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SYSTEM DEMAND PROJECTIONS

Introduction
A traditional forecast projects monthly requirements by customer class (e.g.,
residential, commercial and industrial). The residential and commercial class forecasts are

broken down to show space heating (heat sensitive load) separately.

Forecasts of heat sensitive loads are made on a use per customer basis, recognizing
the effect of temperature (or weather conditions) on consumption. The customer forecast

can be_.ma'de on a simple trend projection. This will suffice unless a significant growth

- pattern is anticipated.

The use per customer element of the forecast is a critical one. It is difficult to

estimate, however, because the heat load is greatly influenced by temperature.

" Forecasting these independent variables with accuracy is not possible. Therefore,

forecasts of natural gas loads (except where space heating is inconsequential) are made on
the assumption that "avergge" or "normal" temperature conditions will prevail. The
Company has reviewed available héating degree days on the basis of both 30-yéar and 10-
year periods. Since, when compared to actual weather experienced over the last seven to
ten years utilizing 30-year data has tended to overstate consumption, the Company is

updating its models to use 10-year weather as “normal” for projecting future demand.
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Past use per customer is adjusted to what it lw'ould have been had nonngl
temperature conditions been experienced. Historical sales and daily temperatures are used
to determine the statistical relatior_iship between thcsc. two time series. This relationship is
used té adjust actual texﬁpe_rature sensitive loads to what they would have bee.n ‘under

“normal” conditions.

In.the naturé,l gas industry, tile term "degree day" or “heating.'degrec day” is used to
describe the temperature conditions that affect heating loacis. The assumption is that
above some temperature level, usually 65 degrees Fahi’enheit, there is no significant
heating load. Heating degree days (HDDs) are the number of degrees on any one day that .
the average temperature is less than 65 degrées Fahrenheit. For example, if the average of
the high and low temperatures over a twénty-four hour period is 40 degrees Fahrenheit,

that wb_uld be 25 "heating degree days" (65 - 40 = 25). Adding u? the heating degree

_days in a year or winter season measures the severity of the weather.

. Space heating loads are separated.from total loads and a forecast is made using two
parts: a base load and a heating load. The base load is the average use per customer
during the summer months when there are no heating degre¢ days. The heating load is the
difference between the base load and the total load. The Company refines this Y-intercept
technique by using linear regression analysis whereby the statistical correlation can be
measured. The base and heat loads are then added fogethcr to arrive at the monthly and -

annual load forecasts, |
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) .Thc Company's load fprecasts are 10 year projections of anticipated require:hents on
both an anmal and peak day basis. Because the Company cbntinuaiiy strives to improve
forecaéting accuracy, the methods described herein are subject to, and will change over
time. The data use& in developiné these forecasts is that which is mac.le.aVailabIe to the
Company, by its pipeline suppliers, through the course of regular.business. - If this data
chanées due to prior period adjustments or other similar circumstances, thg Company will

update its forecasts accordingly.
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PEAK DAY PROJECTIONS
A key consideration in the forecasting process is the firm demand during extreme

weather conditions, This information is necessary to allow the Company to ensure

“adequate supplies to meet all of its firm sales obligations under such conditions.

Eecause they account for a small portion of total sales, peak day loads. have 2
modest revenue impact. Nevertheless, they are important because of the operating and
fixed costs that are incurred in providing a system to m_eet' p.eak loads. Such costs include
activatiﬁg peaking supply contracts and pufchasing additional ‘volumes on the open.
market, as well as those associated with providing adequate transmission and distribution

capacity to meet peak demand.

