, 78 PERC § 61,342 at 62,464 (1997).

19/ S8ee Portland Natural Gas Transmission System, 76 FERC

1.61,123 at 61,661 (1996); Transcontinental Gam Pipe Line
Corporation, Qrder on Remand, 78 FERC ¥ 61,057 (1997},

’ . N
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to refunding the remaining excess revenues to the firm shippers
including the IT shippers payling the maximum rate.

The Missourl PSC objects to the vague tariff language
concerning the refund mechanism proposed by the applicant,
Specifically, it is concerned that there 1s no stated mechanism
or schedule ae to how any refunds wiil be digtributed to
ghippers. Weatern Resources is concerned that the level of IT
revepues the applicant uses to derive its rates and the amount of
IT costs allocated (i,e., zero dollars) to the total cost of
aervice does not reflect an adequate amount that would be
ranragantative of a real warld gituation., While the Commissicn
believes the applicant should be allowed to retain some
flexibilicy as to whether it decides to distribute the refund in
cagh or by a credit agalmst current réservation charges, the
Commisaion agrees with the Migeouri PSC that the language is
devoid of any real mechaniam or schedule as to when refunds will
bha disecribucted. To alleviate the Misaouri PSC's concerns, the
Commigaion is requiring the applicant to modify Section 25.8 to
include the following refund mechaniem;

For multiple rate periods, allocated costs will be
prorated based on the number of days each cost level
was in effect.  Such refunds shall not be given until
the rates Kansas Pipeline Company used ta computa Lhe
revenues are no longer subject to refund. Upon
iesuance of a final Commission order which accepts new
rates under Section 4(e}, Kansas Pipeline Company will
file within thirty (20) days of such order, an
interruptible refund report. Kansas Pipeline Company
will mail any refunds, including interest, pursuant to
Section 154.501 of the Commission's Regulations,
accrued from the end of the twelve-month distribution
period ending September 30 of each year, within 10 days
foilowing a final Commission order accepting Kansas
Pipeline Company's refund €iling. "varlable cost"™ as
used in thias Section 25.6 will be the product of all
quantities delivered under IT service and the minimum
rate for such service ligted on Sheet No. 16.

{7) automacic Conversion of Rate Schedule SCT to FT

Kansas Pipeline Company's proposed Rate Schedule SCT allows
a small cuastomer toO receive a more beneficial one-part rate than
Rate Schedule FT service and alec allows for all quantities
transported in exceas of the firm amount to be billed at the IT
rate, It also provides for the immedlate converalon of all
quantities ro the more expensive FT Rate Schedule 1f the customer
recelves gas service into its own facilities other than that
provided by Kansas Plpeline Company for ite total syatem
requirements.

(scjo £€2) €I-TLIN
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The KCC objects to the provieion of this rate schedule that
requires immediate conversion in instances where the shipper may
need to move gas into its system other than through Kansas
Pipeline Company's system in an emergency situation.

The Commisslon ia not perauaded to require modification of
thle provision. The proposed language is virtually identical to
that which has been approved in Panhandle's Rate Schedule SCT.
BQ/ Further, the Commission countenanced this type of
requirement in Order No. 636-B so that pipelines can be assured
of recovering thelr costs for this service. B1/ In contrast to
the KCC'a poaition, the Commiseion heliewves that Kansas Pipeline
Company should have control in an emergency. One of the
Commission's aobjectives in Order Mo, €36, and restated in Order
No. 636-B, was to maintain a status quo for a pipeline's former
small sales customers that were offered a .subsidized, one-part
transportation rate by the pipeline. 82/ However, Kansasg
Pipeline Company may desire to glve its small customers a greater
level of comfort by including some language in jte SCT Rate
Schedule such as "unleps agreed to by Kansas Pipeline Company*
that could be utilized during force majeure situationa.

{8) No_Credir_for Natural Gas Liguida

Section 12.8 of the proposed tariff (pro forma Sheet No.
242) provides that the applicant will retain ownership of 100
percent of all processed liquidse that it recovers from a
shipper's gae stream, if the ghipper elects to have the applicant
pertorm this service, The KCC objects to this provision, arguing
that the net proceeds from the sale of these liguids should be
returned to the ahipper.

The Commiseion notes that the proposed tariff gives the
shipper the optlon, at least twice a year, of having these
ligqulds processed by otheru. Furcher, the proposed language is
identical to that approved in Panhandle's tariff. The Commiasion
believes these provisions are adequate to protect the rights of
shippers to perform their own proceasing if they so desire, The
KCC'e protest regarding this issue is denled.

{9} Propoped Rate Schedule Surchargesa

Kansas Pipeline Company's original pro forma tariff filing
referenced, but did not contain any specified surcharges in ite

A0/ B8ee Original Sheet No. 44, First Revised Volume No. 1, of
Panhandle's FERC Gas Tariff,

p1/ Order No. 636-B, 61 FERC Y 61,272 at 62,021 (1952},
82/ Id. at 62,019,

g
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FT, IT and BCT Rate Schedules. Thege charges included surcharges

for ACA Unit Charges, Unrecovered durchased Gas Suxcharge,
Stranded Transportatlon Cost Surcharga, and Transition Cost
Surcharge, Also, the FT rate schedule referenced an overrun
charge to appear on pro forma tariff Sheet No, 15; however, no
such charge appeared. Subsequently, Kansas Pipeline Company
refiled its tariff sheets, which now include a proposed RCA Unit
Charge and an overrun charge (equivalent to the 100 percent load
facter IT rate}. These two charges are not protested by any of
the partieg.

However, the KCC continues to protest that the abaence of
specified aurcharges for the remalning categories prevents the
customers from being able to accurately calculate the full cost
of the applicant‘s services. The KCC contends that the applicant
should be required to amend ita application te include specific
surchargea in its tariff. The customera protest thakt the tariff
language eatablishing these surcharges 18 too vague, untested,
open-ended, all-inclusive and generally in vislation of the
principles established by Order No. 635, They ask that the
surcharge language be rejected and removed from the proposed
tariff uncil such cime as the applicant files to recover these
costa in a Section’'4 rate proceeding. These surcharges are
discussed below.

1.  Tranaition Coat Surcharges -

Under Section 17.3 of its proposed tariff, Kansas Pipeline
Company seeks authority ko recover through a Transitlon Cost
Reservation Surcharge under Rate Schedule PT, the costa
attributahle to compliance with the Commiegion's November 2
order. Bi/ This section states that such codts *include but are
not limited to: reorganization and consolidation expenses,
mortgage reglatration feea, taxes and related expengea, costs
amsoclated with assigning .and rafiling rights of way and other
instruments, increasged debt instrument costs, upgrading
facilities to comply with DOT regulations, etc..," Also included
in thie section is the standard language which establighes the
means to recover Gas Supply Realignment [GSR) Costs brought about
by Order MNo. 636. Included in this surcharge would be a
Transition Cost Exit Fee from any cugtomer that reduces or
terminates ite service, based upon the -revenue that Xansas
Pipeline Comgany calculates that it would have collected from the
customer during the vemainder of the Inltial or the Carryover
Coat Collection Period. .

The KCC protest® that the lost potential profits are too
Bpecqlativg to be recoverable. The other proteators chiect to

fa/ 8ee Section 17.3 of the propomed FERC Gas Tariff, Prg forma
Sheet No. 268.

Wt
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the speculative and untested nature of these coste. The Missouril
PSC proteats that thia section is inconeistent with Order No. 636
and Commiegion policies,

In . B4/ the
Commission established standards for what constitutee eligible
Gas Supply Realjgnment Costs. These standards are:

{1} Prior to the lssuance of Order No. 636, the contracts
myat have been part of an overall gas supply portfolio
that was commensurate with the pipeline‘s merchant
cbligation.

{2} The coets must have been incurred after the isguance of
Order No. 636 on April 8, 1992.
[ i . o
(3) 'The pipeline's contract sales obligations must have
decreased as a result af Qrder No. €36 restructuring,
thus necessitating the reduction or elimination of gas
supplies under contract,.

{4) The costs muet be known and measurable (geg Order No.
: 636-A, FERC Statutes and Regulations).

The Commission 18 requiring Xansas Plpeline Company to

comply with the above standards. Accordingly, Ransas Pipelipe

Campany must remove &ll costs except Eor Gas Supply Realignment
Costa (GSR) from ite surcharge. The GSR cosrce surcharge must
conform to the above standards. Specifically, the applicant must
make the following changea to this gection:

{1} Change the title of Section 17.3: Erom *"Recovery of
Transition Costs" to *Recovery of Gae Supply
Realignment Costa";

{2} Replace all references to "Transitlon Costa® in Section
17,3 with "Gas Supply Realignment Coats" or "GSR .
Costa"; .

(3) Under 17.3(b} (1), replace: *"Transition Costs are" in
firat line with, "Gam Supply Reallgnment {GSR) Coats
are actual"; and

{4) Under 17.3(b){1), atrike:
but are not limited to: expenses

assoclated with recrganizing and
consolidating the companies into a

84/ Texas Bastern Tranamiseion Corp., 65 FERC Y 61,363 at 2,999
{1993} .
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alngle pipeline entity; mortgage
regisgtration feem, taxes and
related expenses; coste assoclated
with asslgning and refiling riyhts
of way and other instruments; costse
tc upgrade existing facilities to
comply with DOT regulaticns for
interstate pipelines; increased
costp under exlsting debt
inatruments, attributable to the
change in the organizatiocnal
atructure neaded ta gqualify for an
income tax allowance;

Further Kansas Pipeline Company ie instructed to modify
section 17.3(c) of ite proposed tariff to comply with Order No.
636-C, with respect to the percentage of GSR costs which should
be allocated to the interruptible cuatomers. 85/ Such percentage
allocation should be based on actual usage, The remainin
percentage of the GSR costs should be recovered from service
applicable to Rate Schedules FT and SCT. While the Commigsion is
cognizant of the applicant's claim that there will be little or
no IT service after thile tariff gqoes into effect, the fact
remains that there is an IT rate achedule in the tariff, as well
as a provigion for IT revenue crediting, and currently tha
applicant provides substantial IT service.

To the extent that Kansas Pipelipe Company cannot recoup ita
transition coste assoclated with lte IT service, it has recourse
to file during the carryover perlod B4/ to collect such costs
from ite other cuatomers. Similarly, Kansas Pipeline may seek to
recover any future traneltion coste, as deacribed above, by
making a msection 4 rate £illing with accompanying tarlff language
when it has actually incurred such costa.

2. Former Buyer's Obligation for Unrecovered
Burchaged Gaa Costs

In Saction 17,4, Prg forma Sheet Mo. 272, Kansas Pipeline
Company Beeks to direce bill its former salea customers for any
unrecoverad purchased gas coste, auch costa to be due and payable

85/ Order No. 636-C, Qrder on Remand, 78 FERC { 61,186 at 61,750

115979 . o
g6/ See Applicant's February 18, 1997 Submission, at Tab 14, pro
forma Sheet No.\559. which defines the Carrxyover Transition
Coet Collection Period as consisting of each annual
extenelon of the initial 3-year collection period to
complete the full recovery of the applicant's transition
costs.

e gt
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on the day before the tariff becomes effective. The KCC objects
to these provislons, claiming that they provide the applicant
with no incentive to mitigate these costs. Western Resources
urges us Lo ipvestigate the purchaeing practices of Kansas,
Plpeline Partnership, apply our prudency tests to their
purchases, and analyze purchases by them from a producer
affiliate to determine if ‘the negotiations were conducted at
arma-length. '

The Commiesion notes that Kansas Pipeline Company has left
blank the date prior to the effectiveness of ics tariff that
would allow it to collect prior period adjustments. In almost
all other restructuring casee, this date was Lhe laduatce date of
the Notice of Proposed Rulemaking that ultimately led to the
issuance of Order No. §36. Here, even though Riverside was
already an interstate pipeline, ite affiljate that purchased gas
for resale, Kansas Pipeline Partnership, was an intrastate
plpeline. Therefore the date that should be inserted into the
language under section 17.4(b)} on Sheet No. 272 is November 2,
1995, the date of issuance of the Commisslon's order establishing
FERC jurlsdiction.

Ao to the protests, the Commiasion is not persuaded by the
arguments put forth by the RCC regarding a lack of incentive for
mitigation of these costa. These costs have come within the
prudence review. Algo, the Commission is declining ko
investigate the purchase practices of Kaneas Pipeline
Partnershlip. Thelr gas purchaases were made under the oversight
of the XCC.

3. Recovery of Stranded Transportation Cpata

In Section 17.5, grg forma Sheet No. 277, Kansas Pipeline
Company proposes to recover 100 percent of its stranded .
transportation coets from ite Rate Schedule FT cuatomera. These
coate include levelized interest, which the applicant defines in
gection 17.5{c) {5) on Sheet No. 279.

Firat, the Commigsicn nortes that this proposal ie concrary
to the Commigsion's policy thact such costs should be recovered
from the firm and interruptible shippers. Further, the £irm
shippers on the applicant's eystem would be the FT shippers and
the SCT shippers. Accordingly, a proportlonate amount of Chese
coats should be recovered from the SCT shippers. Kansas Pipeline
Company ls instructed to reflect these changes in the compliance
filing required by this order. 1In the event that costs
attrjbuted to the IT and SCT rate schedulee are not recovered,
Kansas Pipeline Company can pursue other optiona to recover them
at that time.

4 ' FECI
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Next, the Migsouri PSC objects to the definition of
levelized interest and requests that it not be included in the
tariff., The Commission is denying this request, since the
proposed language complies with the Commiesion's regulatione and
is the same language that has been approved for other plpelines,
such ag Panhandle. ’

Finally, the Commission notes that the proposed tariff
references §154.67 of the Commiesion's regulations, which has
been changed to § 154.501. The applicant 18 instructed to make
this correction. :

(20) Daily Scheduling Chargea and the High-
Mechaniem used ko . Calgulate Imbalance Charges

In Sections 12.11{a} {1} & (2), on Pro Forma Sheet Nos. 244
and 245, Kansas Pipeline Company propcses a "high-low priecing
mechanism® to calculate imbalance chargesa. Under this proposal,
the Daily Scheduling Charge would be the maximum applicable IT
commodity rate per DT for quantities above the tolerance level,
I1f a shipper incurs Dally Scheduling Charges for three
consecutive days or for any four days during the month, the
charge doubles for all varlances in excess of the tolerance level
during the month.’ . .

The proposal alaoc incorporates a sliding acale to calculate
the monthly imbalance penalty. Under this method, receipts in
excead of the maximum allowable imbalance quantity (MAIQ) are to
be sald by Shipper to Kansas Pipeline Company using the loweat
weekly spot price index. Excesa deliveries are to be purchased
by Shipper'from Kaneas Pipeline Company at the highest weekly
epot price index. The excess recelpts are attached to a downward
e81iding ascale and the excess delivery charges are attached to an
upward climbing scale.

Wegtern Resources protests that Daily Scheduling Chargea are
not included in Kansas Pipeline Partnership's exlating tariff
and, thus, should not be allowed in the proposed tariff hecause
they are too restrictive and contravene historical practices.

MGE protests that the High-Low. Pricing Mechanism coupled with the
aliding scale used to calculate the monthly imbalance penalty
should be removed because it allows for a “double-dip* and places
an undue burden on the cuestomer. PBoth elaim that these
procedures conatitute a unilateral breach of existing long term
contracka on the part of Kansas Pipeline and, as such, are
forbidden by the Mobile-Sierra doctrine. 87/

~

87/ BSee United Gas Pipe Line Co. V. Mobile Gas (orp., 350 U.S,
332, 345 (1556}; Federal Power Commiselon v, Slerra Public
Power Co., 350 U.W. 348 (1956},

(cg 30 67) C1-TLA

Docket No. CP96-152-000, et al. - 52 -

In response, Kansas Pipeline Company states that its
proposal is designed to conform to the Commlaaion®a regulations
and policies under Order No. 636. It notes that these procedures
have been approved in other restructuring proceedinga in order to
deter ahuse and protect the pipeline's eystem from adverse -
pressure situations. 88/ With reepect to the contracks, the
applicant states that the Commission‘'s acceptance of this
provielion would result in a modification of the agreements.

The Cormission will accept this aspect of the proposal. The
applicant will be operating in a new environment once ita tariff
goees Iinto effect. Among other things, the applicant will be
relinguishing its gas supply to its customers, if they so desire,
and will have to rely on its customere to keep the system in
balance. Further, the applicant does not have storage attached
to lte pystem and has a very limited line-pack capability due to
the small diameter of its pipeline thrioughout its system. Under
these circumstances, the Commispsion concludea that the appllcant
requires these control procedures to protect the.integrity of its
pystem. The proposed provliasions, together with the other tariff
modifications required by this order, achieve a middle ground
wherein the shipper's concerns and those of the applicant are
balanced s8¢ that a workable operating solution can be found for
this pipeline. Purther, as stated, the proposed provislons are
consistent with those approved for other pipelines, such aa
Panhandle and Texas Eastern.

{11} Remervatinn Charge Crediting and Force Majeure

Kansas Pipeline Company's propoased Force Majeure provision,
set forth in Section 1%, pro forma Sheet No. 284 of the proposed
tariff, providea that the shipper must continue to pay
regervation charges during force majeure situations,

; Western Resourcee protests this provision, arguing that it
is different than Kansas Pipeline Partnerghip's existing tariff,
which Western Rescurceas claims allows for crediting of
reservation or contract demand charges during force majeure
altuations.

Upon review, the Commigsion concludes that the tarlff is
confusing. While the force majeure sectlon does not provide far
crediting of the reservation charges, other sections of thes
tarlff do provide for crediting during Operation Flow Ordex [OF0)
altuvations. What la confusing is that an OFO gituation would
necegsarily occur 1f a force majeure situation arcse and
curtailmente regulta, So, while the force majeure section would
not provide for trediting, the OFO gection would. Kansas

88/ See Panhandle Eaatern Pipe Line Company's and Texas Eastern
Pipeline Company's FERC Gaa Tariffs. :
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Pipeline Partnership's tarlff 1s equally confusing, with the
result that it is unelear as to whether Weestern Resources is
correct that thal tariff provides for crediting.

In any event, the Commiselon clarifies that the tarlff
should provide for crediting of the reservation or comtract
demand charges for all curtailment situations. These would
inelude force majeure related curtallments, OFO related
curtailments, and any other type of curtallments. To implement
this requirement, the applicant should modify Section 9.8 (Pro

farma Sheet No. 233) of ite proposed tariff to include the phrase

rand Section 12.12" in the firat line after the words,
*, ..8ection 9.2."

{12) Direcc Bi1}

Section 17 of the pro forma caviff is a direct bill
provision for Western Resources involving project development
coate., During the technical conference on February & and 7,
1997, the applicant agreed to remove this section from the
tariff A9/ Accordingly, the applicant is inastructed to do so.

{13) GISB
On March &, 1997, the Commission issued an order 20/

concerning the filing made by Riverside to comply with the Gas
Industry Standards Board (GISB) standards adopted in Order No,

587, 91/ On April 1, 1997, Riveraslde made a filing in Docket No.

RP97-169-001 to comply with the March 6 order and with Order No.
587-B, with a proposed effective date of June 1, 13997. On
April 1, 1997, Riverside dleo filed a reguest to poatpone the
effective date to colncide with the effective date of the
certificate application and proposed tariff sheeta currently
pending in Docket No. CP96-152-000.

The Commigsion granted this request in an order issued on
May 15, 1997. 92/ There, the Commission alsc directed Riverside
to refile the proposed tariff sheetse reflecting the revisions
discussed in that order in ita tariff and certificate proceeding
in Docket No. CP96-152-000. Riverside reflled these sheets on

B9/ Ses Transcript of February 6 and 7, 1997 technical
conference in Dacket No. CP96-152-000, ek al., at 27s.

90/ Riverside Pipeline Company, 78 FERC { 61,245 (1997). )
91/ Standards for Bubiness Practices of Interstate Natural Gas

Pipelinesa; Order No. 587, €1 Fed. Reg. 39,053; Order No.
587-B, 78 PERC { 61,076 {1997).

s

Riverside Pipeline Company, 79 FERC Y 61,174} (1997).

waH
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May 30, June 6, and July 24, 1997 in thias proceeding. The
Commisslon has reviewed these sheets and will approve them aa
parxt of the applicant's new tariff, Of course, the sheets must
be reviped to reflect the applicant's name of Kansas pipeline
Company, as opposed to Riverside.

In a letter filed on Septembar 12, 1997, the applicant
requests a.one-year extension of time to comply with certailn
standardas developed by GISB for electronic data interchange
{EDI}, electronic delivery mechanipms (EDM} or internet server,
and the related capacity release standards adopted by the
Commigsion in Order Nos. 5B87-B and 587-C. %3/ The applicant
notea that the Commisaion has previously granted such relief to
small companies where the cost of complying with these etandards
appeared to exceed the benefits for the pipelines and their
customers at fhe time, 94/ The applicant states that its two
largest. customera, Western Rescurcea and MGE, are satipfied with
the existing means of communicating with che applicant by
telephone or telecopy, and support the requested extension of
time to comply with the new EDI, BDM, and capacity release
standards.

The Commigsion agrees cthat the applicant's circumstances are
similar to those surrounding the pilpelines granted time
extensiona in Gulf Statee Tranemission Coxp.., et al. There, the

‘Commiseion extended the time for compliance until June 1, 1358.

Similarly, the Commiseion will grant the applicant an extension
of time for compliance with the EDI, EDM, and capacity release
standards until June 1, 1998,

(14) Minor Corrections to Tariff

Upon review, the Commiesion has found various small errors,
typographical mistakes, and misnumbered items in the latest
revislon of the pro forma tacdff flled on Pebruary 18, 18227,
These errord are ligted in Appendix A of thie order. The
applicant ie inatructed to correct theee errors,

G. Environment

A Notlce of Intent to prepare an environmental agsesement
{ER} was not prepared for this project because no environmental

93/ Standards for Business Practices of Interstate Natural Gas
Pipelines, III FERC Stats. & Regs., Regulations Preambles
1 30,039, 76 FERC Y 61,042 (1956); :ath denied, Order No.
587- A 77 FERC 9§ 61, 061 {1936} ; Order No. 587-B, 78 FERC
1 61,076 {1997}, Order No. B87-C, 78 FERC 1 61,231 ({1897}.

94/ Gulf States Transmisalon Corp., et al., 73 FERC { 61,102
(1997} . ’

pre



(63087 €T-TLN

Docket No. CP96-152-000, &t al. - 55 -

issues were raised in the interventions or letters filed with the
Commiasion and no significant environmental concerns were
identified by the staff, This proceeding inveolves restructuring
KanaOk, Riverside, and Kansas Pilpeline Partnershlp to reflect one
interstate pipeline system. The applicant's request for blanket
certificate authority to construct and operate certain facilitles
under section 157.204 qualifles as a categorical exclusion under
gection 380.4{a) (21). The applicant's proposal to provide sales
service under section 284,284 would have no environmental impact
ﬁincf no new facilities would be constructed to render this
service,

The ptaff prepared an environmental assesement (EA) for the
applicant's restructuring of the exlsting companies into one
jurisdictional company. The ER addresses when the facilities
were constructed, the condition of the pipeline right-of-way,
continuing maintenance of the plpeline right-of-way, and noise.

Baged on the discussion in the EA, the Commission concludes
that if ¢perated in accordance with the appllication, as
aupplemented, approval of this proposal would not constitute a
major Federal action signlficantly affecting the gualiry of the
human environment.

The applicant would cperate three compressor stations
conBtructed ap intrastate facilities in Kansas and Oklahoma
between 1990 and 1992, the Ottawa, Beaumont, and Pawnee
Compressor Stations, In responste to our data request of
Rugusgt &, 1936, the appllcant agreed to have nolee surveys
completed at each compresaor station between December. 1, 19%6 and
Pebruary 15, 1997, when the compressore could be operated at full
load. The applicant explained that due to low-load operating
conditions during the summer and ehoulder months, the compressors
could nok be operated at full load long enough to conduckt the
noige surveys at that time,

On Marxch 10, 1997, the applicant filed the.results of the
nolse surveys performed at the compressor atatlons during
December 1596 and January 1997. The following resultse were
reported: : . .

‘ _ ' Ldn at
Compressor Station HNeareah Realdence

Ottawa 683 feet  51.0 dRA
Beaumonkt 2,500 feet 54.4 4BA
Pawnee ' 1,300 feet 67.0 dBA |

. N
Based on the nolesa survey results flled with the Commission,
these nolse meamurementes appear reasonable. However, as
reflected in the table above, the noise level at the Pawnee
Compresgor Statlion exceeds an Ldn of 55 dBA. The applicant
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states that the noise level could be reduced to meet an Ldn of 5§
dBA by usaing one of the following alternatives:

{1} Install one new catalytic converter/ellencer module on
Unit 503 and replace exlsting catalytic converters on
Unite 501, 502, and 504 with catalytic
converter/allencer equipment; or

{2) 1Install sllencers on existing Unitse 501, 502, 503, and
504. However, this option may reduce staticn
horsepower. The applicant states that further analysia
‘of this option is ongoing.

The applicant has not identified which noise reducticn
alternative it proposes to use, The applicant 18 instructed to
Anatall addicional noilse controls at the Pawnee Compresssr!
Station to meet an Ldn of S5 dBA at any noise-sensitive areas at
full load within 1 year of the issuance of thils order. The
applicant ghall confirm compliance with the Ldn of 55 dBA
requirement by filing a second noise survey with the Secretary of
the Commission no later than 60 daya affter it installs the
additional noise controls,

The applicant states that the only known section of right-
of-way with stability or ercsion problems is a 6-inch-dlameter
plpeline spanning a drainage ditch in the Kangas City
metropolitan area. This pipeline was echeduled for reburial in
September 1996. All of the pipelines are monitored by field
peraonnel and by aerial patrol. Riverside, Kanpas Pipeline
Partnership, and KansOk gtate they have an ongolng program to
lower pipelines when shallow cover is discovered. The highest
priority areas are leocated on tlllable land. They try to work
clogely with landowners who farm, particularly when they perform
terracing work. Once shallow pilpalines that require remedial
attention are identified, corrective actions are taken.

To ensure proper malntenance, the applicant has agreed Lo
adapt the post-constructlon maintenance portions of our Upland
Eraglen Control, Revegetatlon, and Maintenance Plan (VIII.A.G5.)
and Wetland and Water body Mitigation Procedures (V.D.1l. and
VI.E.l and 2). The applicant is directed to do wo.

H. Other Taanes
(1) United Cilties' Protest

United Cities is a local distribution company (LDC} which
gerves the Kansas Clty metropolltan area, United Cities states
that the XKCC has prohibited Kaneas Pipeline Partnership from
bypassing United Cltiee to connect to its one and only large
industrial customer. United Cities proteste that the
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gommisaibn's policies do not encompass such protectlon from LDC
ypass. .

The Commission f£inds that United Cities' protest ie
apeculative and premature, While the Commission's policiee are
designed to foster competition in the natural gas industry, they
are not intended actively to encaurage LDC bypass. Moreover, the
Commiagicn's regulations provide that a pipeline must notify the
LDC if the pipeline proposes to bypass the LDC, United Cities
does not indicate that the applicant hag provided such
notification, nor doee the applicant indicate that it intends to
bypaas United Citles. If guch a bypass is proposed at a later
date, United Cicies ip frae to protest it then, and the

Commission will consider such protest in the appropriate
proceeding.

{2) The "Settlements®

On May 15, 1996, the applicant submitted for {nformational
purpoBes only a pleading styled as a settlement between it and
the RCC. The applicant requested that cthe Commimsion defer
comment on it until further notice, pending its discusasions with
the parties. Thue, thig pleading did not conastitute a settlement
under Rule 602 of the Commission's rules of practice and
procedures. Subsequent diacussicng between. the parties wera
nonproductive, and the KCC subsequently stated that clircumscances
had changed due to the passage of time and other events, thus
affectively mooring the purported settlement,

The applicant's February 18, 1997 filing also included a
gection styled as a settlement. However, thisg purperted
gettlemant 18 opposed by all the parties, and was prepared
without participation of the customers or other parties, Thus,
there was no give and take or discussions leading to a
convergence of viewpoint. Previously, the Commisaion hag feund
that 2 unilateral ¢iling that is styled as a settlement,
especlally one that is universally opposed, is not a settlemant
under Rule 602, 95/

On puguet 11, 1997, the applicant gubmitted for
informational purposes only another pleading styled as a
settlement. This pleading, which the applicant refers to as the
RCC settlement, was approved by an order of the KCC on July 29,
1997, 96/ The pleading purports ko settle all cases pending

95/ Seep Transcontine tal Gas Pipe Line Corporation, 37 FERC
1 51,288 at 61,889 {1988},

36/ Bee the KCC'e order “In the Matter of the Partial Suspenaion
of Weastern Resources! Monthly Purchased Gas Adjustment [BPGA)
E: {continued...}
~
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before the KCC and all tariff ipsues related to its proposed FERC
tariff for the signatorlea, ¥ansas Pipeline Parctnership, et al.,
the staff of the KCC, Weatern Resources and CURB. #illiams and
Kansas Pipeline Partnexrship filed for rehearing of the KCC's
order. -The applicant states that at such time as the XKCC
settlement becomes final, it will file tariff shests reflecting
the terms of that settlement. In any event, thia pleading was
gubmitted to the Commiseion for informational purposes only, Asg
guch, it does not constltute a settlement under Rule 602,
Accordingly, the Commisgeion will not address the merics of this
purported settlement.

I. Lifeing of Stay

The Commission's December B, 1995 order stayed the
effectivenesg_of the Commission'ts jurisdictional findings until
60 days after the issuance of an order on the merits of petitions
for rehearing. The instant order deniee those petitions for
rehearing and issues a NGA section 7(c} certificate to Kansas
Pipeline Company to acquire and operate its system in accordance
with federal regulatien. Accordingly, the Commission is lifting
its stay of the November 2 order, effective 60 days from the
igsuance of this order,

VI. Docket No. PR94-3-002

On June 15, 1995, tha Commisslon igsued an "Qrder
Establiphing Rates After Staff Panel Proceeding" in KanaQk's
proceeding in Docket Mo, PRS4-3-000, 97/ That order established
rates for KansQk for firm and interruptible transportation
service KansOk performed under NGPA sectlon 311i. The ratres were
subject to refund. KaneOk geeks rehearing of that orxder, arguing
the Commiseion erred by: (1) dipallowing proposed rate case
expenges; (2) disallowing the actual fuel usage factor: (3] nar
clarifying that KansOk gqualified for an income tax allowance; and
{4) requiring KansOk to make a rate filing by October 1, 13996,
three years from lte iniclal filing. These issues are discussed
below.

A, Allowance for Rate Cane Expenses

KaneOk proposed amortizing $45,000 in regulatory expenses
over a 3-year period, with the result that $15,000 of those costs
would be included in the proposed cost of service. The June 15
order rejected this proposal, inastead allowing rate case expenses

88/ {...continued)
Effective Date December 1, 31996, lssued in its Docket No.
57-WSRG-312-PGA, reh'g pending (1937}.

97/ KansOk Partnership, 71 FERC | 61,340 (1895).

ey
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of $1,753, or 1/3 of the $5,380 filing fee for KansOk's petition
for rate approval.

In its request for rehearing, KansOk presents material and
argues for rate case expenses of §29,691, represen;ing a three-
year amortization of $89,072. KanaOk now claims chis flgure
represents its actual regulatory expenses for the period
November 1, 1993, through June 1995, ‘

Kan states it is appropriate for the Commission to
approve ggtea based on thcpdata pubmitted hereln in recognition
of the absence of pre-filed testimony in the ataft panel
proceeding, 98/ ¥Firat, KansOk atates that participante in the
ataff panel proceeding have no advance notice of the issues to be
addressed, and KanaOk cannobt be reasonably expected to present
gupport at an informal, non-evldentiary staff panel proceeding on
ispues that had not been raiséd earlier.

Second, FansOk argues that its regulatory expenses could not
have been reflected in its test period data since they were
incurred after the test perlod in connection with the instant
proceeding. FKansOk states that it ia Commission policy toipgrmit
the recovery of puch costs amortized over a three-year peried to
spread rate case expénse over a pericd of time rathér than useda
test year approach because regulatory expendes are not incurre
each year. 99/

.Fipall KanaOk contends that since these expenses were
incurred inyéhia proceeding, they should be recovered over ;he
period during which the. ratems approved herein will be in effect.
Since i1t is Commission policy to permlt recovery of regulatory
expenges as a cost of gervice item, KansOk states chat there is
no legitimate basia for denying recovery of the costs it has
actually incurred.

The Commipsion's regulations do not provide for the
introduction of new evidence in conjunction with requests for
rehearing, The evidence must support the cost claimed in the
original filing. 100/ Thersfore, the Commiesion will grang
partial rehearing and permit KansOk to include as a co8t O
gservice 515,000 for regulatory expenses as proposed in its 5 000
initial filing (a chree-year amortizatien’of an estimated $45,
of such expenses). Upon reconsideration, the Commlsalon

g8/ Sees Mustang Fuel Corp., 31 FERC { 61,265 (198S).
i) hip, 71 FERC
Lakehead Pipe line Company Limited Partnership,
28/ %221,338 {1995); gee alsg Williston Basin Interstate
pipeline Co., 71 FERC { 61,019 (1995).

100/ Ses Southern Natural Gas Company, 72 FERC | 61,322 (19595).
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concludes that the documentation presented by Kanaegk in its
initial filing and in response to various data requests ig
sufficlent support for this cost of service item.

B.  Fuel lsage Factor

The June 15 order requiréd KansOk to use a fuel use factor
of 2.0% percent, as proposed by Western Resources, as opposed to
the 2,38 percent proposed by KanaCk. 1In rejecting KansOk's
proposal 1n favor or Western Resources, the order stated that
Kang0k had not provided support for the 2.38 percent figure,
whereas Weastern Resources had uged actual throughput and fuel uge
in developing ita proposed 2.09 fuel uase factor.

On rehearing, KapnsQk states that ite proposed 2.38 percent
factor representsa its actual compressor fuel usage. Xanspk
Btates that the actual throughput of 22,369,006 MMBtu used by the
Commigslon does not reflect the actual volumes compressed by
KanaOk. 101/ KanpOk notea that ite west leg has no compresaion
and that it does not charge compressor fuel for deliveries on
this leg. Further, volumes that exit the Transck system are not
compressed, KansOk argues that to include these volumes
artificially inflates the volumes compresied and,
correspondingly, understates the actual system fuel factor. If
throughput is matched with the correaponding fuel on KansCk and
Tranaok, KansOk calculates the fuel usage factor as follows:

Tranaok fuel 297,519 MMBRtu

KaneOk fuel 169,919 MMBLu
Total ! 467,338
KanaCk/Transck throughput 19,638,940
Fuel Usage 2.38 percent

KaneOk etates that it did not include as part of the Transok
fuel any volumes attributable to Transok-only dellveries, since
Transok-only throughput was not belng used to derive the fuel
factor. Moreover, since the Commipsion's fuel factor calculation
included KanaOk fuel, KansOk states it should not be applied to
Trangok-only deliveries that never flowed through KansOk'a
compressors. KaneOk notes that the fuel charge on Tranack is a

101/ This figure represents all volumes delivered by KansOk for
the 12 monthe ending September 3¢, 1993, including volumes
delivered through KapsOk's Pawnee compreasor atation to
Riveralde Pipeline Company, L.P., intrastate volumes
delivered off KansOk's west leg which has no compression,
and volumes delivered off Transck's intrastate aystem in
Oklahama.
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matter of contract between KansOk and Transok. FPurther, Kans(Ok
states that ite pxoposal is the same as that approved previously
by the Commission, in its sattlement in Docket Mo. PR91-6-000.
102/

Generally, the Commiselon believes a fuel use factor should
be applied system-wide, but that method 18 not appropriate here.
The calculation detalled in the June 15 order resulta in a
mismatch in volumes ylelding an inappropriate fuel use factor.
Given the operation of KansOk's gystem, KansOk's calculation more
appropriately marries throughput with compressor fuel usage. Our
review indicates that KansOk's calculatiocns are mathematically
correct. Therefore, we grant rshearing and will aliow KansOk to
use a fuel usage factor of 2.38 percent.

C. Allowance for Income Taxes

The June 15 order required KansOk to support its claimed
corporate tax allowance with evidence that its partners will
actually incur corporate taxes gn KaneOk's earnings. 1In
regponge, XansCk filed additional documentation to supplement the
record on June 30, 1995,

The documentation included: (1} data clarifying the
ownerghlp structure of KaneOk and Syenergy Pipeline Company,
L.P., {Syenergy) the managling general partner of KansOk; {2}
certificates of incorporation for the entities of the KansOk
Partnership ownerahip structure; and (3} a letter dated June 23,
1895, fram the accounting firm of Ernst & Young, the independent
auditoras of Syenergy. BAmong other thinga, the letter states that
for state and federal tax purposes, KansOk is merely a conduit to
its tax paying partnera and that all taxable income generated
from KansOk's activities are not tax-exempt but are allocated to
its partners who will be required to pay both federal and
Oklahoma income tax on behalf of the partnership's operationa.
¥anaCk alss included a caiculation of KansOk's deferred tax
liability 103/ and a recalculation of KansOk's rates reflecting a
rate hase adjustment for accumulated deferred income taxes.

The information supplied by KaneCk demonstrates chat its
partners ara corporations subject to corporate taxes, and ase
such, a corporate tax allowance for state and fedaral income
taxes in KanaOk's cost of service is justified. KansOk also
included a calculation of the appropriate accumulated deferred
income taxep in accordance with the Commission's tax

N
102/ See KansOk Partnership, 58 FERC Y 61,152 {(1%92).

/ 8Sgg Attachments 3 and 5 of KansQk's June 30, 1995 reaponae
to the June 15 order,

)
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normallzation palicies. However, XKans0Dk's calculacion of tax
allowance and accumulated deferred income taxes and the
subsequent recalculation of rates employs the current Oklahoma
state income tax rate of 6.00 percent, as opposed cto the 5.00
percent atate tax rate applicable to the rate peried in guescion.
Thus, the state cax rate should be 5.00 percent, the rate used hy
the Commission in the order establishing rataee, and the rate
employed by Kana0k in itse petition for rata approval. Therefore,
the Commission ia granting rehearing on this issue and directing
KansOk to flle revieed rates and supporting schedules
recalculating the tax allowance, accumulated deferred income
taxes, and rates emplovinag a 5.00 percent state income tax rate.

D. Rate Refiling Requirement

Ordering paragraph (D) of the June 15 order required KanasOk
to £ile a petition for rate approval purspuant to section
184.123(b) (2) of the Commission's regulations on or before
Octabar 1, 199€, to justify the Bysrtemwlde rates approved in the
proceeding in Docket No. PR94-3-000, or to file changed rates.
KanaOk did not make the requielte filing. On rehearing, XanasOk
arguea that there is no reagon tb require it to restate its
raten.

In light of the Commigeion's laenance hergin of the
certificates to Ranwas Plpeline Company, and the approval of
initial rates, the Commission does not see any purpose in
raequiring KaneOk to restate ite rates. Accordingly, the
Commigaion will not require XansOk to do so. The fact that
KanaQOk will now be part of an interstate pipeline and subject to
the Part 260 and 284 reporting requirements renders this issue
maot.

E. Refunds

KaneOk 18 directed to-file revised rates and appropriate
aupporting schedules and calculations within 15 days of the date
of the order, consistent with the findings above. The rates are
to he effeckive on Decamber 1, 1993,

Within 30 days of the date of thils order, XanaOk wmust refund
all amounte collected in excesa of the approved, recalculated
rates, together with interest calculated in accordance with 14
C.E.R, § 154.67 0F the Commiselon's regulations.

VII. Conglusian

Upon review of the record, the Commiseilan reaffirma its
conclusion that the natural gas system comprised on KanaOk,
Riveraide, and Karnsas Pipeline Partnership constitutes an
interstate pipeline system gubject to the Commission's
jurisdiction under the NGA, Accordingly, the Commission denie
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rehearing on this issue and grants Kansas Pipeline Company an NGA
section 7{c) certificate to acquire and operate its system. The
Commission rejects the proposed inclusion of market entry casta,
acquisition costs, project development costs, and other various
costs in the rate base and cost of service, and approves a rate
base of about $39 million, a cost of service of about $21.8
million, and initial ratea based on these figures. The
Commisslon is requiring XansOk to offer the capacity it leases on
Transok to Kansas Pipeline Company‘'s filrm customers. On ita own
motlon, the Commipeion is imsuing a limited jurisdiction NGA
section 7{¢} to Transck to operate the leased capacity. The
Commiseion is requiring Kansas Pipeline Company to offer no-
notice transportation -gervice, and to make varlous changee to its
proposed tarlff, In Docket No. PR%4-3-002, the Commission 1a
granting, in part, XansOk's request for rehearing, and
eatablishing refunds, Finally, the Commission is concluding that
the proceeding herein will not have an adverse impact on the
environment because no facilitlea are proposed to be conatructed.

The Commireion orders:

(A} The requests for rehéaring of the Commigsion's
November 2, 1995 order are denled.

(B} A certificate of public convenlence and necessity is
lssued to Kansas Plpeline Company in Docket Nos. CP96-152-000 and
-001, purauant to sectlon 7{c) of the NGA, to acguire and operate
the natural gae pipeline system, as described above and in the
application, as supplemented.