Asin .thc annual load foref:ast, the peak day Joad is calculated b.ased_on an analysis of

the relationship between daily weather and daily sales requirements. The data is

developed from firm sales and historic weather information. | The design peak day forecast
is calculated by averaging the heating degree days generated by the peaks that occurred
duﬁng the féur (most recent) coldest winter days and is based on usage per heating degree
day. The historic peak da-y fo.recast is based on the single, coldest 24-hour period for
which there are verifiable records. A series of regression anaiyses is | performed on the
historical datg described above to determine the base (constant) and the heat load
(weather sensitive) factors. These factors can then be applied to degree day ﬁgu'res.and

projected customer growth pattemé to approximate load requirements for a peak day.
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The historic peak day is based on the lowest temperatures that might be expected in

.a service area. The Company’s predecessor for its Missouri operations advised MGE that

this peak occurred on December 23, 1989, at a level of 89 HDDs. Through independent

* research the Company verified that the actual peak was 85 HDDs and that it occurred in

the Kansas City market area on December 21, 1989. This represents an average daily

temperature of -18 degrees Fahrenheit. Because it is weather that was actually

experienced, the Company believes that 85 HDDS is the extreme that should be used for
planniﬁg_ purposes. The Company does not believe this weather is likely to occur
regularly. Converselj, it may not be the coldest weather the region will ever expenence.
The Co:ﬁpany believes that failure to plaﬁ for actually experienced extreme cold weather

would leave it vulnerable to meeting its firm service obligations.

The four (most recent) peaks experienced in the Missouri service arealocc-urred on
Jaﬁuary 10, 1982 with 76 HDDs, December 24, 1983 with 77 HDDs, December 21, 1989 .
with 85 HDDs, and February 2, 1996 with 73 HDDs. The average of these .winter peak |
days is 77 HDD. The Company uses 77 HDD for its design peak day and has determined
that at this point 99 percent of Missou.ri’s peak demand will be met. This is one of the

Company’s key points for capacity planning pﬁrposes.

Attached is the “Peak Day Chronology” that outlines the history of the Company’s
peak day analyses and the results. Inciuded in the study is an updated peak day forecast

covering a time horizon beginning in 1997 and ending in 2006,
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ANNUAL LOAD PROJECTIONS

Annual load forecasts are maintained on a twelve month rolling basis (short term).

 Long term (ten year) forecasts are developed by calculating and applying an average

annual escalation factor to the short term totals. Three separate forecasts are developed

for the. Company's planning purposes. A description of each follows:

‘Base Case

The base case forecast is a "most likély" scepario. The ‘base load” componént of
this forecast is arrived at by calculating an average daily volume for the summer months of
July and Augﬁst and applying it to each month of the forecast period. Notwithstanding
the addition of incremental load that would necessitate an immediate adjustment,_ this
component remains constant and is updated once each year for the prior 12 month period.
The ‘heat load” component of this forecast is developed by ‘weather normaﬁzing”
delivery volumes from the most recent 12 months ended. Once weather and delivery
volumes are known for a2 month, a ‘hormalization” fac_tor is calculated by dividing the
actual heating degree days by the normal heating degree days. The monthly heat load is
arrived at by subtracting the base load (see above) from the total delivered volume. The
normalized ‘heat load” is calculatgd by dividing this remainder by the ‘hormalization™
factor. The ‘base case” totals are the sum of the normalized heat load and the base load

for each month, multiplied by an average annual escalation factor.
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High Case

The high case scenario is developed using the coldest weather that has occurred, on

a month-by-month basis, during the preceding 15 year period. A ‘high case” factor is

_ calculated by dividing actual heating degree days (for the coldest month) .by the normal

heat_ing .degree days for the same month. The weather normalized volumes calculated in

the ‘base case” are divided by the “high case” factor to establish the adjusted heat load.

The ‘high case” to.tals' are the sum of the adjusted heat load and the base load for each

month, multiplied by an average annual escalation factor.

Low Case

The low case scenario is developed using a similar methodology, but uses the

warmest weather that has occurred, on a month-by-m_onth basis, during the preceding 15

year period. A ‘low case” factor is calculated by dividing actual heating degree days (for

- the warmest month) by the normal heating degree days for the same month. The weather

normalized volumes calculated in the ‘base case” are divided by the ‘low case” factor to
establish the adjusted heat load. The “low case” totals are the sum of the adjusted heat

load and the base load for each month, multiplied by an average annual escalation factor. -

When all months are combined, the high and low cases représent unlikely annual

periods. The purpose of these scenarios is to identify a range of demand that could occur

during any given month included in the study horizon. ‘Likely” high and low annual

forecasts are arrived at by adjusting the base case scenario by'a percent of normal weather

{e.g., 105 percent high and 95 percent low).