"{C} A blanket certificate authorizing unbundled firm and
interruptible sales service pursuant to Part 284, Subpart J of
the Commimsion’s regulatione 18 issued to Kanpas Pipeline
Company, . ’

(D} A blanket certificate authorizing certaln conetructien
and cperation of facilitles, sales arrangements, certificate
amendments, and abandonments pursuant to Part 157, Subpart P of
the Commission's regulatione is lssued to Kansas Plpeline
Company. .

(E} A limited Juriadiction NGA section 7(c) certificate is
igsued to Tranack in Docket No. CP97-738-000 to operate leaBed
capacity to deliver gas in intérstate commerce to Kansas Pipeline
Company's customers. This certificate ia 1imited to the
particular transaction involving the leased capacity and will not
affect the nonjurisdictional status of Transok's other
operations. Transok 48 inatructed to inform the Commisaion,
within 30 daye of the issuance of this order, as to whether
Transok accepts the certificate.
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{F} The certificate ismsued in Ordering Paragraph (E} above,
and the rights granted thereunder, are subject to compliance with
Subsections (a} and (e} of Section 157.20 of the Commission‘'s
regulations.

{G}) The applicant i@ instructed to make an appropriate
filing retlecting ite name change from Riverside to Kansas
Pipeline Company, and to reflect the new name on ita FERC Gas
Tariff. '

(H) The certificates issued in Ordering Paragraphs (B},
{C), and (D} ahove are conditioned upon Ransas Pipeline Company's
compliance with the Commisaion's regqulations, including Parts
154, and 284 and Subparts (a), (b}, (d), (e} of Part 157.

(I} XansOk, Riverpide, and Kansas Pipeline Parcnership are
inetructed to transfer to Kansag Pipeline Company all of the
assets reflected in Kansas Pipeline Company's rate base or cost
of service within 60 days of the lsauance of this order. Kansas
Pipeline Company im directed to flle ite actual accounting for
the tranafer of faciliciea, in conformance with Gas Plant
Inatruction No, 5 and the Instructions to Account 102 of the
Uniform System of Accounts. ’

{(F) - Kangas Pipeline Company is instructed to file, within
60 days of the issuance of this order: (1} all partnership
agreemente betwean Kansas Pilpeline Company and the entities that
will own it; and {2} all partnership agreements between Kansas
Pipeline Company and the entities it will coneist of and own.

(K} Xansas Pipeline Company ie ilnstructed to write off any
market entry costs and Linchpin project costs presently recorded
in its accounts to Account 426.5, Other Deducticns.

{L} Kansas Pipelina Company is insatructed to fille an NGA
section 4 rate case Justifying rates to become effective three
years from the issuance of thie order.

{M) Kansag Pipeline Company 18 instructed to make a
compliance filing of a complete tariff that includes a no-notice
rate achedule, all the changes and modificationa diascussed in the
body of this order and in Appendix €, the name changes as
requested by Riverside and eigned, and executed service agreements
within 30 days 'of this order,

{N) Kansae Pipeline Company ghall follow the mitigation
measures described in its application and supplements {including
responpes to staff data requests) and ae ldentified in the
environmental assessment, unless modifled by thia Order. Kansas
Pipeline must: (1) request any modification to these procedures,
measures, or conditlons in a filing wicth the Secretary of the
Commisalion {Secretary); (2) Justify each modification relative to
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aite-specific conditione; (3) explain how that modificacion
pravides an equal or greater level of environmental prorection
than the original measure; and {4) receive approval in writing
from the Diractor of the Office of Pipeline Reghlation hefare
uging that modification.

{0) Kansae Pipeline Company shall install additlonal noise
controls at the Pawnee Compressor Statlon to meet an Ldn of 55
dBk at any nolse-senaitive areas at full load within 1 year of
the iasuance of this order. _Kansas Pipeline Company shall
confirm compliance with the Ldn of 55 dBA regquirement by filing a
second nolee survey with the Secretary no later than 60 days
after it inastalls the additional nolse controls.

{P} The Commission's stay of ite November 2, 1995 order in
Dacket No, RP95-212-000, et al. is lifeed,.

(Q) The KCC's requeet for clarification that the November 2
order does not apply to pipelines in Xansag other than Kangas
Pipeline Partnership 1s granced.

(R} KansOk's request for rehearing in Docket No. PR%4-3-002
ig granted, in part, as discussed in the body of this order,

{3} KanaOk is directed to file in Docket No. PR94-3-000
revigsed rates and appropriate supporting schedules and
calculations within 15 days of the date of the crder, conslatent
sith the findings above. The rates are to be effective on
December 1, 1993.

{T} Within 30 days of the date of this order, KansOk must
refund all amounts collected in excess of the approved,
reécalculated rates in Docket No, PR94-3-000, togethex with
interest calculated in accordance with 18 C.F.R. §§ 154.67 and
164.501 of the Commiseion's regulations,

{11} Fahsag Plpeline Cowmpany is granted an extension of time
until June 1, 1998 for compliance with the gtandards developed by
GISB for electronic daca interchanga, electronic delivery
mechaniemg or internet server, and the related capacity release
standards adopted by the Commission in Order Nos, 587-B and 587-
c. '

(V} The late motione to intervene filed by Midwegt Gas
Users' hesoclation and the Citizens' Utility Ratepayer Board ave
granted.
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(W) All anewers, responges to answers, motions to correct
trangeripts of the technical conferences, and other pleadings

filed in this proceeding are accepted.

By the Commisesion. Commipploner Massey dissented with a

peparate gtatement attached,

o A ol
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Lois D. Cashell,

Secretary.
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hppendix A
Page 1 of 2
. (Eiled February 18, 1957}
Sheet No. '
3 thru 4 Ingert system mape
15 thru 17 Change ®Transition® to *Gas Supply Realignmant®;

remove blank lines and replace with *0.0000* to
indicate no current surcharges.

54 Under Section 3.5; change "15* to “17*

£ Under Section 3.4; change "15" to *16"

a1 Fill in issue date and Docket No. if applicable. -

91 Fill in blanks with "Docket Mo. CP96-152-000, et. al.*;
in Section 2; correct spelling "su" to *"shalls,

203 Correct 1.1; *EF* to *"F *, Correct 1,2{a) and 1.4{a);

indents. Correct 1.19 with the correct names. Correct
1.23; remove "Storage Agreement”,

224 Sectlon 8.2; correct indentc.

2286 Section 8.2{(c); enclose "¢* in parentheses. "8.2(d);
add comma after 8.2,

231 Secklon 9.4; correct indentation alignment of (a), (b},
tc} and (d}). .

232 Sectlon 9.5; correct lndentation alignment of (a) and

’ {b) . Rename *(a),.(b) and {(c}" under 9.5(b)} as “ (1),

(2) and (31", reapectively, and correct indentation
alignmentc. -

218 Paragraph {c); correct indentation.

238 Section 11.5(a); correct indentation.

239 ‘Section 11.5(b) (1)} correct indentation.

243 Section 12.11(a}: space between "1* and *times*,

248 Section 12.11{g) {1); correct Indentation, and replace

"12,11{g} (2} * with "12.13".

249-250 Add *12.12(a}" to title: “Types of Operational Flow
Ordera™. Change "(a}, (b} and (c}™ to "{1), (2) and
{3}, respectively,

250 Add *12,12(b)" o title: “The Charge for
variances....*. Change "{a}, {(b) and {cji* to *(L}, (2}
and (3}*, respectively. Remove "(* in third to last
line. ’

260 Section 14.6{d), second paragraph; add comma after
"unlegs®, add comma after *i4", add comma after
*service", add *accepta® after "and*.

263 Change -*15.4" to "15.3%, Add "16.1" to first paragraph
under "16. Statements and Payments", and correct
indentation. of “"16.1"..

266 Section 17.1; change "by" to "of" after "decislons"™ in
twelfth line.
267 Correct alignment.
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Appendix A
Page 2 of 2
269 Seccion 17.3(c}; add SCT; replace *17.6" with *"17.3",
in Section 17.3(d); replace *17.6* with *17.3". .
Sheet No.
270-281 Correct Alignment.

270

272

274
278

279
282
284
286

287

283

510
516

Section 17.3(d) (2}; correct "Section 154.16" to conform
to latest regulation nomenclature, add proper tariff
gheet numbers in blank, under 17.3{e), change "17.6* to
"17.3",

Sacclon 17.4(b}; insert "November 2, 1995" in blank
space.

Section 17.4(f) {4); correct "17.7* to *17.4".

Seccion 17.5(c) (2); insert correct tarlff sheet
numbera, in 17.5{c) (3), insert date as applicable,
Section 17.5(dj; insert correct tarilff sheet numbers.
Saction 17.6; delete entire section.

Correct Alignment.

Correct Allgnment, under Section 23.1(b); correct
"154.16" to conform to latest ragulaticn nomenclature,
Correct Alignment.

Section 24; correct "12.13(b)}" to the proper section
number, under Section 25.4(a}; remove "--* and ingert
correct gection number.

Add “CAPACITY RELEASE {continued)® to citle.

Add "A" after "EXHIBIT" in title.

General Changes: Change all references aof *154.67% Lo "154.5p01",
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{Issued October 3, 1997}
MASSEY, Commisaloner, gdlssenting:

I digsent from teday's rehearing order for the same reasons
stated in my original dissent in thig proceeding. 1/ 1In the
interest of brevity, T will not repeat all of those reasocns here.
wo pointa, however, are important enough to undérscore.

Firgt, central to my original dissent was the fundamencal
premise that parties should be entitled to rely on clear and
longstanding regulatory pronouncemente. That is still my viéw,
and today's order does not change my mind on the facts before us.
In my original dissent, I highlighted three specific prior
instances where the jurisedictional statua of these facllities was
called into guastion. In each case, the Commigeion found that
there was nothing in our regulations that prevented the
operational and corporate structure of these entities. 2/

Today's urder responde that the provisions for limited
jurisdicrtion in Ransas Pipellne Partnership's blanket certificate
applied only to activities within the scope of that certificate,
and that circumstances have materially changed since 1ita
issuance. Yet, in fact the Commiseion last looked at the

1/ KaneOk Partnership, et al., 73 FERC { 61,160 at 61,488-92
(1995}, order granting stay, 73 FERC ¢ 61,293 {199%5),

N

2/ cicing, Phenix Transmission Company, 32 FERC Y 61,096 at
61,262 (1985}, Riverside Pipeline Company, L.P., 48 FERC
§ 61,309 at 62,015 (1989); and Kansas Pipeline Company,
L.P., 49 FERC { 61,235 (1989},

(¢cc30SE) CT-1IN

Docket No., CP94-1%2-000 2

jurisdictional status of these facilities during our review of .
Riveralide Pipeline’s restructuring proceeding in compliance with
Order No. 636, The atructure of the relationship among thege
entities did not appear troublesome then, 3/ and has not changed
remarkably since. One searches the €6 pages of the rext of.
today’se order in vain for any factual explication of how
circumstances have changed over the past four years. Indeed,
there has been no change in circumstances that would justify the
Commigsion's whirling about-face,

Second, this extension of the Commission’'s jurisdictional
reach tramples legitimate etate regulatory authority. In lts
peiicion for rehearing, the Kansae Corporation Commission (KCC})
sets out in some detail its rather extensive efforts since 1985
to regulate the rates, terms and conditions of service of these
intrastate pipelines. Relying upon.the phantom of “changed
clrcumstances, " today’s ordexr boldly shreds 12 years of lawful
state regulation. Thia cannot be justified on the record before
ue, -

I ghare the majority’s firm commitment te the regulatory
principles enunciated in Order No. 636, Howaver, our regulatory
reach is not boundless, The majority ecofféd at an "excessively
legalistic approach® that would limit our jurisdiction. Yet, it
cannot poseibly be excesslvely legalistic to respect lawfuyl gtate
authority.

1 respectfully dissent from this order.

Wil

Comm

liam L. Masneay,
misa

sloner 4)

3/ On the contrary, in the order on Riverside’s compliance with-
Order No. 636, the Commlsaslon included a complete
description of Riversidets facilitieas, That descripticn
included both the 2-mile portion of Riverside’'s system that
transverses Wyandote County, Kansas to a point in Platte
county, Missouri and the two legs (east and weat) of the
systems that connect points between Osage County, QOklahoma
and Cowly County, Kansas, as well as Woods County, Cklahoma
and Comanche County, Kansaa, BAlthough noting that the east
and west legs of Riverside's asystem were conatructed
pursuant to Saction 311, the Commission never questloned the
jurigdictional status of the facilities. Riverside Pipeline
Company, 63 FERC § 61,282 {1983},
and on rehearing, 64 FERC Y 61,300 {1333}.
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UNITED STATES OF AMERICA
BEFORE THE .
FEDERAL ENERGY REGULATORY COMMISSION

Kansas Pipeline Company ) Docket Nos. CP96-152-000
Riverside Pipeline Company, L.P. ) CP96-152-001
)
Transok, Inc. ) Docket No. CP97-738-G00
)
KansOk Partnership ) Docket No. PR94-3-002
) - (Not Consolidated
)
KansOk Partnership ) |
Kansas Pipeline Partnership ) Docket No. RP95-212-000
Riverside Pipeline Company, L.P. ) 3
)
Williams Natura] Gas Company )
vs. 1 ) Docket No. RP95-395-000
Kansas Pipeline Operating Company ) :
KansQOk Partnership )
Kansas Pjpeline Parmf.:rshllp ) - : :
Riverside Pipeline Company, L.P. ) (Consolidated)
EMERGENCY MOTION
FOR EXTENSION OF STAY

L INTRODUCTION
Kansas Pipeline Company, Kansas Pipeline Partnership, KansOk Partnershiia,
Riverside Pipeline Company, L.P., and Kansas Pipeline Operating Company (collectively
“K.ansés Pipeline” or “the Company™) respectfully request that the Commissioﬁ grant aﬁ
emergency extension of the stay that is currently in effect in the above captioned

proceedings. As is fully explained below, the requested emergendy extension of stay

should be limited in its effléct to the rate and base rate reductions imposed by the “Order

MTL-14 (1 of 22)
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Grariting and Denying Rehearings, Issuing Certificates, and Establishing Refunds,” issued

October 3, 1997, Kansas Pipeline Co.. et ai., 81 FERC 9 61,005 (1997) (“October 3
Order™).

At the outset, Kansas Pipeline wishes to emphasize that, even though it has
requested rehearing of the Commission’s October 3 Order and continues to urge the
Commission to reevaluate the rates it had set in its Order, Kansas Pipeline is requesting
this extension of stay and seeking immediate, emergency relief because of the serious,
irreversible ramifications that would result if Kansas Pipeline is forced to begin to charge
the rates established in the Commission’s Order.

Specifically, if the rates set by the Commission in its October 3 Order go into

effect, the Company will be placed in default of its two outstanding debt obligations

which are used to finance the pipeline--a long-term debt obligation and a revolving credit

linc on which the Company relies to finance daily operations. Even if the lenders were to
permit the Company to continue to operate without asserting their right to demand
immediate repayment of the loans based on Kansas Pipeline’s default and t.he_Company
wére to begin charging the rates approved by the Commission in its October 3 Order, the
Company could aoperate only for a ﬁlane:r of months because it would be losing money -- |
over $525,000 each month. The Company would not be able to operate with such severe
negative cash flow, and fears that it may be forced to seek bankru;ztcy protection. Simply

put, the Company cannot remain economically viable and charge the rates set by the

Commission.

2 MTL-14 (2 of 22)
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" Further, this is not only 2 situation in which a company may be financially ruined.
The Commission must be made aware that, if the Company ceases to operate, there
inevitably will be disruption to the local natural gas market. First, since the Comparny’s
customers are firm customers that resell gas to consumers in Missouri and Kansas, natural
gas service is likely to be interrupted in the upcoming winter season. Second, if the
Company must sell off assets and reconfigure its pipeline systemn, such action necessarily

would take time and could hamper winter deliveries.

II. BACKGROUND

This proceeding has had a long and tortuous hiétory. Tﬂe QOctober 3 Order
describes that history in detail and it will not be repeated here. In the October 3 Order,
the Commission affirmed lts November 2, 1996, assertion of jurisdiction ovér Kansas
Pipeline and set initial rates for Kansas Pipeline’s services. It also terminated the stay
that it had originally granted as to the November 2 Order! For purposes of this
Emergency Motion For Extension Of Stay, the critical rulings in the October 3 Order are
the Commission’s reduction of Kansas Pipeline’s rate base (from approximately $100
million proposed by Kansas Pipeline to approximately $39 million) and Kansas

Pipeline’s allowed cést of service (from approximately $36.7 million proposed by Kansas

-~

v October 3 Order at Ordering Paragraph (P); Sec KansOk Partnership, et al., 73

FERC Y 61,293 (1995),

MTL-14 (3 of 22)
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Pipciiﬁc to $21.8 million). These reductions will take effect on December 2, 1997, unless
these rates arc stayed by the Commission.

On November 3, 1997, the Company requested rehearing of the October 3 Order?
In its Rehearing Request, Kansas Pipeline explained in detail the devastating financial
consequences the October 3 Order would have on the Company, including the triggering
of default under the Company’s two principal financing arrangements and severe negative
cashflow. Since the Commission will not have the opportunity to address the merits of
Kansas Pipeline’s Rehearing Request by December 2, 1997, Kansas Pipeline is requesting
that the Commission extend its current stay, but only with respect to the rate provisions
set forth in the October 3 Order, until such time as the Commission has ruled on the

Company’s Rehearing Request.
1. EXTENSION OF CURRENT STAY

A. The Commission Should Extend Its Current Stay.

The Commission should grant a limited extension of the current stay pending
evaluation of Kansas Pipeline’s rehearing request to prevent irreparable injury to kansas
pipeline, its customers and the general public. The Commission has the statutory

authority to stay any of its actions, if “justice so requires.” It is the Commission’s

of See Request for Rehearing of Kansas Pipeline Company, Kansas Pipeline

Partnership, KansOk Partnership, Riverside Pipeline Company, L.P., and Kansas Pipeline
Operating Company, filed November 3, 1997 (“Rchearing Request™),

¥ 5 U.S.C. § 705 (1994).

MTL-14 (4 of 22)
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practiﬁe to grant such a stay when the moving party satisfies a three prong test? First, the
movant must prove that the action, if not stayed, will cause irrcparable injury. Second,
the movant must show that a stay, if granted, will not harm other parties. Finally, the
Commission must be satisfied that the stay is|in the public interest? As discussed below,
Kansas Pipeline satisfies all three prongs. The courts apply a fourth standard, that the
applicant for a stay must demonstrate a significant probability that it will succeed on the
merits of its claim.# Although the Cornmission does not typically apply that standard, the
strength of Kansas Pipeline’s position on the merits, as set out in its Rehearing Request,

would satisfy this test, as well.

B.  The Consequences Of The October 3 Order Require Extension
Of The Existing Stay.

1. The October 3 Order Will Result In Irreparable Injury.

The key element to the Commission’s {three part test is irreparable injury® This

time and energy necessarily expended in the absence of a stay.’¥ [nstead, irreparablc

4

See CMS Midland, inc., Midland Cogeneration Venture Limited Partnership, 56
FERC 61,177 at 61,631 (1991), aff’d sub nom. Michigan Municipal Cooperative Group

v. FERC, 990 F.2d 1377 (D.C. Cir.), cert. denlied, 510 U.S. 990 (1993) (Midland)).
o Sec Midland at 61,631

L4 See Virginia Petroleum Jobbers Ass’n v. FPC, 259 F.2d 921 925 (D.C. Cir. 1958)
(“Petroleum Jobbers').

Y Midland at 61,631.

¥ Petroleurn Jobbers at 925.

5 MTL-14 (5 of 22)
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harm may only resuit from “monetary loss .. . where the loss threatens the very existence
of the movant’s business.” This scenario is exactly the situation facing Kansas Pipeline.
In its Rehearing Request, Kansas Pipeline described in detail the financial
consequences of the October 3 Order. Kansas Pipeline incorporates that discussion by
reference, and will not repeat it here./? To summarize, however, the Rehearing Request
discusses how the October 3 Order will trigger defauits under the Company’s loan
arrangement. A default will occur on the Combined Pipelines Note, the Company’s long-
term note with a face value of $91 million, because the Company’s rate base will be
reduced from approximately $100 million (as proposed by Kansas Pipeline and as relied
on by the lenders in agreeing to the $91 million financing) to $39 million {(approved in the
Order).tY Another default will occur on the Operating Note, the Company’s short-term,
revolving line of credit note of $7.5 million. (This note includes a cross-default provision
triggered by default under the Combined Pipelines Note:)w Further, if the Company is

forced to operate with the severe negative cash flow that would resulit if the

9/

= Wisconsin Gas Company v. FERC, 758 F.2d 669, 674 (D.C. Cir. 1985)
(“Wisconsin Gas™). See also lowa utilities Board v. FCC, 109 F. 3d 418, 426 (1996)
(“threat of unrecoverable cconomic loss, however, does qualify as irreparable harm™);
Performance Unlimited, Inc. v. Questar Publishers, Inc., 52 F.3d 1373, 1382 (1995)
(“impending loss or financial ruin of Performance’s business constitutes irreparable
injury”).