000042




b

L. B.1-3

Attached are two Annual Load Forecasts for fiscal year 1997. The first study, see
Table 1, utilizes 30-year weather data and is the basis for the Company’s current

projections. The second study utilizes 10-year weather data, see Table 2. - Since

projections based on 30 years result in a more conservative forecast, for reliability

purposes, we will utilize it for fiscal 1997 planning. During this time frame, MGE will
monitor the actual results and may base future plans wholly on 10-year weather. In any
event, for reliability purp.oses, the diﬁ’erenées appear slight. Monthly weather;induce_d
variations m demand can be viewed as the difference between the “low,” “base,” and

“high” case scenarios.
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e ~ PROJECTED SUPPLY/TRANSPORTATION REQUIREMENTS

y Introduction

iiz:} Accurate forecasting of demand over short (one year) and long (ten year) time

‘W _ horizons providcs the Company .with the planning toél it needs. to contract for additional
gas supplies and transport'ation .capacity in a timely and cost effective manﬁer; Attached

i _ are the Company’s projections. of supply and transpor_tatién requirements for the forecast

] o period. |

Supply Requirements

A The following Figure 1, Table 3, and Table 4 show the system demand requirements
as compared to the available supply on a monthiy and daily basis for the forecast period.
The demand requirements include the forecasted customer demand plus the storage
} injection. The available supply consist of the monthly contract quantity and the storage

" withdrawal. The difference between these two totals is the additional supply needed.

| : The Company’s supply needs are also discussed in Section IL B, “Additional
Supplies To Be Contracted For” and Section III. B., « A dditional Actions Taken to Ensure

b Reliability.”

}ﬁ | | 000045
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SYSTEM DEMAND PROJECTIONS

Introduction
A traditional forecast projects monthly requirements by customer class (e.g.,
residential, commercial and industrial). The residential and commercial class forecasts are

broken down to show space heating (heat sensitive load) separately.

Forecasts of heat sensitive loads are made on a use per customer basis, recognizing
the effect of temperature (or weather conditions) on consumption. The customer forecast
can be made on a simple trend projection. This will suffice unless a significant growth

pattern is anticipated.

The use per customer element of the forecast is a critical one. It is difficult to
estimate, however; because the heat load is greatly influenced by temperature.
Forecasting. fhése independent variables with accuracy is not possible. Therefore,
forecasts of natural gas loads (exéeiat where space heating is inconsequential) are made on
the assumption that "average" or "normal" temperature conditions will prevail. The
Company has reviewed available heating degree days on the basis of both 30-y§ar and 10-
~ year periods. Since, when compared to actual weather experienced over the last seven to
ten years utilizing 30-year data has tended to overstate consumption, the Company is

updating its models to use 10-year weather as “normal” for projecting future demand.
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Past use per customer is adjusted to what it .would have been had normal
temperature conditions been experienced. Historical sales aﬁd daily temperatures are used
to determine the statistical relationship between these two time series. This relationship is
used to adjust actual temperature sensitive loads to what they would have been under |

“normal” conditions.

In the naturai gas industry, fhe teﬁn "degree day" or “heating degree day” is used to
describe the temperature conditions that affect heating loads. The assumption is that
above some temperature level, usually 65 degrees Fahrenheit, there is no signiﬁcant
heating load. Heating degree days (HDDs) are the number of deyees on any bne day that
the average teniperature is less than 65 degfees Fahrenheit. For example, if the average of
the high and low temperatures over & twenty-four hour period is 40 degrees Fahrenbheit,
that would be 25 "heating degree days" (65 - 40 = 25). Adding up thé heating degree

days in a year or winter season measures the severity of the weather.

Space heating loads are separated from total loads and a forecast is made using two |
parts: a base load and a heating load. The base load is the average use per customer
during the summer months when there are no heating degree days. The heating load is the

difference between the base load and the total load. The Company refines this Y-intercept

technique by using linear regression analysis whereby the statistical correlation can be

measured. The base and heat loads are then added together to arrive at the monthly and

annual load forecasts.
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The Company's load forecasts are 10 year projections of anticipated requirements on

both an annual and peak day basis. Because the Company continually strives to improve

forecasting accuracy, the methods described herein are subject to, and will change over:

time. The data used in developing these forecasts is that which is made available to the

Company, by its pipeline suppliers, through the course of regular business. If this data

‘changes due to prior period adjustments or other similar circumstances, the Company will

update its forecasts accordingly.
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PEAK DAY PROJECTIONS
A key consideration in the forecasting process is the firm demand during extreme
weather conditions. This information is necessary to allow the Company to ensure

adequate supplies to meet all of its firm sales obligations under such conditions.