10

See Rehearing Request at pp. 10-22.

See Section 11.1(b)(ii) of the Combinéd Pipelines Note; see pp. 17-18 of the
Rehearing Request.
12}

= See pp. 18-19 of the Rehearing Request.

i
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Comﬁiission’s rates go into effect, another event of default would be triggered under the
“debt service coverage ratio” requirement of the Combined Pipelines Note ¥

Pursuant to Section 12(c) of the Combined Pipelines Note, Kansas Pipeline’s
failure to comply with any of the rerms contained in Section 1'1.1 of that Note constitutes
an Event of Defanlt that makes it possible for the lenders to declare the Combined
Pipelines Note immediately due and payable. The remaining balance under that Note is
approximately $68 million. Additionally, default under the Combined Pipelines Note also
triggers default under the Operating Note, which has a current outstanding balance of
approximately $6 million. Kansas Pipeline does not have the resources to withstand a call
by it:; lenders of either the Combined Pipelines Note or the Operating Note.

All of the financing for the Company’s operations are provided by the Combined
Pipelinés Note and the Operating Note. All of the Company’s utility property and
contracts are pledged as collateral under the Combined Pipelines Note and the Operating
Note. Accordingly, a default under either instrument could lead to foreclosure by its
lenders on the Company’s utility assets. Acceleration of the loans and/or foreclosure may

force Kansas Pipeline to seek bankruptcy protection. Obviously, default under either

Note and foreclosure by lenders on the eve of this winter heating scason poses a very

¥ See Section 11.1(b)(i) of the Combined Pipelines Note; p. 17 of the Rehearing
Request. Under that provision, Kansas Pipeline is required to maintain a debt service
coverage ratio of at least 1.15 to 1.0. Operating under a negative cash flow would violate
this requirement. Id.

7 ' MTL-14 (7 of 22)
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seri;aﬁs threat to Kansas Pipeline’s continued ability to provide reliable natural gas
service.

Default under its debt obligations may not force Kansas Pipeline into bankruptey
immediately, since it is conceivabie that the Company’s lenders would grant forbearance
or waive the events of default. Nevertheless, once the events of default described above
are triggered, the Company’s lenders have the right to call the loans at any time. If that
were to occur, Kansas Pipeline would be forced to file for bankruptcy protection.

Further, even if Kansas Pipeline’s lenders were to grant forbearance and not call
the loans, Kansas Pipeiine would face bankruptcy scon after effectiveness of the
October 3 Order. Kansas Pipeline would have an annual negative cash flow under the
October 3 rates as high as $6.3 miltion¥ Within weeks of impiementation of the
October 3 rates, Kansas Pipeline’s negative cash flow would exhaust its available
financial resources and it would be unable to pay its bills. Bankruptcy inevitably would
follow, the only question is exactly when Kansas Pipeline would be required to file.
Based on Kansas Pipeline’s current level of cash on hand and other available financial
resources, including the remaining $1.5 million of remaining available credit under its
Operating Note, Kansas Pii:oelinc fears that it may be forced to file for bankruptcy
pratection no later than the first quarter of 1998, if the October 3 Order becomes cffective

on December 2, 1997.

Appendix | to the Rehearing Request.

MTL-14 (8 of 22)
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' The economic consequences atone faced by Kansas Pipeline would constitute
irreparable injury under controlling precedent.’ However, as discussed below, if Kansas
Pipeline were forced to file for bankruptcy protection, there also would be severe
non-economic consequences that would impact others. Clearly, there would be
significant disruption to the Company’s ongoing business arrangements. Such disruﬁtiun
is paxtiéularly significant in light of the coming winter heating season. Kansas Pipeline is

fully subscribed and fully utilized at peak. Its firm customers, municipalities and local

distributors in Kansas and Missouri, rely on Kansas Pipeline for firm deliveries -- critical

Kansas Pipeline. Thus, any disruption of Kansas Pipeline’s operations would pose a

serious threat to reliable, retail gas service in Missouri and Kansas. Accordingly, both the

econofnic and non-economic risks posed by the Qctober 3 Order constitute irreparable

injury. |

\
In conclusion, the October 3 Order presents Kansas Pipeline with a doubie- |

barreled threat to its continued existence and ability to perform reliable service. Either

the Company’s defauit of its loans or its negative cash flow could lead to bankruptcy on

or shortly after December é, 1997. The only solution to this imrnediate risk of irreparable

injury is for the Commission to stay the effectiveness of the rate and rate base provisions

of the October 3 Order by extending the current stay.

in the winter months. In fact, one of Kansas Pipeline’s firm customers relies solely on l

See Wisconsin Gas at 674.

3 MTL-14 (9 of 22)
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2. Other Parties Will Not Be Harmed By An Extension of the
Stay.

Kansas Pipeline is requesting that the Commission stay only the rate and rate base
provisions of the October 3 Order. This stay can be tailored ta avoid any risk or injury to
other parties, if the Commission permits Kansas Pipeline to charge its existing rates
(subject to refund) whilf: the stay is i~ ~F=-t, VThe difference between the rates that
Kansas Pipeline charges during the period that the stay remains in effect, and the rates set
in the October 3 Order (ever; if modified on rehearing) wouid be refunded, to the extent
they result in any overpayment by Kansas Pipeline’s customers. -

Under this approach, Kansas Pipeline’s customers would continue o pay the rates
tﬁat are currently in effect under the Commission’s existing stay. Further, any refunds
ultimately ordered would earn interest, using the Commission’s approved interest rate.
Accordingly, no party would be prejudiced by Kansas Pibeline’s requested extension of

the existing stay.

3. Issuing a Stay of the October 3 Order Will Serve the
Public Interest.

As more fully discussed in Kansas Pipeline’s Rehearing chucst,. t_hc October 3
Order threatens to undo more than a decade of state and federal policy designed to
promote competition in the natural gas market in the Kansas City metropolitan area. Both
the Commission and the Kansas Corporation Commission (“KCC“):'t.Il.a.Ve recognized that

Kansas Pipeline plays an important role by offering a competitive alternative in a market

10 : MTL-14 (10 of 22)
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|

¥

that was a monopoly before Kansas Pipeline entered the market'¥ [n short, the Company

\

owes its existence 1o a public policy initiative, promoted by both the KCC and the
Commission, to introduce competition into the natural gas industry serving Kansas City
and its surrounding areas. Allowing Kansas Pipeline to be forced out of business before
the Comrmission has had the chance to reconsider its October 3 Order would thwart those
initiatives and be ihconsistent with the public interest,

Further, as discussed abave, the threat of disruprion of service during the
upcoming winter heating season will increase, if c;nly supplier remains to supply the

Kansas City metropolitan area,

C. The Commission Should Preserve The Status. Quo By Extending
The Stay That Is Currently In Effect, Modified Only To Allow
Kansas Pipeline To Unbundle Its Merchant Function.

‘In its October 3 Order, the Commission approved Kansas Pipeline’s unbundling of
its merchant function, consistent with the requirements of Order No. 636. Kansas
Pipeline’s contracts with its two largest customers, Western and MGE, enable it to
separate transportation rates from sales rates. Accordingly, Kansas Pipeline does not seek
a stay of the requirement that it unbundle its gas merchémt function. Kansas Pipeline only

requests that, during the period of the stay and pending the Commission’s rehearing of the

¥ See Rehearing Request at 32-35. See Order in re: Application of The Kansas

Pipeline Company, Docket No. 142,683-U (January 11, 1985); Riverside Pipeline Co..
L.P., 48 FERC ¥ 61,309 at 62,014 (1989).

'—Z’ October 3 Order, slip op. at 18,

11

|
1
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Octéﬁer 3 Order, the Commission permit Kansas Pipeline to continue to charge Western
and MGE (subject to refund) the transportation rates included in their respective existing
agreements,

To implement the requested extension of the stay, the Commission simply could
modify that stay to allow Kansas Pipeline to unbundle its merchant function** Kansas
Pipeline would continue to provide the services it has been providing, but on an
unbundied basis, and collect the rates on file with, and approved by, the Commission and
the KCC. For Western, this rate would be the rate negotiated pursuant to the KCC
Settlement.!¥ For MGE, the rate would be governed by the “Riverside I” firm gas
transportation agreement which Riverside and MGE exccuted on February 24, 1995.
That contract provides for unbundled gas transportation service at a rate negotiated by the
parties..

Kansas Pipeline intends to file, in the near future, tariff sheets that set out the
unbundled transportation rates that will apply beginning on December 2, 1997. These
tariff sheets will reflect Kansas Pipeline’s compliance with the Commission’s Order that

Kansas Pipeline unbundle its merchant function.

187

See KansOk Partnership, et al., 73 FERC ¥ 61,293 (1995). Extending the current
stay would require the Commission to madify ordering paragraph (p) of the October 3
Order and the directive at page 58 of the Order prov:dmg that the stay will be lifted

“effective 60 days from the issuance of this order.”
19

/

See Settlement Agreement between the Kansas Corporation Commission, Westerm,
and Kansas Pipeline, filed with the Cummission on August 11, 1997 (*the KCC
Settiement™).
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The requested extension of the existing stay would protect Kansas Pipeline, its

. ‘

customers, and the public from the dire consequences discussed above. Further, it would

.r'

enable Kansas Pipeline’s two largest customers to continue to pay rates that they had
agreed to pay through negotiations with Kansas Pipeline. Additicnally, as discussed
above, since these rates would be collected subject to refund, these customers should be

economically indifferent as to the stay.

IV. THE COMMISSION SHOULD STAY ITS ORDER REQUIRING
KANSOK TO PAY REFUNDS

In addition to setting Kansas Pipeline’s rates, the October 3 Order also ordered
KansOk to revise Its rates effective December 1, 1993, and to make related refunds. On
November 3, 1997, KansOk made those refunds to its customers. As KansOk’s only
customers are affiliates of Kansas Pipeline, those refunds were accounted for internally
and did not affect the cash flow of Kansas Pipeline or its affiliates. The refunds now
must be flowed through to non-affiliated customers, If the October 3 Order’s rates go
into effect, flowing through the KansOk refund amounts to unaffiliated customers may
place Kansas Pipeline in an impossible cash flow position.m

The Commission routinely stays refund effects of its orders, until issues raised by

related rehearing applications are resolved, 2 Although Kansas Pipeline has not

% MGE and Westemn will be the ultimate beneficiaries of these refunds when they

are flowed through.

2V See ldaha Pawer Co., 74 FERC 99 61,075, 61,224 (1996); Baltimore Gas &
Electric Co. and Potomac Electric Power Co., 74 FERC 99 61,283, 61,906 (1996);
(Continued...}
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challenged the Commission’s rulings with respect to KansOK’s rates, Kansas Pipeline
believes that, under the circumstances, these precedents support a stay of the October 3
Order mandating a refund at this time. Kansas Pipeline simply will be unable to pay the
undisputed refunds related to KansOk’s prior service. Accordingly, Kansas Pipeline
submits that a stay of the refund obligation is consistent with the public interest and will
not injure any party.

V.  THE STATUS OF THE TRANSOK LEASE

In its October 3 Order, the Commission required the Company to offer to assign
the Transok Lease to its firm customers. The Order did not address, however, the
possibility that Kansas Pipéline’s customers may refuse the assignment. Accordingly,
Kansas_s Pipeline hereby notifies the Commission of the status of discussions regarding the
Transok Lease.

The October 3 Order has left both Kansas Pipeline and its customers with
questions regarding the appropriate disposition of the Transok Lease. Transok is not
required to notify the Commission whether Transok intends to accept its limited
jurisdiction certificate, until December 2, 1997. Although Kansas Pipeline does not
belicve that there is any valid reason for Transok to refuse to accept the limited

jurisdiction certificate, Transok’s failure to do so has created substantial uncertainty for

{...Continued)

Cleveland Elec. Illuminating Co., 76 FERC {7 61,156, 61,926 (1996).
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Kansas Pipeline’s customers. Kansas Pipeline believes that that uncertainty may be
preventing customers from taking assignment of the Transok Lease.

Assuming that Transok were to wait until December 2 to accept the limited
jurisdiction certificate, even if the Company’s customers were willing to accept
assignment of the Lease, Kansas Pipeline will not have sufficient time to execute
assignments of the Transok Lease, before the October 3 Order goes into effect on
December 2, 1997. A complicating factor is that MGE had threatened that it would
terminate its canh-aéts with Kansas Pipeline, if Kansas Pipeline were to terminate or
assign the Transok Lease. This is especially confusing, since MGE has refused to take
assignment of the lease. Kansas Pipeline does not believe the Commission intended that
the Company choose between assigning ;hc Transok Lease (to an unwilling assignee) as
requircd by the Commission’s October 3 Order, or face termination of the contract by
MGE (onc of the Company’s two largest customers).

Kansas Pipeline remains willing to assign all, or a portion, of the Transok Lease to
its firm customers. It will continue to work toward assigning the lease. [f Kansas
Pipeline is unsuccessful in assigning the lease, because all, or some, of its firm customers
do not wish to accept the a;signment, Kansas Pipeline will retain, and continue to use,

any portion of the Lease that it has not assigned to its customers.2Z Kansas Pipeline’s

o If Kansas Pipeline’s firm customers remain unwilling to acéept assignment of the

Transak Lease after the existing uncertainty is eliminated, and if the Commission does
not allow Kansas Pipeline to retain the lease permanently, Kansas Pipeline will explore

all available alternatives as to the lease, including renegotiation, termination, and
(Continued...)
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retehtion of the lease -- until such time as it may be assigned -- will provide all interested
parties with more time to evaluate their options.

Kansas Pipeline’s retention of all or a portion of the Transok Lease will not disadvantage
any party. First, the scheduling provisions in Sections 14 and 15 of Kansas Pipeline’s tariff will
not discriminate against Kansas Pipeline’s small customers because those customers do not
currently use the Transok Lease capacity and will not use it in the future®’ Thus, Kansas
Pipeline’s retention of the leased capacity for the bencfit of the custorners that historically relied
on it will work no injustice on Kansas Pipeline’s small customers.

There are other practical considerations that support Kansas Pipeline’s retention of the
Transok lease, at least until such time as the details of assignment can be worked out among the
affected parties. From an operational perspective, Kansas Pipelinc’s experience in the daily
management of this very corﬂplicated lease, together with its knowledge of the Transok system,
will work to the advantage of Kansas Pipeline’s customers, at least in the short-term.

Kansas Pipeline is now able to use the Transok lease to effect daily and monthly
swing flexibility ta adjust its line pack. Kansas Pipeline has check measurement
capabilities and can perform quality checks at the Pawnee receipt point, whereas its
customers do not. The firm customers are not familiar with imbalance limitations or

minimum flow values, and thus have a greater potential to incur penalties. Simply put,

(-..Continued)
assignment.

& In fact, the Company offered tc lease firm capacity to these customers, and they

rejected it,
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Kansas Pipeline’s historical management of the Transok Lease to date, has provided the
pipeline with the information required to operate the system with the greatest flexibility in
scheduling and nominating gas deliveries, and maintaining daily and monthly balancing
to avoid the incurrence of penalties,

Finally, Kansas Pipeline requests clarification on how it should treat the costs
associated with the Transok Lease in Kansas Pipeline's rates after December 2, 1997, if
the lease is not assigned. If the Lease, or any portion thereof, is not assigned, Kansas
Pipeline requests that the Commission permit the Company to retain its costs associated
with the Transok Lease in the Company’s rates, until the Commission acts on the

Company’s Rehearing Request.

VI. REQUEST FOR A SHORTENED RESPONSE PERIOD AND
"PROMPT ISSUANCE OF AN ORDER

Kansas Pipeline asks the Commission to shorten the response time to this
Emergency Motion for Extension of Stay. Under Rule 213, interested parties ordinarily
would have 15 days to answer this motion.2¥ Without shortening of the normal response
period, the Commission may not have sufficient time in which to respond to Kansas
Pipeline’s requests. Accordingly, the Company asks that the Commission, in light of the

circumstances described in this Motion, require that answers to this Motion be filed no

later than November 17, 1997. To facilitate the filing of answers within the shortened

-

18 C.F.R. § 385.213(d).
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titme period, the Company has served this Motion on all parties by hand delivery, by

facsimile (with a copy by U.S. mail), or by overnight maii.
VII. CONCLUSION

For the reasons set out herein, Kansas Pipeline respectfully requests that the

Commission grant a limited stay of the rate and rate base provisions of the October 3

Order, as more fully described above.

Respegtfully submitted,
el AT

Michael A. Stosser
Jane E. Stelck
Heller Ehrman White & McAuliffe
815 Connecticut Avenue, N.W., Suite 200
Washington, DC 20006
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James C. Slattery

Drew J. Fossum

Wiley, Rein & Fielding
1776 K Sureet, N.W,
Washington, DC 20006

Dated: November 10, 1997
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CERTIFICATE OF SERVICE

I hereby certify that I have this day scrved a copy of the foregoing “Emergency
Motion for Extension of Stay” upon each person designated on the official service list
compiled by the Secretary in this proceeding.

Dated at Washington, D.C. this 10th day of November, 1997.

Respectfully submitted,

Dl

‘Michae] A, Stosser
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HELLER FHRMAN WHITE & MCSAULIFFE

ATTORNEYS
A PARTNEASHIF ar PROFEIZIONAL CORPORATIONS

815 CoNngcTICUT AVENUE, NW.
SurTE 200
WastinaTon, D.C. 20006-4004

TELEPHONE: (202) T85-4747
Factiuns: (202) 785-8377 Novabcr 10’ 1997

MicHanL A, STOSSER

Ms. Lois D. Cashell, Secretary

Federal Energy Regulatory Commission
Dockets Room 1A

888 First Avenue, N.E.

Washington, D.C. 20426

Re: Kansas Pipeline Company, et al.
Docket Nos. CP96-152, ef al.

" Dear Ms. Cashell:

flooa.-oz22

Wastingran, D.C,
Hong Kong
SiNGaPaRE

San Frawcisca
Los AngerLes
Fato Avro

SEATTLE
PoatLann
Tacoma
ANCHORAGE

Enclosed for filing is an original and 14 copies of an Emergency Motion For

Extension of Stay in the above-captioned docket.

Please date stamp and return one copy of the filing. Thank you for your attention

to this matter.

Sincerely,

ol () —
Michael A. Stosser

Enclosures
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"HELLER EHRMAN WHITE & MCAULIFFE
ATTORNEYS
85 CoONNECTICUT AVENUE, N.W,

SWTE 200
WasHingTOoN, D.C. 20008
PHONE: (202) 785-4747

Fax: (202) 785-8877
Facsimile Transmittal Sheet
DATE: November 10, 1997 # OF PAGES: 92/
FROM: Michael A. Stosser
TO: COMPANY: FACSIMILE NO.

B.J. Becker, Esq.

KN Interstate Gas

(303) 763-3115

David J. Heinemann, Esq.

Kansas Corp. Comm.

(785) 271-3354

Shippen Howe, Esq.

Van Ness Feldman

(202) 338-2416

Richard G. Morgan, Esq.'

Lane & Mittendorf, LLP

(202) 785-5351

Douglas J. Patterson, Esq.

Patterson Law Group

(913) 663-3834

Dennis K. Morgan

Missouri Gas Energy

(512) 370-8381

Penelope S. Ludwig, Esq Noram Gas (202) 347-4547
Tt JamigsF ‘F. Moriarity, B8q . ..~} Fleishman & Walsh LLP (202) 745-0916
Thomas M. Bradshaw, Esq. Armstrong, Teasdale (816) 221-0786
Keith Henley Riverside Pipeline Co., LP (913) 559-2573
Michael D. Palmer, Esq, Transok, Inc. (918) 591-2403
Marcy Harrison Panhandle Eastern Pipe Line | (202) 331-1181
Rebecca Cantrel] Enron Capital & Trade Res. (713) 646-5785
John C. Tweed Panhandle Eastem Pipe Line | (713) 989-3190
Mark G. Thessin United Cities Gas Company (615) 661-5877
Penny G. Baker Missouri Public Deot Service | (573) 751-9285

Jerry W. Amos, Esq.

Amos & Jeffries, LLP

(910) 273-2435

Carolyn Y. Thompson, Esq.

Jones, Day

(202) 737-2832

Stuart W. Conrad, Esq.

Finnegan, Conrad

-(816) 756-0373

R. Smead

Colorado Interstate

(719) 520-4395

Walker Hendrix, Esq.

Citizens’ Utility Ratepayers

(785) 271-3116

David D’Alessandro, Esq.

Morrison & Hecker, LLP

(202) 785-9163

Richard A. Dixon

Western Resources, Inc.

(785) 575-1798

Tino M. Monaldo, Esq.

Riverside Pipeline Co., LP

{316) 665-5961

William W. Grygar

Panhandie Eastern Pipe Line

(713) 989-3190

MTL-14 (21 of 22)
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TO: COMPANY: FACSIMILE NO.
Sherrie N. Rutherford, Esq. Noram Gas Transmission Co. | (713) 308-4081
Peter G. Esposito Natural Gas Clearinghouse (970) 349-2082

Martin J. Bregman, Esq..

Western Resources, Inc.

(785) 575-1798

James G. Flaherty, Esq. Amos & Jefferies, LLP (910) 273-2435
Brian D. O’Neil, Esq. Leboeuf, Lamb {202) 986-8102
Gregory Grady, Esq. Wright & Talisman, P.C. (202) 393-1240
James Howard, Esq. Colorado Interstate Gas Co. (202) 331-4617

Mark A. Burghart, Esq.

Alderson, Aldersan ¢t al.

(785) 232-1866

Joseph W. Miller, Esq.

Williams Companies, Inc.

(918) 562-6928

The information contained in this communication is intended only for the use of the addressee and
may be confidential, may be attorney client privileged and may constitute inside information.
Unauthorized use, disclosure or copying is strictly prohibited, and may be unlawful. If you have
received this communication in error, please immediately notify us at (202) 785-4747.
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Missouri Gas Energy
Case No, Gr-96-450

Gas Supply Costs
Mid-Kansas )) vs 8% of WNG/PEPL
and Oxy T/ Pricing
Jul-956 Aug-96 Sep-96 Qct-96 Nov-96 Dec-96 Jan-97 Fehb87 Mar-97 Apr-97 May-87 Jun-§7 ~ Total
Volumes 302,237 157,829 0 145,866 792166 - 1,438,462 1,451,756 1,286,765 713,137 718,774 739,217 719,755 = B,A476,964
WNG/PEPL 70%/30%
WNG $2.1800 $2.1400 $1.8700 $1.6800 $2.5000 $3.6800 $4.3000 $2.8100 $1.6300 $1.7000 $1.9200 $2.1100
PEPL $2.1800 $2.1300 $1.6700 $1.6500 $2.5100 $3.6100 $4.1000 §2.7700 31,6400 $1.7100 $1.9500 $2.1300
WNGIPEPL T0%/30% $2.1800 $2.1370 $1.6700 $1.6830 $2.5030 $3.6590 $4.2400 $2.7980 $1.6330 $1.7030 $1.9280 $2.1160
Rate @ 8% Premium $2.3544 $2.3080 $1.8036 $1.8176 $2.7032 $3.9517 $4.5792 $3.0218 $1.7636 $1.8392 $2.0833 $2.2853
WNGIPEPL COG $711,587 $384,263 $0 $265,132  $2141,415 $5684.389 $6647881 $3918616 $1,257,717 $1.321998 $1,540,026 $1,644.842 $25497,875
OXY TIS .
OXY T/S Rate $3.0351 $2,9678 $1.8603 §4.5282 $2.8952 $3.8945 $4.4561 $2.89894 $1.7453 $1.8274 $2.4708 $2.7043
OXY Tis COG $917,320 $468,405 30 $660.510 $2372,696 $5602090 $§6,4569,170 33876549 $1,244638 §1,313488 $1.826.457 $1,946433 $26,697,756
Mid-Kansas Ii
Transok $2.0100 $1.9200 $1.4800 $1.4900 $2.2000 .$2.9300 $3.6500 $2.4800 $1.4100 $1.5200 §1.7900 $1.9200
Rate @ 5% Premium $2.1108 $2.0160 $1.5540 $1.5645 $2.3100 $3.0785 $3.8325 $2.6040 $1.4805 $1.5960 $1.8795 $2.0160
Rate for Excess Yolumes $2.4200 $3.4850
Mid-Kansas li COG 5637871 $318,183 $0 $228,207 $1,654,607 %3,830,267 %5563,855 83,376,776 §1,055789 31,147,163 $1,389358 §$1451026 $20653,114
Excess Vol. COG $0 $0 $0 $0 $183,644  $670318 $0 $0 $0 $G $0 $0 $853.962
Mid-Kansas Il COG $637 871 $318,183 30 $228,207 $1,838251 $4,500585 $5.563.855 $3.376776 $1,0557989 $1,147,163 $1,380.358 $1,451,026 421,507,076
53800798

Warlance Mid-Kansas Il vs WNG/PEPL

Varlance Mid Kansas Il vs OXY T/S §$5,180,680

(L 30 1) S1~1IRW
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FIRM GAS PURCHASE AGREEMENT

This Agreement is made and entered into this st day of December, 1994, by
and between K N Gas Marketing, Inc., a Colorado corporation ("Seller") and Missouri
Gas Energy, a division of Southern Union Company, a Delaware corporation,.("Buyer")
referred to collectively as "Parties” or singularly as "Party".

In consideration of the premises and mutual covenants and agreements set forth
herein, Buyer and Seller agree as follows:

ARTICLE |
DEFINITIONS

Except in those certain instances where the context states another meanlng, the
following terms when used in this Agreement shall mean:

1.1  Natural Gas and Gas: Natural Gas produced from Gas wells and Gas
produced in association with oil (casinghead Gas) and/or the residue Gas resulting
from processing both casinghead Gas and Gas-well Gas.

1.2 Day: As defined by the Transporter in the applicable transportation
service agreement, or if not defined, then the period of twenty-four (24) consecutive
hours beginning at 7:00 a.m. Centrai Standard Time on any calendar day and ending at
7:00 a.m. Central Standard Time on the calendar day immediately following.

1.3 Month: As defined by the Transporter in the applicabie transportation
service agreement, or if not defined, then a period beginning at 7:00 a.m. Central
Standard Time on the first day of a calendar month and ending at 7:00 a.m. Central -
Standard Time on the first day of the calendar month immediately following, except that
the first month shall begin on the date of initial deliveries of Natural Gas hereunder and

shall end at 7:00 a.m. Central Standard Time on the first day of the calendar month
immediately following. -

1.4 Mcf: One thousand (1000) cubic feet.

1.5 Btu: British thermal unit. The term Dth shall mean one million
(1,000,000) Btu.

1.6 Heating Value: As defined by the Transporter in the applicable
transportation service agreement, or if not defined, then the gross number of British
thermal units (Btu's) which would be contained in the volume of one (1) cubic foot of
Gas at a temperature of sixty degrees (60°) Fahrenheit, when saturated with water
vapor and under a pressure of fourteen and seventy three hundredths (14.73) pounds
per square inch absolute and adjusted to reflect the actual water vapor content of the

MTL-16 (1 of 13)



Gas delivered; however, if the water vapor content is seven (7) pounds per million
cubic feet or less, the Gas shall be deemed dry.

1.7 Transporter: The transporting pipeline company(s) actually transporting

the Gas that is the sub;ect of this Agreement at the Delivery Point(s) specified in Exhibit
llAll

1.8  Baseload Quantity: Quantities of Gas delivered and received with 100%
load factor as specified in the then effective Exhibit “A”. The daily quantity will remain
constant through each month.

1.9 \Variable Quantity: Quantities of Gas which Buyer may nominate on a
monthly basis above the Baseload Quantity as specified in the then effective Exhibit
“A”. The daily quantity will remain constant through each month.

2.0 Peaking Quantity: Quantities of Gas which Buyer may nominate as a
daily quantity for a limited number of days during certain months as specified in the
then effective Exhibit "A".

2.1 Daily Purchase Quantity: The Baseload Quantity plus any Variable or
Peaking Quantity nominated for that particular month.

22 Contract Year: Twelve month period beginning December 1 through
November 30 for the term herect.

ARTICLE i

TERM

Subject to the other provisions of this Agreement and Exhibit "A" attached

hereto, this Agreement shall be effective and operative from and after December 1
1994, and shall continue in full force and effect through a primary term of five (5) years.
This Agreement shall continue thereafter on a year-to-year basis until canceled by

either Party upon ninety (90) days written notice prior to the end of the primary term or
any extension thereof.

ARTICLE i

QUANTITY, PRICE AND COMMITMENT

3.1  Subject to the other provisions of this Agreement dnd Exhibit "A" attached
hereto, Selier agrees to sell and deliver or cause to be delivered to Buyer, on a firm
basis, and Buyer agrees o purchase and receive or cause to be received from Seller
the Daily Purchase Quantity of Natural Gas for the term of this Agreement.

3.2 During the term of this Agreement, the Parties shall effect the actual sale
and purchase of Gas pursuant to the terms and conditions hereof by signed Exhibit(s)
2 MTL-16 (2 of 13)
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"A", in the form attached. hereto. More than one Exhibit "A" may be execuied and in
effect at the same time.

33 The Exhibit(s) "A" hereunder shall be executed for the purpose of
confirming the Parties' agreement as to Agreement Pericd, Quantity, Delivery Point(s)
and Price. It is intended that such Exhibit(s) "A" shall become a part of and
incorporated by this reference into this Agreement, that the terms set forth therein shall
be binding as though- set forth in the body of this Agreement, and that the sale and

purchase of Gas pursuant to such Exhibit(s) "A" shall be subject to all other terms and
conditions set forth in the Agreement.

3.4 If Seller fails to deliver or Buyer fails to accept on a firm basis the full
Daily Purchase Quantity on any day during the applicable purchase period, and such
failure is not excused by Force Majeure as defined in Article XIV herein, then the non
defaulting Party may recover damages from the defaulting Party as provided in this
paragraph. Seller may recover the product of the amount of Dth of Gas that Buyer was
deficient in taking (not to exceed the amount actually sold in a replacement sale) times
the difference between the price per Dth received by Seller and the price specified in
the applicable Exhibit "A", if the replacement price is lower. In the event Buyer is
deficient, Seller shall have first right to Buyer's firm transportation capacity related to
the deficiency in order to enable Seller to make a replacement sale. Buyer may
recover the product of the amount of Dth of Gas that Seller was deficient in delivering
(not to exceed the amount actually purchased as replacement) times the difference
between the price per Dth paid by Buyer and the price specified in the applicable
Exhibit "A", if the replacement price is higher. In each instance, the defaulting Party will
also pay the non-defaulting Party any exira transportation costs or other incidental

charges or expenses incurred (net of any savings) in the replacement sale or purchase

and will use good faith in procuring the best price available for such repiacement sale
or purchase, as applicable. The damages provided herein shall be Seller's and Buyer's
sole remedy for failure of the other Party to buy or sell the daily purchase volume,
except for liability for *imbalance charges” provided for in Article V hereof. '

ARTICLE IV

DELIVERY POINT(S)

41 The Delivery Point(s) at which title shall pass from Seller to Buyer for all
Gas delivered hereunder shall be as described on the then effective Exhibit(s) "A™.

42 Title to the Gas sold and delivered hereunder shall pass to Buyer at the
Delivery Point(s). As between the Parties hereto, Seller shall be in control and
possession of the Gas and responsible for any loss and/or any damage or injury
occurring until delivered to Buyer or third Parties for the account of Buyer at the
Delivery Point(s), after which delivery, Buyer shall be deemed to be in exclusive control
and possession thereof and responsible for any loss and/or injury or damage caused
thereby. Seller shall be solely responsible for all arrangements and costs to deliver
Gas to the Delivery Point(s), including gathering, processing, and transportation if
required. Buyer will be solely responsible for all delivery arrangements and costs
downstream of the Delivery Point(s) unless otherwise provided for in this Agreement.

3 MTL-16 (3 of 13)



Seller and Buyer, as each to each other, each assumes full responsibility and liability
for the maintenance and operation of their, or their designee's, respective properties, if
any, and shall indemnify and save harmiess the other Party from all liability and
expense on account of any and all damages, claims or actions, including injury to and
death of persons, arising from any act or accident in connection with the installation,
presence, maintenante and operation of the property and equipment of the
indemnifying Party, or its designee.

ARTICLEV

NOMINATIONS, TRANSPORTATION AND PENALTIES

5.1  Subject to the other provisions of this Agreement and Exhibit "A" attached
hereto, at least twenty-four (24) hours prior to the transporting pipeline's nomination
deadline, Buyer shall nominate to Seller estimated daily quantities under each currently
effective Exhibit "A" for each of the days in the month. Seller shall deliver or cause to
be delivered to Buyer the nominated quantities up to the maximum quantity of Dth of
Gas per day set forth on all currently effective Exhibit(s) "A".

5.2 Buyer shali have the right, but not the obligation, to purchase and receive
from Selier additional quantities of Gas on any day which Seller determines, in its sole
discretion, can be delivered in excess of the volume specified in Exhibit "A".

5.3 Therules, guidelines, and policies of the Transporter, as may be changed

from time to time, shall define and set forth, among other things, the manner in which -

Gas purchased and sold under this Agreement is transported to Transporter.at the
Delivery Point(s) specified in Exhibit "A". Buyer and Seller recognize that the receipt
and delivery on Transporter's pipeline facilities of Gas purchased and soid under this
Agreement shall be subject to the operational procedures of Transporter. In the event

Transporter elects to transport in accordance with the General Terms and Conditions of -

its then effective Federal Energy Regulatory Commission Gas Tariff which may allow
Transporter to impose penaities for imbalances, Buyer and Seller shall be obligated to
use their good faith efforts to avoid imposition of such penaities. If during any month
Buyer or Seller receives an invoice from Transporter which includes an imbalance
penaity charge, both Parties shall be obligated to use their good faith efforts to
determine the validity as well as the cause of such imbalance penalty charge. If the
imbalance penalty charge was imposed as a resuit of Buyer's actions (which shall
include, but shall not be limited to, Buyer's failure to accept the Daily Purchase

Quantity), then Buyer shail pay for such imbalance penalty charge. if the imbalance -

penaity charge was imposed as a result of Seller's actions (which shall include, but not
be limited to, Seller's failure to deliver the Daily Purchase Quantity), then Seller shall
pay such imbalance penailty charge.

4 MTL-16 (4 of 13)
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ARTICLE VI

QUALITY

6.1  All Gas delivered by Seller hereunder shall be of such quality so as to
meet the specifications of the Transporter receiving the Gas at the Delivery Point(s).

6.2 Buyer shall not be obligated to purchase any Natural Gas which is not
merchantable or does not meet all specifications required by Transporter.

ARTICLE Vil

DELIVERY PRESSURE

The Gas sold and purchased hereunder shall be delivered to Buyer at a
pressure sufficient to effect delivery into the facilities of Transporter Buyer shall not

have an obligation to compress or to continue compression of the Gas delivered
hereunder.

ARTICLE VI

. MEASUREMENT AND TESTS -

The unit of measurement for Natural Gas delivered and sold by Seller hereunder
shall be one million (1,000,000) British thermatl units ("Dth"). Measurement and testing
of Natural Gas volumes hereunder shall be in accordance with the transportation
agreement(s} entered into with the Transporter, as amended from time to time.

ARTICLE IX

BILLINGS AND PAYMENTS

9.1 On or before the tenth (10th) day following the month of deliveries of Gas
hereunder, Seller shall deliver to Buyer a statement for the preceding month properly
identified as to the delivery location, showing the total volume of Gas delivered and the
amount due. If the actual voiume delivered is not available by the contractual billing
date, billing will be prepared based on naminations. The estimated volume will then be

corrected to the actual volume on the following month's billing or as soon thereafter as
actual transport information is available.

Buyer shall remit payment to Seller by-wire transfer to K N GAS
MARKETING, INC. or as may be designated in writing from time to time, on the later of the
twenty-fitth (25th) day of the month, or within fifteen (15) days after receipt of such
statement whichever is later., Buyer shall be deemed to have received Seller's
statement as follows: (a) if sent by facsimiie, upon Seller's receipt of mechanical
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verification of facsimile transmission provided also all facsimile transmissions shall be
followed by mailing an criginal invoice to be received within three (3) days; or (b) if sent
by courier, one day mail delivery or express service, upon Buyer's actual receipt.

3.2 If any overcharge or undercharge in any form whatsoever shall at any
time be found and the'bill therefore has been paid, Seiler shall refund the amount of the
overcharge received by Seiler and Buyer shall pay the amount of the undercharge
within thirty (30) days after final determinations thereof without interest; however, no
retroactive adjustment will be made for any overcharge or undercharge beyond a
period of twenty-four (24) months from the date a discrepancy occurred. In the event a
dispute arises as 'to the amount payable in any statement rendered, Buyer shall
nevertheless pay the amount not in dispute to Seller pending resolution of the dispute.

if it is determined that Buyer owes Seller the disputed amount, Buyer will pay Selier
that amount,

9.3  Should Buyer fail to pay all of the amount of any undisputed bill when the
same becomes due, Buyer shall pay Seller a late charge on the unpaid balance that
shall accrue on each calendar day from the due date at a rate equal to the prime rate
per annum as published by Texas Commerce Bank, Austin or its successor plus two
percent (2%), provided that for any period that such iate charge exceeds any
applicable maximum rate permitted by law, the late charge shall equal said applicable
maximum rate. The late charge provided for by this Paragraph shall be compounded
monthly. If either principal or late charges are due, any payments thereafter received
shall first be applied to the late charges due, then o the previously outstanding
principal due and lastly, to the most current principal due. In addition to any other
remedy it may have hereunder, Seller shall have the right to immediately suspend
deliveries of Gas if any bill becomes delinquent and Buyer does not make payment to
Seller within ten (10) days after recsipt of written notice from Seller of such delinquency
or if Buyer breaches any other term or condition of this Agreement and Buyer does not
cure such breach within ten (10) days after receipt of written notice from Seller.

ARTICLE X
CREDIT

At any time during the term of this Agreement and any extensions hereof, should
Buyer fail to make timely payments of undisputed statements or should Buyer become
insolvent or file for bankruptcy protection, Seller may require Buyer to provide
reasonable security, in the form of advance payment, deposits, or letter of guarantee as
Seller may reasonably require to ensure Buyers payment for Gas purchased

hereunder, If Seilier should become insolvent or file for bankruptcy protection, Buyer '

may terminate this Agreement upon ten (10) days prior written notice.

6 MTL-16 (6 of 13)
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ARTICLE XI

ROYALTIES AND TAXES

Seller shall pay or cause to be paid all royalties and taxes lawfully levied on
Seller, or otherwise to” be borne contractually by Seller, and applicable to the Gas
delivered hereunder prior to its delivery to Buyer. Buyer shall pay all taxes lawfully
ievied on Buyer applicable to such Gas after delivery to Buyer or Buyer's designee. In
the event that Seller is legally obligated to collect such taxes from Buyer, Seller shall
have full authority to do so. f Buyer is exempt from any such taxes, Buyer shall furnish
Seller with a valid and properly completed resale or exemption certificate.

ARTICLE Xil
NOTICES
Any notice, request, demand, statemeni, or payment provided for in this

Agreement shall be in writing and deemed given when actually delivered or when

deposited in the United States mail, postage prepaid, directed to the post office
address of the Parties:

SELLER . BUYER:

Notices ‘ Notices-

K N Gas Marketing, Inc. Missouri Gas Energy

P.Q. Box 281304 504 Lavaca, Suite 800
Lakewood, CO 80228-8304 Austin, Texas 78701
Attn.: T.J. Carroll Attn.: Gas Supply
Telephone: (303) 9838-1999 Telephone: (5612) 370-8275
Facsimiie: (303) 763-3511 Facsimile;: (512) 476-4566
Payments Invoices

K N Gas Marketing, Inc. Missouri Gas Energy

cl/o First Interstate Bank Denver, N.A. 504 Lavaca, Suite 800
ABA No. 102000018 Austin, Texas 78701

633 17th Street Attn.; Gas Accounting
Denver, CO 80270 Telephone: (512) 370-8264
To: KNGM Acct. #7618794 Facsimile: (512) 370-8346

or at such other address as either Party may from time to time designate as the
address for such purposes by registered or certified letter addressed to the other Party.
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ARTICLE Xill

WARRANTY OF TITLE AND RESPONSIBILITY

13.1 Seller warrants titie to all Gas delivered by it, that it has the right to sell
the same, and that suéh Gas is free from liens and adverse claims of every kind. Seller
shall pay or cause to be paid ali sums due on the gathering or handling of the Gas
delivered by Seller. Seller shall indemnify and save Buyer harmless from and against
all taxes, payments, liens or other charges applicable to said Gas arising prior to its
defivery to Buyer or Buyer's designee.

13.2 The right to process Gas sold hereunder for the recovery of liquefiable
hydrocarbons shazii be retained by Seller, at Seller's sole option. Any such processing
may be conducted by or on behalf of Seller at any point, including downstream of the
Delivery Point(s), but prior to the Gas entering facilities owned by Buyer. Seller shall
make ail necessary arrangements for processing and will bear all costs of processing,
inciuding but not limited to shrinkage and fuel Gas. Seller shall own and have all right,
title, and interest in and to any liquefiable hydrocarbons, helium, or other substances
which result from processing. Seller will cause a thermally equivalent quantity of Gas
to be returned to Buyer after any such processing.