Because they account for a small portion of total saleé, peak day loads have a

modest revenue impact. Nevertheless, they are important because of the operaﬁng and

fixed costs that are incurred in providing a system to meet peak loads. Such costs include

activating peaking supply contracts and purchasing additional volumes on the open

~ market, as well as those associated with providing adequate transmission and distribution

capacity to meet peak demand.

As in the annual load forecast, the peak day load is calculated based on an analysis of
the relationship between daily weather and daily sales requirements. The _data i§
developed ﬁﬁm firm sales and historic weather information. The design peak day forecast
is célcul_ated by averaging the heating degree days generated by the peaks that occurred
during the four (most recent) coldest winter days and is based on usage per heating degree
day. The historic peak dasr forecast is based on the single, coldest 24-hour period for
which there are verifiable records. | A series of regression analyses is performed on the
historical data described above to determine the base (constant) and fhc heat load
(weather scnsitiw}e) factors. Thesé factors can then be applied to degi'ee day figures and

projected customer growth patterns to approximate Joad requirements for a peak day.
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The historic peak day is based on the lowest temperatures that might be expected in

a service area. The Company’s predecessor for its Missouri operations advised MGE that

' this peak occurred on December 23, 1989, at a level of 89 HDDs. Through independent

research the Company verified that the actual peak was 85 HDDs and that it occurred in
the Kansas C_ity markét area on December 21, 1989. This represents an average daily
temperature of -18 degrees Fahrenheit. Because it is weather that was actually
experienced, the Company believes that 85 HDDs is the extreme that should be used for
planning purposes.. The Company does not believe this weather is likely to occur
regularly. Conversely, it may not be thé coldest weather the region will ever experience.

The Company believes that failure to plan for actually experienced extreme cold weather

- would leave it vulnerable to meeting its firm service obligations.

The four (most recent) peaks experienced in the Missouri service area occurred on
January 10, 1982 with 76 HDDs, December 24, 1983 with 77 HDDs, December 21, 1989

with 85 HDDs, and February 2, 1996 with 73 HDDs. The average of these winter peak

days is 77 HDD. The Company uses 77 HDD for its design peak day and has determined

that at this point 99 percent of Missouri’s peak demand will be met. This is one of the

Company’s key po'mfs for capacity planning purposes.

Attached is the “Peak Day Chronology” that outlines the history of the Company’s
peak day analyses and the results. Included in the study is an updated peak day forecast

covering a time horizon beginning in 1997 and ending in 2006.
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ANNUAL LOAD PROJECTIONS

| Annual load forecasts are maintained on a twelve month rolling .basis (short term).
Long term (ten jrear) forecasts are developed by calculating and applying an average
annual escalation factor to the short term totals. Three separate forecasts are developed

for the Company's. planning purposes. A description of each follows:

Base Case

The base case forecast is a "most likely" scenario. The ‘base load” component of
this forecast is arrived at by calculating an average daily volume for the summer months of
July and August and applying it to each month of the forecast period. Notwithstanding
the addition of incremental load that would necessitate an immediate adjustment, this
component remains constant and is updated once each year fc;r the prior 12 month period.
The ‘heat load” component of this forecast is developed by ‘weather nonnaliz;ing”
delivery volumes from the most recent 12 months ended. Once weather and delivery
volumes are known for a rﬁonth, a ‘hormalization” factor is célculated by dividing the
actual heating degree days by .the nofmal heating degree days. The monthly heat load is
arrived at by subtracting the base load (see above) from the total delivered volume. The
normaliéed ‘heat load” is ;alculated by diyiding this remainder by the ‘hormalization” .
factor. The ‘base case” totals are the sum of the noﬁnalized heat load and the bﬁse load

for each month, multiplied by an average annual escalation factor.
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High Case
The high case scenario is developed using the coldest weather that has occurred, on

a month-by-month basis, during the preceding 15 year period. A"high case” factor is

~ calculated by dividing actual heating degree days (for the coldest month) by the normal

heating degree days for the same month. The weather normalized volumes calculated in
the ‘base case” are divided by the ‘high case” factor to establish the adjusted heat load.
The ‘high case” totals are the sum of the adjus‘ted heat load and the base load for each

month, multiplied by an average annual escalation factor.