ARTICLE XV

FORCE MAJEURE

Except for Buyer's obligations to make payments hereunder, neither Party hereto
shall be liable for any failure to perform the terms of the Agreement when such failure is
due to Force Majeure as hereinafter defined. The term "Force Majeure” as employed in
this Agreement shall mean acts of God, strikes, lockouts, or industrial disputes or
disturbances, civil disturbances, arrests and restraint from rulers or people,
interruptions or terminations by or as a result of government or court action or orders,
or present and future valid orders of any regulatory body having jurisdiction, acts of the
public enemy, wars, riots, blockades, insurrections, inability to secure or .delay in
securing labor or materials by reason of aliocations promulgated by authorized
governmental agencies, epidemics, landslides, lightning, earthquakes, fire, storm,
floods, washouts, explosions, breakage or freezing of pipelines, inability to obtain
easement or rights-of-way, the making of emergency repairs or alterations to lines of
pipe or plants, failure or inability or any other cause, whether of the kind herein
enumerated or otherwise not reasonably within the control of the Party claiming Force
Majeure. The Force Majeure shall, so far as possible, be remedied with all reasonable
dispatch. The settlement of strikes or lockouts or industrial disputes or disturbances
shall be entirely within the discretion of the Party having the difficulty, and the above
requirement that any Force Majeure shall be remedied with aill reasonable dispatch
shall not require the settiement of strikes, lockouts, or industrial disputes or
disturbances by acceding to the demands of any opposing Party therein when such
course is inadvisable in the discretion of the Party having the difficuity. A decision by
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ifhe Party claiming force majuere to close a facility due to business or economic
conditions shall not fall within the meaning of Force Majeure.

ARTICLE XV

GOVERNMENTAL RULES, REGULATIONS AND AUTHORIZATION

15.1 This Agreement shall be subject to ali valid applicable state, local and
federal laws, orders, directives, rules and regulations of any governmental body,

agency or official having jurisdiction over this Agreement and the sale and purchase of
Gas hereunder,

15.2 If at any time during the term hereof, any governmental authority having
jurisdiction over this Agreement and the sale and purchase of Gas hereunder shall take
any action as to Seller or Buyer or any transporter whereby the sale, transportation,
other handling (compression or treating), delivery, receipt and use of Gas as
contemplated hereunder shall be proscribed or subjected to terms, conditions,
regulations, restraints, or price or rate controls, ceilings or limits that in the sole
judgment of Seller or Buyer are unduly or overly burdensome to that Party, such Party
may at any time thereafter, upon six (6) months prior written nctice to the other party,
cancel and terminate this Agreement without further Ilablllty hereunder, except as to
payments due at the time of such termination. -

153 Buyer and Seller agree to file or have filed in a timely manner all
applications, affidavits, statements and notices required for sale, transportation and
delivery necessary of the Gas hersunder.

ARTICLE XVI

ASSIGNMENT

This Agreement shall extend to and be binding upon the Parties, their
successors and assigns, but no transfer of whatsoever kind, wholly or partially, shall be
made without the prior written consent of the non-transferring Party, except that Buyer
may assign this Agreement to a financially capable affiliate without such consent, which
consent shall not be reasonably withheid. Nothing herein contained shall in any way
prevent either Party hereto from pledging or mortgaging all or any part of such Party's
property as security under any mortgage, deed of trust, or other similar lien or from
pledging this Agreement or any benefits accruing hereunder fo the Party making the

pledge, without the assumption of the obligations hereunder by the mortgagee,
pledgee, or other grantee under such an instrument. :
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ARTICLE XVl

CONFIDENTIALITY

Both Buyer and Seller agree that the terms of this Agreement, inciuding but not
flimited to the price paid for Gas, the identified transporting pipelines, the quantities of
Gas purchased or sold and all other material terms of this Agreement shall be kept
confidential by the Parties hereto, and shall not be disclosed to any third party other
than an affiliate or owner except to the extent that any information must be disclosed to
a third party for the purpose of effectuating transportation of the Gas deiivered
hereunder, or pursuant to any governmental, stock exchange or banking requirement.

ARTICLE XVill
PRICE REDETERMINATION

18.1 Either Party hereto may initiate a price redetermination once every two
years to establish a new price, or prices, for any of the quantities of gas soid and
purchased under this Agreement. The Party desiring to initiate such redetermination
shall so notify the other Party in writing at least nine (9) months prior to the end of the
second, fourth, etc. Contract Years. The notice shall state the proposed new price and
the facts, changed conditions, or reasons in support of the proposed new price.

18.2 Foliowing timely notification, the Parties shall meet and negotiate in good
faith and with due diligence in an effort to reach agreement on a redetermined price. If
the Parties agree on a redetermined price, it shall be effective as of the first Day of the
Month of the next Contract Year, and shall remain effective for the remainder of the
term of this Agreement, or untit changed again pursuant to this Agreement.

18.3 If the Parties have not reached agreement on a redetermined price within
sixty (60) days of the notice date, either Party may terminate this Agreement effective
the end of the current Contract Year by giving written notice to the other Party at least
six (6) months prior to the end of such Contract Year. The prices set forth in this
Agreement shall continue in effect for gas delivered after any such notice of termination
is given. In the event the Parties have not reached agreement on a redetermined price
and neither party elects to terminate this Agreement, then the prices set forth in this
Agreement shall remain effective for the remainder of the Agreement, or until changed
pursuant to this Agreement.
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ARTICLE XIX

MISCELLANEOUS

19.1  No waiver by either Seller or Buyer of any default of the other under this
Agreement shall operate as a waiver of any future default, whether of like or different
character or nature.

19.2 This Agreement may be amended only by a written instrument executed
by the Parties hereto and expressly stating that it is an amendment to this Agreement.

19.3 The headings used throughout this Agreement are inserted for reference
purposes only, and are not to be construed or taken into account in interpreting the
terms and provisions of any Article, nor to be deemed in any way to qualify, modify or
explain the effects of any such term or provision.

19.4 As to all mafters of performance, default, breach, enforcement,
construction and interpretation, this Agreement and the rights and duties of the Parties
hereunder shall be governed by the laws of the State of Texas.

19.5 Each Party and its duly authorized representatives shall have access to
the accounting records and other documents maintained by the other Party which
directly retate to the materials being delivered to the other Party under this contract.
Each Party shall also have the right, at reasonable times, to audit such records and
documents from time to time and at any time after the date of the contract until two
years after payment for a particular delivery of Gas hereof has been made.

19.6 In the event of conflicting provisions between the body of this Agreement
and the Exhibit(s) “A” to this Agreement, the provisions contained in the Exhibit(s) “A”
shall govern.

IN WITNESS WHEREOQF, the Parties hereto have executed this Agreement as
of the day and year hereinabove written.

ATTEST: SELLER: K N GAS MARKETING, INC.,

By: ij"_
Name?_ S, Wesley n
& Title: Vice-President

ATTEST: BUYER: MISSOURI GAS ENERGY,
a division of Southern Union Compan

By: 77"/"%’5

;;:-;.'::\ Name: Michael T. Langstorr
T pa Title: Vice President
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EXHIBIT "A"

This Exhibit "A" is attached to and made part of the Gas Purchase Agreement dated the
1st day of December, 1994, by and between MISSOURI GAS ENERGY as Buyer and
K N Gas Marketing, Inc. as Seller and provides for the sale and purchase of certain
volumes of Natural Gas pursuant to the following terms:

Contract Quantity:

The Baseioad, Variable and Peaking Quantity for the first Contract Year are as follows:

Buyer will notify Seller ninety (90) days in advance of each Contract Year of the daily
Baseload Quantity of Gas, up to 22,500 Dih/d, to be purchased for each month of the
Contract Year. The annual Baseload Quantity Gas will be approximately 4,000,000 Dth
during each Contract Year.

Buyer may elect to schedule as much as 33% of the Baseload Quantity on a monthly
basis as Variablz Quantity, with exception of February and March {*), in which the
Buyer may nominate as much as 7,425 Dth Variable Quantity. The Variable Quantity
will be nominated by Buyer by the 20th day of each month up to the maximum Variable
Quantity of Gas set forth in this Exhibit which Buyer desires to purchase in the following
month, Once nominated the daily quantity will. remain constant for the month.

Buyer may purchase a Peaking Quantity of up to 20,000 Dth/d for up to five (5) days
per month during the months of December, January and February.

The daily Baseload for subsequent Contract Years shall be reflected in subsequent
Exhibit(s) "A”" to be executed by the Parties. Maximum daily Variable Quantity to be
sold and purchased hereunder.

Month Baseload  Variable Peaking
Dth/d Dth/d Dth/d

December 94 22,500 7,425 20,000
January 95 22,500 7,425 20,000
February 95 12,500 7,425¢ 20,000
March 95 7,500 7,425+
April 85 7,700 2,541
May 95 ‘ 7,500 2,475
June 85 7,700 2,541
July 95 7,500 2,475
August 95 7,500 2,475 o
September 95 7,700 2,541
October 95 9,100 3,003
November 95 10,600 3,498
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Delivery Pressure: Adequate pressure to enter the Transporter’s pipeline.

Delivery Point{s): Mutually agreeable points into the mainline of the Williams Natural

Term:

Price:

SELLER:

K N GAS MARKETING, INC.

%/wgyé/@—a nD W@/ ,

Gas (WNG) or Panhandie Eastern Pipe Line systems as specified
in writing between the Parties.

s

December 1, 1994 through November 30, 1999.

The price for Baseload Quantity will be equal to the index price for
the Transporter's pipeline as published in first issue of the month of
Gas flow in Inside F.E.R.C.'s Gas Market Report under “Prices of
Spot Gas Delivered to Pipelines (TX,OK KS)”, plus:

$0.04 per Dth for the months of November through March, and
$0.023 per Dth for the months of April through October.

The price for Variable Quantity will be equal to the index price for
the Transporter's pipeline as published in first issue of the month of
Gas flow in inside F.E.R.C.’s Gas Market Report under “Prices of
Spot Gas Delivered to Pipeiines (TX, 0K KS)", plus:

$0.06 per Dth for the months of November through March, and
$0.02 per Dth for the months of April through October.

The price for Peaking Quantity will be a commodity fee equal to the
mid range price as reported in Gas Daily under “Daily Price
Survey” for Gas delivered into the Transporter's pipeline on the

same day Buyer receives Peaking Quantity service plus:
twelve percent (12%).

BUYER:

MISSOURI GAS ENERGY
a division of Southern Union Company

Signature

S. Wesley Haun

Signature

Michae! T. Langston

Print/Type Name Vice President
Vice President (% - Z%
Title '
November 1, 1994 //_ Lf ~ Gaf
Date Date
b
1
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Missouri Gas Energy
Case No. Gr-26-450
Transportation Costs

Total KPOC Trans, Costs Jul-98 Aug-86 Sep-96 Oct-96 Nov-96 Dec-96 Jan-97 Feb-97 Mar-97 Apr-97 May-57 Jun-97 Total
Fixed Costs $996,254 $996,254 $996,254 $996,254 $996,254 ~ $996254 $996,254 $996,254 $996 254 $996,254 $996,254 $996,254 $11,955045
Variabla Costs $66,018 $23,812 30 $19,41 $129,580 $281,205 $324,365 $226,653 $92,926 $96,942 $107,998 $109,043 31,478,133

Total Costs 51,062,272 $1,020,166 $996,254 §$1,015745 $1,125833 $1,277459 $1320619 §$1222906 $1,089,180 $1,093,196 §1,104,252 $1,105,297 $13,433,179

Refund per FERC Docket # PRO4.3000  ($26,091)  (§24,771)  (§23,372)  ($24,339)  ($20.136)  (333857)  ($33,728)  (332.345)  ($27.775)  ($27.610)  (527.585) (527,241} ($33785Q)
Ret, per Kan, Corp. Com, #97.78534 _ {$66593)  (§68,593)  ($66,593)  (366503)  ($66,503)  (366593)  ($66,593)  ($66,593)  (366,593)  ($66,593) (511,883}  (511,889) ($689,708)
Net Costs $969,588  $926,802  3006,260 3924813 §1,030104 $1,177,009 $1,220,208_$1,123,968 _ $994,812 _ $998,993 1,064,778 $1.066,167 $12,405621

Total WNG Trans. Costs

Fixed Costs $475,844 $475,844 $475,844 $475,844 $475 844 $475 844 $475844 $475,844 $417 502 $417.502 $417 502 $417,502 35,476,757
Variable Costs $9,209 $4,809 $0 $4,399 $23,890 $43,381 $43,602 $38,947 $21,892 $22,250 $22,682 $22,280 3257641
Incremental GSR Cost 30 $0 $27.500 $0 $0 $27.500 $0 $0 $27,500 $0 30 $27,500 $110,000
Total Costs $485,052 $480,652 $503,344 $480,243 $489,734 $546,725 $519,445 3514,790 $466,995 $439,752 $440,385 $467,282  $5844.399
Total PEPL Trans. Costs
Fixed Costs $568,494 $568,494 $568,494 $568,494 $560,617 $5605817 $560,617 $560,617 $560,617 $485,086 $483,243 $483,243 §6,528,642
Variable Cosls $14,386 $7,513 $0 $6,899 $37,469 $68,039 $68,668 $61,337 $33,731 $33,926 $34,691 $33,253 $400,114
Total Costs $582,880 $576,006 $568.494 $575,393 $508,087 $628,656 $629,285 $621,954 $584,349 $519,022 $518,134 $516,485 36,928 756
Varlance KPOC vs WNG $484,535 $448,149 $402,945 $444,571 $530,371 $630,284 $700,853 $609,178 $527,817 $559,241 $624,393 $598,885 36,561,223
Variance KPOC vs PEPL $386,708 $352,795 $337.785 $349,420 $432,018 $548,352 $591,013 $502,014 $400,463 $479,971 $546,644 $548,672 $5,476,868
N ‘
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Missourl Gas Energy
Case No, 3r-964%0

Transportation Costs
KPOC Trans. Cost Jul-96 Aug-95 Sep-96 Oct-96 Nov-96 Dec-86 Jan-97 Feb-97 Mar-37 Apr-87 May-37 Jun-87 Total
MDQ 48,332 48,332 48,332 46,332 46,332 46,332 48,332 48,332 48,332 46,332 46,332 45,332
Volumes 302,237 157,829 0 145,066 792,156 - 1,438,462 1,451,756 1,206,765 3,137 718,774 739,217 719,755 8,475,064

Reservation Rates

Kansok Rale $4.5544 $4.5544 $4,5544 $4,5544 $4,5544 54,5544 $4.5544 $4.5544 $4.5544 $4.5544 $4.5544 $4 5544
Kansas Nat, Parinarship Zona | $7.8583 $7.8583 $7.9583 $7.8583 $7.9503 $7.9583 57.6583 $7.9583 $7.6583 §7,8503 $7.9583 $7.9583
Knnsas Nat, Partnershio Zone |l $8.4718 $8.4718 $8.4718 £8.4718 $8.4718 $8.4718 $8.4718 $9.4718 $8.4718 $8.4718 $8.4718 $8.47T18
Riverside Rate $0.5180 $0.5180 $0,5180 $0.5180 $0.5180 50.5180 $0.5180 $0.5180 30.5160 $0.5160 $0.5180 555100
Commeodity Volumas
Kansok Rate 314,203 164,078 4] 151,641 823,529 1,495,413 1,909,234 1,348,108 741,371 747,232 768,484 748,251 8,811,542
Kansas Nat Partnership Zone | 305,169 159,360 0 147,281 799,850 1,452,415 1,468,638 1,308,344 720,054 725,748 748,387 726,737 8,561,181
Kansas Nat. Partnership Zone Il 302,237 157.829 0 145,866 762,168 1,435,462 1,451,758 1,298,765 713,197 718,774 739,217 719,755 8,476,024
Riverside Rate 302,237 157,820 0 145,866 702,166 1,433,462 1,451,756 1,298,785 713,137 718,774 739,217 718755 8,475,964
Cemmodity Rates '
Kansck Rate $0.0567 $0.0587 $0.0567 $0.0567 $0.0567 $0.0567 50.0567 $0.0587 $0.0367 $0.0567 $0.0567 £0.0567
Kansas Nat Parinership Zone ) $0.0041 $0.6041 £0.0041 50.0041 $0.0041 £0.0041 30.0041 $0.0041 $0.0041 $0.0041 $0.0041 $0.0041
Kansas Mat Partnership Zons il £0.0037 $0.0037 $0.0037 $0.0037 $0.0037 $0.0037 $0.0037 $0.0037 $0.0037 £0.0037 £0.6037 £0.6337
Riverside Rate $0.0049 $0.0049 $0.0049 $0.0048 $0.0049 $0.0049 $0.0049 $0.0049 $0.0048 $0.0049 $0.0049 $0.0049
Fuel Volumes
Kansok 7.478 3,805 0 3,608 18,600 35,591 35,920 32,085 17.548 17,784 18,200 17.808
Kansas Nat. Partnership Zona | 1,558 813 o] 751 4,079 7407 7478 8,878 3472 3,701 3,807 3.706
Kansas Nat Partnership Zone it 2932 1,53 0 1,415 4,548 8,550 14,082 12,579 B017 6,972 7.170 8,982
Fuel Rate $2.1105 $2.0180 51,5540 $1.5645 $2.3100 $32.0765 $3.8326 $2.6040 $1.480% $1.5960 $1.8795 $2.0160
Reservation Costs )
Kansok Rate £214,014 $211.014 $711.014 $211.014 $211.014 $211,014 $211,014 $211,014 $211,014 $211,014 $211,014 §$211,014  $2,532174

Kansas Nat. Partnership Zone | $368,724 $368,724 $368,724 $368,724 $368,724 ¥308,724 $368,724 $368,724 §368.724 358,724 $3658,724 385,724  §4.423,007
Kansas Nat Partnership Zane i $392,515 $392,515 §392,515 $3592,515 $392,515 §392.515 $392.515 §392,515 §392,515 392,515 $392,515 $392515 54,710,185

Riverside Rate $24 000 $24,000 $24 000 $24 000 $24,000 $24 0OO $24,000 $24 000 $24,000 534,000 $24,000 $24,000 £285 000
Total Resenation Costs $998 254 $596,254 $596,254 $998.254 599§$2=54 $968 254 $096,254 $998.254 $996,254 $996 254 $996,254 $906234 $11,955,046
CommodIty Costs
Kansok Rale 517,815 $9,303 50 £8,598 $45,604 $84,700 $85,574 $768,438 $42,036 $42,368 £43,573 £42,426 $499,614
Kansas Nat Paitnarship Zona | $1,251 $653 50 $604 $3,279 $5,055 $6,022 $5,368 §2,852 $2,978 $3.060 $2,980 $35,101
Kansas Nat Partnership Zone il $1,118 $584 50 $540 $2,834 $5,322 $5,371 $4,768 52,839 $2,659 52,735 52,663 $31,381
Riverside Rate $1,481 $773 $0 $715 §3.882 $7,048 $7114 $6,354 $3.404 $3,522 $3,622 $3.527 $41,532
Total Commaodity Costs $21,668 511,314 50 $10,456 $56,708 $103,118 $104,081 $82 958 $51,121 $51,525 §52,990 §51,585 $607.609
A
Fuel Costs
Kansok Rate $15,782 57,872 30 $5,646 $45,278 $106,496 $137,663 $83,549 $26,128 $28,383 $34,376 $35,501 £530,074
Kansas Nat Parnership Zone | 53,284 $1,839 0 $1,175 $9,422 §22.188 $26,852 $47,360 $5,438 $5,907 $7,155 57,471 £110,319
Z Kansas Nat Partnership Zone If $4,184 $3,088 H4) §2,214 310,506 520,151 $53 069 £32,758 $10,241 $11,127 $13,476 $14,076 $177.790
- Total Commodity Costs $25 254 $12,598 $0 $9,035 $85,204 $152 434 $220,284 $133,695 $41,805 545,417 £55,007 $57.443 $818, 183
c

R ___Other Varlable Costs
~J Ad Valarem $19,098 £0 $0 50 $0 50 $0 50 11} 50 50 50 $19,098
—~ Excess Volumes $0 50 $0 30 $7,588 $25,655 50 30 $0 50 30 30 533 244
%] Total Other Var. Cosls $19,083 50 $0 30 §7,589 325,655 50 $0 $0 $0 50 £0 552,342

o .
i Total KPOC Trans. Costs

3 Fixed Costs 5994,254 $696,254 §996,254 £596,254 $996,254 $996,254 $996,254 $996,254 $996,254 $956,254 $996,254 $996,254 $11,955,046
Variable Costs $64,018 $23.812 S0 . $19.491 $129,580 $281 205 $324,385 $226,653 $92,828 $96 942 $107,068 $109,043  $1,478133
Total Costs $1,082272 51,020,168 $906254 51,015,745 $1,125833 $1,277,459 $1,320,619 $1,222008 §1,089,180 51,003,196 $1,104252 $1,105297 $13,433179

Refued per FERC Dackel # PRI4-3-000 ($20081)  (524771)  ($23372) . (524,339}  ($29,138)  ($33,857)  ($33,728)  (§32,345)  ($27.7v5)  {$27.810)  ($27,585)  (§27.241)  ($337.650)
Ref. per Kan. Corp. Com. # 91-T8-5234 ($68.593)  (368503)  (366,593) _ ($66,503)  ($66,503)  [$66503)  (866,503)  ($66,503)  (§66,503)  (566)503)  (511,888)  ($11,889)  (5689,708)

. Net Costs $969,588 $928,802 $906,289 5924813 $1,030,104 $1,177!009 §1,220208  $1 123,088 $994 812 $958 993  $1084776 $1,086167 $12.405621
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KNP Refund Analysis
IR il JAdjurted pop RCG estimate | Eatlmationef }
Au-Bliled- " - “{spe AfiaghmentA) | © Refund. {77
e . o PR K Total Under FEUC|- -
T .1 . PBiling Demand . Order léss Ase
freero o] MUY | Deerminants Rate s fotak - “Rate., v - -Tolal- Billed
o T Mar95 L 29,882 53126 "% 159,348.75 65210 § 194,860.52 1
AR IR i o16440- . 75683 g 12437383 ] - 16:5210-8- - 107,205.24 | § . (17J6B29).. . . ..
Apr-95 L6333 75683 8 3so5isds|.  6.5210.8  doaifos7(s”. @sFEn T
B Muy-93 46332 75653 §-  350,515.48 65210 §  302,130.97 | §  (48,384.51) .
 |Tun-ss 29344 15653 '§° 23199616 [ 6.5210°% 1913522218 (30.843Mf" :
16,588 BA938 T E T 14f25he1 | T 6.SL107S T 11077875 S (33,513.93) 7
Jul-95 46,312 BAPIE 8§ 193,534.74 65210 §  302,13097|$  (91,403.77)
Aug-95 16,311 BA93E §  393,534.74 6.5210°8  302,130.97 [§  (91,400.77)
...... Sep-85 | .. 46332 84938 ..5.... .393,534.74 G.5210.8 302,130.97 | §  (9L403.27.....
095 . 46232 8498 5. 393,534.7¢ 6.5210.8  302,13097 )%  (91,400.77)|
Nov-95 13,900 BA938 §  118,063.82 65210 § 9064190 (5 (27,421.92)
32,432 79583 §  258,101.59 65210 $  211,480.07 [$  (46,614.51)
Dec-95 46,372 79583 B 368,723.96 65210 § 30213057 |$  (66,592.98)
Jan-96 46,332 79583 §  368,723.96 65210 § 20213097 |§  (66,592.98)
Feb-96 46,332 79581 §  368,723.96 65210 § 302,13097 | §  (66,592.98)
; L Mar-96 L. .A8337 79583 §  368,72).96 £.5210°8  302,13097 |3 (66,592.98)
- Apr-96 46,332 7.9583 8. 368,773.96 64310 § T 3021209713 (6659238) T
May-96 45,332 7.9583 "§°° 368,723,896 65210 & 302,13097 |8  (66,592.9)) -
Jun-96 46,332 7.9583 §..  368,723.96 6.5210. § 30213097 |$ _ (66.592.98) ,
Jul-96 46,332 19583 §.  368,72).96 65210 § 302,130.97 |$  (66,592.98) }
Aug96 | 46,332 79583 8. . 368,72).96 6.5210-§  302,13097|§  (6649298))... - : .
i SR, )L AGIY. (79583 S0 368723.96 ) o 642108 - 30243097 FF  -(668918R)| . . . eeene
Oct-96 ° 46,372 7.9583 $  368,723.96 65210 §  302,13097 |§  (66,5915%)
L Nov-96 46,372 79581 8§ 368,721.96 65210 § J0L13097 (§  (66,592.98) .
Dec-96 | . .'”E:r;,aii' 75587 §7 T NREILISE | T 60T TR, 13097 'S T (663929817 T e
~Jln-97 ..-..“E;ﬂ P 7-9583..$.--._-368‘m:9.6 ...._...&.52_1.0,.5.... 302.‘30.913. ‘(66‘592.98) T L T T T LI
Feb-97 46,332 75583 8. 168,723.96, 65210 § 3021309718  (66,592.98)
Mar-97 46,332 79583 §  368,723.96 65210 § 302,13097 |$  (66,592.98)
C|ApreyT T 46332 795838 " 368,723.967 63210 § - 30213097 |§ - (66,592.98) - -
N L 2 L 7:05BF<=8=2-—365;723:96+| 6321075 B0%13097)-§4 -7 (66,899 e i
T ldn-Q’T B il [ < v 795817 " TIREADIG [ i GSINTES  JOLTI09T IS - 2(6659208) - izt
Jul-97 ' 46,312 7.9583 7% 68,7096 55210 8  302,13097 [§  (66,592.98)|
AT I 6T T AR 96— 6320536213 097 |5 ———(14, 883,790
bep-g7 . [T 46393 63776778 314,018.76 6521073 302,13097 |8 (11,888.79)- -
Total S -5 11,300,867.09 | - = -8 9,36%5,994.92 |:8%(1,913,383.94)| - -
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Decembar 3, 1997

LINE OPERATING COMPANY
X DRIVEJEULITEL 400
K A N 8 A 8 6 &6 1 1 A4
F A 9

X 1y 59% 1573

Michael Langston, Vice President
Missouri Gas Ensrgy Division of
Southern Union Company
504 Lavaca Street, Suite 800

- Austin; TX 78701

Re; Kansok Docket No, PR94-3-002

Dear Mr. Langston:

Pursuant to 2 FERC Order in the gbove-referenced docket and the Kansok Refund Report
filed by Kansok, Missouri Gas Energy's refund smount was $1,293,494.93, In a letter
dated November 17, 1997, you notified Mid-Kansas Partncrship that you were withholding
said amount from payment out of Mid-Kansas* Octaber 1997 invoice.

Therefore, Kansok ﬁereby agrees to your refaining the monies you withheld as the XKansok
refund arising from the above-referenced docket. Your letter of November 17, 1997 serves

s your acknowledgement that the retention of the $1,293,494.93 satisfies in full Kensok's
refund obligation under said docket,

If you have eny questions, please do not hesitate to contact ms,

Sincerely,

Greg O
Controller
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KANSOK PARTNERSHIP
OOCKET No. PR94-3-00C
REFUND REPORT
CUSTOMER MID-KANSAS PARTNERSHIP
CONTRACT Transporation - Kansas City, MO
MoaQ 48332 RESERYATION FIRM USAGE
MONTH OF AS REVISED NET AS REVISED NET TOTAL TOTAL
SERVICE BILLED BILLING REFUND BILLED BILLING REFUND INTEREST REFUND

Dec-93 211,014.46 190,790.54 20,223.92 36,224.33 31,818.07 ° 4,408,25 8,653.93 33,186.10
Jan-94 211,014.48 180,790.54 20,223.92 39,684.05 34,854.77 4,829,28 8,528.80 33,591.99
Feb-04  211,01448  100,700.54  20,223,92 41,078.07 36,070.15 4,998,92 8,428.58 33,651.42
Mar-94 211,014.48 100,760.54 20,223,92 30,027.53 26,372.38 3,654.14 7,837.53 31,716.59
Apr-84 211,014.48 190,700.54 20,223,982 14,005.81 12,301.40 1,704.41 7,044.04 28,972.37
May-84  211,014.48  180,790.54  20,223.92 7,333.58 6,441.13 892.45 6,635.38 27,751.74
Jun-94 21101446  1980,780.54  20,223.82 7.274.55 6.389.29 885.26 6,487.56 27,696.74
Jui-84 211,014.46 180,790.54 20,223,92 5,011.66 5,192,25 719.41 6,290.05 27,233.38

Aug-94 211,014.48 100,790.54 20,222.92 6,343.99 5571.97 772.02 6,163.85 27,159.7¢ 0

Sep-94 21101446  180,700.54  20,223.92 #,815.15 4,317.01 598.14 5,977.07 26,799.12 b

. Ock94  211,014.48  180,790.54  20,223.92 11,329.78 9,851.04 1,378.76 6.022.44 27,625.12
Nov-84  211,014.48  180,750.54  20,223,92 24,513.90 21,5630.73 2,983.17 6.269.75 29,496.85
Dec-94  211,014.48  180,790.54  20,223.92 35,945.42 31,571.11 4,374.31 6.455.79 31,054.02
Jan-§5 21101448  180,790.84  20,223.82 50,754.44 44,577.97 6,176.47 6,748.98 33,148.37
Feb-95 211,014,486  190,790.54  20,223.82 42,656.77 37,465.74 5,191.04 §.282.46 31,697.41
Mar-85  211,014.48  100,790.54  20,223.92 20,799.49 18,268,33 2,631.16 5,423.84 28,178.91
Apr-85 21101446  190,790.54  20,223.92 17,149.88 15,062.86 2,087.02 5,115.25 27,426.19
May-95  211,014.48  190.790.54  20,223.92 8,044.82 7,065.82 979.00 4,668.55 25,871.47
Jun-85 211,014.46 180,790.54 20,223.92 15,604,35 13,705.41 1,898.94 4,674.45 26,797.31
Juk9s  211,014.48  180,790.54  20,223,92 8,757.80 7,691.86 1,085.74 4,320.94 26,610.60
Aug-85 21101448 10070054  20,223.82 8,414,70 5,834,07 780.62 4,025.47 25,030.04
Sep-85 21101448  1080,790.54  20,223.92 304.42 267.38 31.08 3,768.22 24,027.19
: Oct-85  211,014.46  190,780.54  20,223.92 27,106.51 23,807.84 3,298.68 4,150.20 27,672.80
Nov-85 - 211,014.46 190,790.54 20,223.92 29,549.27 34,736.40 4,812.87 4,202.25 29,239.04
Dec-85 21101448  190,790.54  20,223.62 70,232.83 61,773.81 8,559.02 4,561.10 33,364,04
Jan-g8  211,014.48  190,700.54  20,223.92 70,376.68 61,812.31 8,664.36 4,334.66 33,122.93
Feb-98  211,01448  100,790.54  20,223.92 68,505.56 60,168.91 8,336.66 4,055.04 32,615.62
Mar-98  211,01448  180,780.54  20,223.82 47,906.08 42,076.22 5,820.84 3,491.25 29,645.01
Apr-98  211,014.48  180,790.54  20,223.92 25,128.67 22,070.86 3,068.01 2,048.66 26,230,569
May-98  211,01448  190,700.54  20,223.92 23,023,89 20,222.04 2,801.86 2,740.88 25,766.68

Jun-g8 211,014.48___190,780.54 20,223.92 18,283,14 16,058.2 1 2,224.92 2,483.84 24,932,869 o
Jut-88 211,01448  180,760.54 20,223.92 17.816.31 15.647.21 2,168.00 2,320.38 24,712.30
Aug-86 211,014.48 190,790.54 20,223.92 9,3203.22 8,171.08 1,132.14 2,047.08 23,403.14
' SEP:DB 211,014.48 180,790.54 20,223.92 . . - 1,788.72 22,012.64
Qct-98  211,014.48  190,790.64  20,223.92 8,508.04 7,551.72 1,046.32 1,712 22,989.56
Nov-98  211,014.44  190,790.54  20,223.92 46,604.09 41,011.74 6,682.35 1,880.45 27,796.72
Z Dec98 21101448  190,790.54  20,223.82 84,789.92 7447157  10,318.35 1,985.45 32,527.72
= Jan-B7 21101446 -190,790.54  20,223.92 85,573.57 75159.85  10,413.71 1,770.47 32,408.10
& Feb-87  211,014.48  190,790.54  20,223,92 76,437.61 67,135.68 9,301.93 1,507.27 31,033.12
3 Mar-07  291,01448  190,790.54  20,223.92 42,035.74 36,920.28 6,116.46 1,131.75 26,471.43
— Apr-97 214,014.48  190,780.54 20,223,92 42,360.05 37,.212.15 6,186.50 938.08 26,316.80
W May-87 21105448 150,790.54 20,223.82 43,573.04 38,270.50 6,302.54 772.97 26,299.42
Q Jun-97 211,014.48 _ 1980,790.54 20,223.92 42,425,083 37,262.90 5,162.93 577.02 25,953.87

3 Jul97 21401448 180,760, 223, 350, 708 70, TSI

Aug-97 211,014.46 190,790.54 20,223.92 36,318.62 33,655.69 4,661.14 44817 25,3315.23
211,014.48 190,780.54 20,223,92 37,130.00 32,611.53 4,518.47 83.47 24,835.85
070686520 8,776,364.97  930,300.23  1438,730.35 1,263,64676  175083.69  185,111.12  1,293,494.93
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MID-KANSAS PARTNERSHIP
8325 LENEXA DRIVE, SUITE 400
LENEXA, KS 66214
913-888-7139 FAX: 913-599-5645

. L £,
L g |
May 8, 1997 N R | :
Mlchael Langston, Vice PreSIdent w— L A ".ﬂ:;_ _

M‘ss°“" Gas Encrgy | ' CERTIFIED MAIL i
Division of Southern Union Company ‘ : RETURN RECEIPT REQUESTED I

. 504 Lavaca Street, Suite 800 e

: Austm,TX 78701 Do s . i
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PEPL. Trans. Cost Jul-96 Aug-36 Sep-96 QOct-98 Nov-9¢ Dec-86 Jan-97 Feb-97 Mar-97 Apr-87 May-97 Jun-87 Total
MDQ 46,332 46,332 48332 45332 46,332 46,332 46,332 48,332 46,332 46,332 46,332 46,332
Volumes 302,237 157,829 0 145,866 792,166 1,438,462 1,451,756 1,286,765 713,137 718,774 739,217 719,755 8,475,964

Reservation Rates

Field Zone $6.8200 $6.8200 $6.8200 $6.6200 $6.6500 - $6.6500 $6.6500 $6.6500 $6.6500 $5.3700 $5.3500 $5.3500
Market Zone $3.6200 $3.6200 $3.6200 $3.6200 $3.6200 $3.6200 $3.6200 $3.6200 $3.6200 $3.3000 $3.2800 $3.2800
Market Mileage Charge $1.8300 $1.8300 $1.8300 $1.8300 $1.8300 $1.8300 $1.8300 $1.8300 $1.8300 $1.8000 $1.8000 $1.8000

Commodity Volumes

Field Zane 302,237 157,822 Q 145,866 792,166 1,438,462 1,451,756 1,296,765 713,137 718,774 739217 719,755 8,475,964
Market Zone 302,237 157,829 0 145,866 792,166 1,438 462 1,451,756 1,296,765 Ti3,i37 718,774 738,217 719,755 R 475 864
Commeodity Rates . :
Field Zone $0.0196 $0.0198 $0.01986 $0.0198 $0.0196 $0.0196 $0.0196 $0.0196 $0.0196 $0.0195 $0.0195 $0.0185
Market Zone $0.0205 $0.0205 $0.0205 $0.0202 $0.0202 $0.0202 $0.0202 $0.0202 $0.0202 $0.0202 §$0.0202 $0.0192
Market Mileage Charge $0.0075 $0.0075 $0.0075 $0.0075 $0.0075 $0,0075 50,0075 $0.0075 $0.0075 $0.0075 $0.0075 $0.0075
Resarvation Costs
Field Zane $315,984 $315,984 $315,984 $315 984 $308,108 $308,108 $308,108 $308,108 $308,108 $248,803 $247 878 $247,876  $3,549,031
Market Zong $167,722 $167,722 $167,722 $167,722 $167,722 $167,722 $167,722 $167,722 $167,722 $152,896 $151,969 $151,968 $1,966,330
Markst Mileage Charge $84,788 $84,788 . $84,788 $84,788 $84,788 $84,788 $84,788 $84,788 $84,788 $83,398 $83,398 $83,398 $1,013.281
Tolal Reservation Costs $568,494 $568,494 $568,494 3568,494 $2560,617 $560,617 3560617 5560617 $560617 3485,096 $483,243 $483,243 %6,528,642
Commodity Costs
Field Zona $5.924 $3,093 $0 $2.85¢9 $15,528 $28,194 $26,454 $25.417 $13,977 $14,016 $14,415 $14,035 $165,911
Market Zono $6,186 $3,235 $0 $2.948 $16,002 $28,057 $29,325 $26,195 $14,405 $14519 $14,932 $1381¢9 $170,633
Market Mileage Charge $2,267 $1,184 $0 $1.084 $5.941 $10,788 $10,833 $9,728 35,349 $5,391 $5,544 $5,398 $63.570
Totaf Comimiodity Costs $14,386 $7.513 $0 $6,899 $37.469 $68,039 $68,668 $61,337 $33,731 $33,926 $34,891 $33,253 $400,114
Total PEPL Trans. Costs
Fixed Costs $568,494 $568,494 $568,494 $568,494 $560,617 $560,617 $560,617 $560,617 $560,617 $485,086 $483,243 $483.243 $5528,642
Variabla Costs $14,386 $7.513 $0 $6,899 $37.469 $68.039 $68,668 $61,337 $33,731 $33,926 $34.881 $33,253 $400,114
Total Costs $582,880 $576,006 $568,494 $575,393 $5958,087 $628,656 $629,285 $621,954 $594,349 $519,022 $518,134 $516,495 §6,928,756
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WNG Trans, Cost Jul-86 Aug-9§ Sep-96 Ocl-86 Nov-36 Dec-%6 Jan-97 Feb-97 Mar-47 _Apr-37 May-97 Jun-37 Total
MoQ 46,332 46,332 46,332 46,332 46,332 46,332 46,332 46,332 46,332 46,332 46,232 46,332
Volumes 302,237 157,829 0 145,866 792,166 1,438,462 1,451,756 1,296,765 713,137 718,774 739,217 719,755 8,475 964

Reservation Rates

Production Zone $6.9778 $6.9778 $6.9778 $6.9778 $6.9778 - §6.9778 $6.9778 $6.9778 $5.8464 $5.8464 $5.8464 $5.8464
Market Zone . $3.2925 $3.2925 $3.2925 $3.2925 $3.2925 $3.2925 $3.2925 $3.2925 $3.1647 $3.1647 $3.1647 $3.1847
Commodity Volumes
Production Zone 316,159 165,099 0 152,491 828,145 1,503,796 1,508,854 1,347,803 741,205 748,876 771,203 750,899  8.835570
Market Zone 307,370 160,510 0 148,343 805,620 1,462,892 1,471,474 1,314,378 722,823 731,279 752,078 732277 8,608,044
Commoadity Rates
Production Zone $0.0091 $0.0091 $0.0091 $0.0091 $0.0091 $0.0091 $0.0091 $0.0091 $0.0128 $0.0123 $0.0128 $0.0128
Market Zone $0.0208 $0.0208 $0.0206 $0.0203 $0.0203 $0.0203 $0.0203 $0.0203 30.0173 %0.0173 $0.0173 $0.0173
Reservation Costs .
Production Zone $323,205  $323,285  $323,285 $323295  $323,295  $323.285  $323.285  $323.285 $270,875 $270,875 3270875  $270,875 $3,669,865
Market Zone §$152,548  $152548  $152,548  §152548  $152,548 5152548  §$152546  $152548  §$1466827  $146,627 3146627 $146,627  $1,805,892
Total Reservation Costs $475,844 $475,844 $475.844 $475.844 $475,844 3475844 b475,844 $475844  $417,502 $417,502 $417,502 $417,502  %5,476,757
Commodity Cosls
Production Zona $2.877 $1,502 $0 $1,368 $7,536 $13,685 313,71 $12,265 $8,487 $2,598 $9,871 $9,612 $91,5562
Market Zone $6,332 $3,307 $0 $3.011 $16,354 $29,697 $29.871 $26,682 $12,505 $12,651 $13,011 $12,668 $166,089
Total Commodity Costs $9,209 $4,802 $0 $4,399 $23,890 $43,381 $43,602 $38,047 $21,892 $22,250 322,882 $22,280 $257 641

Total WNQ Trans. Costs

Fixed Costs $475,844 $475.844 $475,844 $475,844 $475,844 $475.844 $475,844 $475.844 $417 502 $417,502 $417.502 $417,802 55,478,757

Variable Costs $9,209 $4,809 30 $4,399 $23,890 $43,381 $43,602 $38,947 $21,992 $22,250 $22,882 $22,280 $257,641

Incremental GSR Cost $0 §0 327,500 $0 30 $27.500 %0 $0 $27,500 50 50 §27.500 $110,000

Total Costs $485,052 $480,.852 $903,344 $480,243 $499,734 $546,725 $519,445 $514,790 $466,935 $439.752 $440,385 $467,282  $5.844,399
N '
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WILLIAMS NATURAL GAS COMPANY

ONE OF THE WILLIAMS COMPANIES, INC.
November 12, 1996

Office of the Secretary ﬁ

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D. C. 20426

Re: illiams Natural Gas Company

Dear Ms. Cashell:

Williams Natural Gas Company (WNG) submits herewith for filing one original and
five copies of Second Substitute Second Revised Sheet Nos. 8C and 8D to become part of its

FERC Gas Tariff, Second Revised Volume No. 1, with the proposed effective date of
November 1, 1996.

WNG respectfully requests that the Comrmssxon grant any waivers necessary to make
the tendered sheets effective as proposed.

STATEMENT OF NATURE REASONS AND BASIS

On September 30, 1996, as amended on October 15, 1996, WNG filed its fourth
quarter report of take-or-pay buyout, buydown and contract reformation costs and gas supply
related transition costs. Subsequent to the September 30 and October 15 filings, a contract
was entered into with Greeley Gas Company which is retroactive to October 1, 1996.
Revised Schedule 4 is being filed to reflect the revised MDTQ for Greeley Gas and the

revised allocation to each Shipper. All other aspects of WNG’s September 30 filing, as
revised October 15, are unchanged.

TARIFF SHEETS

Second Substitute Second Revised Sheet Nos. 8C and 8D are being filed to reflect the
revised direct bill amounts allocated to each customer.

In accordance with submission procedures for electronic filings in Commission Order
No. 493, et al., WNG hereby submits a diskette along with the corresponding hard copies. Such
hard copies include the same information as contained on the diskette. The undersigned has
read and knows the contents of the paper copies and electronic media and the contents as stated
in the paper copies are true to his best knowledge and belief. In accordance with Commission
Order No. 568, a marked version of proposed rate schedule and tanff changes is being filed.

MTL-18 (1 of 9)
One Williams Center ¢« P, O. Box 3288 » Tulsa, Okiahoma 74101
(918) 588-3900




Office of the Secretary

Federal Energy Regulatory Commission
November 12, 1996

Page 2

GENERAL

As required by Section 154.7(a}(9) of the Commission’s regulations, WNG hereby
moves to place the proposed tariff sheets into effect at the end of any applicable suspension
period that may be established herein.

Copies of this filing are being served on all participants listed on the service lists
maintained by the Commission in the dockets referenced above and on all of WNG's
jurisdictional customers and interested state commissions.

Correspondence and communications concerning this filing should be addressed to the
following persons:

Richard N. Ficken, Vice President Stephen K. Schroeder, General Counsel
Tim Thuston, Director John H. Cary, Senior Counsel
Williams Natural Gas Company Tim L. Thompson, Attorney
Post Office Box 3288 The Williams Companies, Inc
Tulsa, Oklahoma 74101 Post Office Box 2400
(918) 588-2966 Tulsa, Oklahoma 74102

(918) 588-4212

Gregory Grady
Douglas O. Waikart

Wright & Talisman, P.C.

1200 G Street, N.W.

Suite 600

Washington, D. C. 20005

(202) 393-1200

Respectfully submitted,

Bart W. Wherritt, Manager

Certificates and Tariffs
fegsr109.6r2
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Williams Natural Gas Company ) Docket Nos. RP96-400-
and RP89-183-

NOTICE OF PROPOSED CHANGES IN
FERC GAS TARIFF

Take notice that on November 12, 1996, Williams Natural Gas Company (WNG),
tendered for filing to become part of its FERC Gas Tariff, Second Revised Volume No. 1,

Second Substitute Second Revised Sheet Nos. 8C and 8D, with the proposed effective date of
November 1, 1996.

WNG states that on September 30, 1996, as amended on October 15, 1996, it filed its
fourth quarter report of take-or-pay buyout, buydown and contract reformation costs and gas
supply related transition costs. Subsequent to the September 30 and October 15 filings, a
contract was entered into with Greeley Gas Company which is retroactive to October 1,
1996. Revised Schedule 4 is being filed to reflect the revised MDTQ for Greeley Gas and

the revised allocation to each Shipper. All other aspects of WNG’s September 30 filing, as
revised October 15, are unchanged.

WNG states that a copy of its filing was served on all of WNG's jurisdictional
customers and interested state commissions.

Any person destring to protest this filing should file a protest with the Federal Energy
Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426, in accordance with
Section 385.211 of the Commission’s Rules ar.d Regulations. All such protests must be filed as
provided in Section 154,210 of the Commission’a Regulations. Protests will be considered by
the Commussion in determining the appropriate action to be taken, but will not serve to make
protestants parties to the proceedings. Copies of this filing are on file with the Commission and
are available for public inspection in the Public Reference Room.

Lois D. Cashell
Secretary

MTL-18 (3 of 9)




Williams Natural Gas Company
FERC Gas Tariff
Second Revised Volume No. 1

2 Substitute Second Revised Sheet No. ac

Superseding
First Revised Sheet No. 8C

-
RECOVERY OF GAS SUPPLY REALIGNMENT COSTS
PURSUANT TC ARTICLE 14
OF THE GENERAL TERMS AND CONDITIONS
RP36-173 RP96-303 RPS6-400
CUSTOMER 3-31-8¢ 7-31-96 10-21-96
Ag Processing, Inc. $ 778 622§ 613
Altamont Municipal Gas Auth. 1,200 1,439 1,420
Americus Gas Company €74 535 531
Argonia, Ks, City of 401 321 395
Arkansas Louisiana Gas Co. 2,642 2,112 2,084
Associated Purchase Serv, Inc - 3.370 2,694 2,680
Auburn, Ks, City of 2,603 2,080 2,082
Avant Util. Auth. 224 179 176
Barrett Resources Corp. 12,858 4,111 6,084
Bayer Corporation 1,038 827 816
Billings Public Works 391 312 308
Burlingame, Ks, City of 1,776 1,419 1,400
Burlington, Ok, City of 220 176 173
Cassoday, Ks, City of 224 179 176
Certainteed Corp. 3,630 2,901 2,862
City Utilities of Springfield 138,019 110,320 108,836
Cleveland Municipal Auth. 2,572 2,056 2,028
Conagra, Inc. 2,073 2,045
Conoco, Inc 2,069 1,654 1,631
Continental Nat Gas, Inc. 3,258 2,604 2,569
Copan Public Works auth. 540 432 T 426
Danville, Ks, City of 49 39 39
Denison, Ks, City of 230 184 182
Eckert Gas Company ) B4 €7 €6
Energy Source Inc. 19,443 15,541 15,332
Excel Corporation 4,056
Flint Hills Gas Co. 82 66 65
Ford Motor Co. 18,103 14,470 14,275
Ford, Ks, City of iBg 150 148
Freedom Municipal Trust Auth. 292 233 230
Gate, Ok, Town of 141 113 112
General Motors Corp. ' 10,344 8,268 8,157
GPM Gas Corp. 6,191 4,%49 4,882
Granby, Mo, City of 1,738 1,390 1,371
Greeley Gas Company 31,620 25,274 30,486
Grove Municipal Serv. Auth. 11,294 11,€35 11,479
Hamilton, Ks, City of 280 224 302
Howard, Ks, City of 1,103 g82 1,197
Iola, Ks, City of 8,817 7,047 6,953
Jane Phillips Medical Center 514 411 406
Kansas Municipal Gas Assoc. 25,502 20,384 20,110
Issued By: Richard N.Ficken, Vice President
Issued on: November 12th, 19%¢ Effective: November 1st, 1996
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Williams Natural Gas Company

FERC Gas Tariff
Second Revised Volume No. 1

2 Substitute Second Revised Sheet No. 8§D

Superseding
First Revised Sheet No. 8D

CUSTOMER

Kechi, Ks, City of
Lawrence Paper Co.
LeAnn Gas Company
Lebo, Kansas, City of
Liberal, Mo, City of

McLouth, Ks, City of
Missouri Gas Energy
Mountain Iron & Supply
Mulberry, Ks, City of
Nebraska Public Gas Agency
Nelagoney Rural Gas
Neodesha, Ks, City of
Oilton, Ok, City of
Olivet, Ks, City of
Orlando, Ok, Town of
Oronogo, Mo, City of
Peoples Natural Gas Co.
Plattsburg, Mo, City of
Public Serviece Co. of CO.

Reading, Ks, City of
Rural Water - Grady Co.
Severy Gas Co., Inc.
Tartan Energy Co.

Union Pacific Fuels, Inc.
United Cities Gas Co.
Universal Resources Corp.
US Gypsum

| Utilicorp United Inc.

Viola, Ks, City of
Vulcan Chemicals
Wakita Utilities Authority

Westar Gas Marketing
Western Resources, Inc.
Williams Energy Serv. Co.

Mannford Pvblic Works Auth.

Wann Public Works Authority

Questar Energy Trading Company

RECOVERY OF GAS SUPPLY REALIGNMENT COSTS
PURSUANT TO ARTICLE 14
OF THE GENERAL TERMS AND CONDITIONS

RP96-173 RP96-303 RP96-400
3-31-96 7-31-96 10-31-9¢
$ 514 $ 411 $ 408

673 538 530
3,712 2,967 2,927
603 482 654

502 401 395
1,722 1,376 1,470
B74 699 948
1,422,535 1,137,046 1,121,759
10,289 B,224 15,374
502 401 395
11,788 9,423 9,296
27 22 21
5,205 4,160 5,642
39 31 30

66 52 52

. 145 116 115
253 202 200

606 484 478
3,122 2,495 2,462
190 152 150
4,056

235 188 256

116 52 91

258 240 237
19,416 15,5159 15,311
48,971 39,143 38,616
193,900 154,986 152,903
6,429 5,139 5,070
7,314 5,846 5,767
144,108 120,799 139,126
108 86 B85S
12,858 10,278 10,140
453 362 357

150 120 119
42,734 34,158 31,052
1,158,171 925,737 913,290
55,281 44,187 43,593
$3,469,068 $2,776,939 $2,782,536

—

|

Issued By: Richard N._Ficken,

Vice President

Issued on: MNovember 12th, 1996

Effective: November 1st,
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TF01003575102596WILLIAMS NATURAL GAS COMPANY
TF0200010028econd Revised Volumes No. 1
TF0O30000008C0020003P1262 Substitute Second Revised Sheet No. 8C

TFO4 First Revised Sheet No. 8C
TFOSRichard N. Ficken, Vice Precident
TF06111296 11019¢

RECOVERY OF GAS SUPPLY REALIGNMENT COSTS
PURSUANT TO ARTICLE 14
OF THE GENEERAL TERMS AND CONDITIONS

RPS6-173 RP96-303 RP96-400
CUSTOMER 2-31-9¢6 7-31-%¢& 10-31-96
Ag Processing, Inc. $ 778 $ 622 6153
Altamont Municipal Gas Auth. 1,800 1,439 1,422%
Americus Gas Company 674 539 532%
Argonia, Ks, City of. 401 321 396
Arkansas Louisiana Gas Co. 2,642 2,112 2,0884
Associated Purchase Serv, Inc 3.370 2,694 2,6950
Auburn, Ks, City of 2,603 2,080 2
Avant Util. Auth. 224 179
Barrett Resources Corp. 12,858 4,112
Bayer Corporation 1,035 827
Billings Public Works 391 312
Burlingame, Ks, City of 1,776 1,419
Burlington, Ok, City of 220 176
Cassoday, Ks, City of 224 179
Certainteed Corp. ) 3,630 2,501
City Utilities of Springfield 138,019 110,320
Cleveland Municipal Auth. 2,572 2,056
Conagra, Inc. 2,073
Conoco, Inc 2,068 1,654
Continental Nat Gas, Inc. 3,258 2,604
Copan Public Works Auth. 540 432
Danville, Ks, City of 49 39
Denison, Ks, City of 230 184
Eckert Gas Company 84 67
Energy Source Inc. 19,443 15,541
Excel Corporation
Flint Hills Gas Co. 82 66
Ford Motor Co. 18,103 14,470
Ford, Ks, City of 188 150
Freedom Municipal Trust Auth. 292 233
Gate, Ok, Town of 141 113
General Motors Corp. 10,344 8,268
GPM Gas Corp. 6,191 4,949
Granby, Mo, City of 1,738 1,390
Greeley Gas Company 31,620 25,274
Grove Municipal Serv. Auth. 11,394 11,635
Hamilton, Ks, City of 280 224
Howard, Ks, City of 1,103 882
Iola, Ks, City of 8,817 7,047
Jane Phillips Medical Center 514 411
Kansas Municipal Gas Assoc. 25,502 20,384
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TFO30000008D0020003P1262 Substitute Second Revised Sheet No. 8D

TF04 First Revised 3heet No. 8D
TFOS5Richard N. Ficken, Vice President
TF061112596 110196
RECOVERY OF GAS SUPPLY REALIGNMENT CQSTS
PURSUANT TO ARTICLE 14
OF THE GENERAL TERMS AND CONDITICNS
RP96-173 RPY96-303 RP296-400
CUSTOMER 3-31-9¢6 7-31-96 10-31-96

Kechi, Ks, City of S 514 $ 411
Lawrence Paper Co. 673 538
LeAnn Gas Company 3,712 2,967
Lebo, Kansas, City of 603 482
Liberal, Mo, City of 502 401
lannford Public Works Auth. 1,722 1,376
McLouth, Ks, City of 874 699
Missouri Gas Energy 1,422,535 1,137,046
Mountain Iron & Supply 10,289 8,224
Mulberry, Ks, City of 502 401
Nebraska Public Gas Agency 11,788 9,423
Nelagoney Rural Gas 27 22
Neodesha, Ks, City of 5,205 4,160
Oilton, Ok, City of 39 31
Olivet, Ks, City of 65 52
Orlando, Ok, Town of 145 116
Oronogo, Mo, City of 253 202
Peoples Natural Gas Co. 606 484
Plattsburg, Mo, City of 3,122 2,495
Public S.ovice Co. of CO. 190 152
Questar Energy Trading Company
Reading, Ks, City of 235 188 256
Rural Water - Grady Co. 116 92
Severy Gas Co., Inc. 258 240
Tartan Energy Co. 19,416 15,519
Union Pacific Fuels, Inc. 48,971 39,143
United Cities Gas Co. 193,900 154,986
Universal Resources Corp. 6,428 5,138
US Gypsum 7,314 5,846
Utilicorp United Inc. 144,108 120,799
Viola, Ks, City of 108 86
Vulcan Chemicals 12,858 10,278
Wakita Utilities Authority 453 362
Wann Public Works Authority 150 120
Westar Gas Marketing 42,734 34,158
Western Resources, Inc. 1,158,17) 825,737
Williams Energy Serv. Co. 55,281 44,187

53,469,068 52,776,939
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WILLIAMS NATURAL GAS COMPANY

ALLOCATION OF GSR COSTS

BASED ON FIRM TRANSPORTATION MDTQs in DTH/D

AT OCTOBER 1, 1996

CUSTOMER

AG PROCESSING, INC.

ALTAMONT MUNICIPAL GAS AUTHORITY
AMERICUS GAS COMPANY

ARGONIA, KANSAS, CITY OF

ARKANSAS LOUISIANA GAS COMPANY
ASSOCIATED PURCHASING SERVICE, INC.
AUBURN, KANSAS, CITY OF

AVANT UTILITIES AUTHORITY

BARRETT RESCURCES CORP.

BAYER CORPORATION

BILLINGS PUBLIC WORKS

BURLINGAME, KANSAS, CITY OF
BURLINGTON, OKLAHOMA, CITY OF
CASSODAY, KANSAS, CITY OF
CERTAINTEED CORPORATION

CITY UTILITIES OF SPRINGFIELD
CLEVELAND MUNICIPAL AUTHORITY
CONAGRA, INC.

CONOCO INC

CONTINENTAL NAT GAS, INC.

COPAN PUBLIC WORKS AUTHORITY
DANVILLE, KANSAS, CITY OF

DENISON, KANSAS, CITY OF

ECKERT GAS COMPANY

ENERGY SOURCE INC.

EXCEL CORPORATION

FLINT RILLS GAS COMPANY

FORD MOTOR COMPANY

FORD, KANSAS, CITY OF

FREEDOM MUNICIPAL TRUST AUTHORITY
GATE, OKLAHOMA, TOWN OF

GENERAL MOTORS CORPORATION
GPM GAS CORPORATION

GRANBY, MISSOURI, CITY OF

GREELEY GAS COMPANY

GROVE MUNICIPAL SERVICES AUTHORITY
HAMILTON, KANSAS, CITY OF

HOWARD, KANSAS, CITY OF

IOLA, KANSAS, CITY OF

JANE PHILLIPS MEMORIAL MEDICAL CENTER

MbTQ

605
1,400
524
390
2,055
2,653
2,024
174
6,000
805
304
1,381
171
174
2,823
107,338
2,000
2,017
1,609
2,534
420
38
179
65
15,121
4,000
64
14,079
146
227
110
8,045
4,815
1,352
30,067
11,321
298
1,180
6,857
400

Revised
Schedule 4
Page 1 of 2

ALLOCATION

$613
$1,420
553
$395
$2,084
$2,680
$2,052
$176
$6,084
$816
$308
$1,400
$173
$176
$2,862
$108,836
32,028
$2,045
$1.631
32,569
$426
$39
$182
$66
$15,332
$4,056
$65
$14,275
$148
$230
$112
$8,157
$4,882
$1.3M
$30,486
$11,479
$302
$1,197
$6,853
$406
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WILLIAMS NATURAL GAS COMPANY
- ALLOCATION OF GSR COSTS

BASED ON FIRM TRANSPORTATION MDTQs in DTH/D

AT OCTOBER 1, 1936

CUSTOMER

KANSAS MUNICIPAL GAS ASSOCIATION
KECHI, KANSAS, CITY OF

LAWRENCE PAPER COMPANY

LEANN GAS COMPANY

LEBO, KANSAS, CITY OF

LIBERAL, MISSOURI, CITY OF
MANNFORD PUBLIC WORKS AUTHORITY
MCLOUTH, KANSAS, CITY OF
MISSOURI GAS ENERGY

MOUNTAIN IRON & SUPPLY

MULBERRY, KANSAS, CITY OF
NEBRASKA PUBLIC GAS AGENCY
NELAGONEY RURAL GAS

NEODESHA, KANSAS, CITY OF

OILTON, OKLAHOMA, CITY OF

OLIVET, KANSAS, CITY OF

ORLANDO, OKLAHOMA, TOWN OF
ORONOGO, MiSSOURI, CITY OF
PEOPLES NATURAL GAS COMPANY
PLATTSBURG, MISSOURI, CITY OF
PUBLIC SERVICE COMPANY OF COLORADO
QUESTAR

READING, KANSAS, CITY OF

RURAL WATER-GRADY COUNTY
SEVERY GAS COMPANY, INC.

TARTAN ENERGY COMPANY

UNION PACIFIC FUELS, INC,

UNITED CITIES GAS COMPANY
UNIVERSAL RESOURCES CORPORATION
Us GYPSUM

UTILICORP UNITED INC.

VIOLA, KANSAS, CITY OF

VULCAN CHEMICALS

WAKITA UTILITIES AUTHORITY

- WANN PUBLIC WORKS AUTHORITY

WESTAR GAS MARKETING

WESTERN RESOURCES, INC.

WILLIAMS ENERGY SERVICES COMPANY
TOTAL MDTQ

MDTQ

19,833
400

623
2,887
645

390
1,450
835
1,106,325
15,162
390
5,168
21
5,564
30

51

113

187

471
2,428
148
4,000
252

80

234
15,100
38,085
150,799
5,000
5,688
137,212
B4
10,000
352

117
30,625
900,725
42,993
2744253

Revised
Schedule 4
Page 2 of 2

ALLOCATION

$20,110
$406
$530
$2,927
$654
$385
$1,470
$948
$1,121,759
$15,374
$395
$5,296
$21
$£5,642
$30

852

3115
$200
5478
$2,462
$150
$4,056
$256

$91
$237
$15,311
$38,616
$152,803
$5,070
$5,767
$139,126
85
$10,140
$367
$119
$31,052
$913,290
$43,5983
$2.782.536

i
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Missouri Gas Energy
Summary of
Camparison of Mid-Kansas Il
Commadity and Trans, Costs

Commodity
Mid-Kansas || Commodity

Less Peaking Premiuvm

$21,507,076
(52,131,332).

Net Baseload Commeodity Value

Tight Sands Commodity

$19,375,744

$26,697,756

Net Commodity Difference

($7.322,012)

Transportation
Mid-Kansas |l Transport
Less Refunds Received

$13,433,179
(81,027,558)

Net Mid-Kansas Il Transport.

PEPL Transport. Cost

$12,405,621

$6,928,756

Net Transport Difference

$5,476,865

Summary
Commodity Difference

Transport. Difference

($7,322,012)
$5,476,865

Net Difference

(31,845,147)

No excess premium after needed adjustments.
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