Low Case

The low cose scenario is developed using a similar methodology, but uses. the
warmest weather that has occurred, on a month-by-month basis, during the preceding 15
year period. A ‘low case” factor is calculated by dividing actual heating degree days (for
the warmest month) by the normal heating degree days for the same month. The weather
.non.nalized volumes calculated in the ‘base case” are divided by the “low case” factor to
establish the adjusted heat load. The ‘low case” totals are the sum of the adjusted heat

load and the base load for each month, multiplied by an average annual escalation factor.

When all months are combined, the high and low cases represent unlikely annual
periods. The purpose of these scenarios is to identify a range of demand that could occur

during any given month included in the study horizon. ‘Likely” high and low annual

forecasts are arrived at by adjusting the base case scenario by a percent of normal weather

(e.g., 105 percent high and 95 percent low).
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Attached are two Annual Load 'quecasts for ﬁécal year 1997. The first study, see
Table 1, utilizes 30-year wéather data aﬁd ié the Basis for the Company’s current
projections. The second study utilizes. 10-year weather data, see Table 2. = Since
ﬁrojecﬁons based on 30 yéars result in a more consefvative forecaét, for reliability
purposes, we will utilize it. for ﬁscal_ 1997 planning. During this time frame, MGE will
monitor the actual results and may base future plans wholly oﬁ 10-year weather. In any
event, for reliability purposes, the differences appear'slight. Monthly weather-induced
variations in demand can be viewed as. the difference between the “low,” “base,” and

“high” case scenarios.
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'~ PROJECTED SUPPLY/TRANSPORTATION REQUIREMENTS

Introduction |

Accurate forecasting of demand over short (one year) and long (ten year) time
hbﬁioné provides the Company with the planning todl it needs to cont'racf for additional
gas..suppli'es and transportation capacity in a timely and cost effective manner. Attached
are the Compé.ny’s projections of supply and transportation requirements for the fofecast

period.

Supply Requirements

- The following Figure 1, Table 3., and Table 4 show the system demand requirements
as compared to the available supply on a moﬁtlﬂy and daily basis for the forecast period.
The demand requirements inclucie the forecasted customer demand plus the storage
injection. The available supply consist of the rr_\orithly contract quantity and the storage

withdrawal. The difference between these two totals is the additional supply needed.

The Company’s supply needs are also discussed in Section IL. B, “Additional
Supplies To Be Contracted For” and Section IIL B., “Additional Actions Taken to Ensure

Reliability.”
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Transportation Requirements

As previously described, forecasts are developed for ‘both annual and peak day
requirements. However, it is the peak day forecast that drives what level of firm
trahsportation service will be necessary in a given year. The planning process must result
in .a transportation portfolio that meets ﬁrm customers’ peak day requirements during the

period of the study.

The planning cycle of a pipeline company is substantially longer than for a local
distribution company (LDC). This is due to the longer lead times and economics
associated with pipeline construction and capacity expansion projects. For this reason, the
LDC must contract capacity in longer blocks, usually five fo ten years. The timing of
pipeline expansion prdjects do not necessarily match the needs of the LDC and may result
in a temporary surplus of firm capacity. Because MGE’s capacity is contracted for in
longer blocks and added periodically over a five to ten year time horizon, capacity may be
lov;rer or higher than the historical peak day at any given point in time. There.is, however,
sufficient capacity to meet the desigh peak day, which ensures 99 percent of Mssouri’s_
peak demand will be met. The Company endeavors to maintain a reasonable reserve

margin above the design day minimum to meet the historical peak.

The projected demand and transportation requirements for the forecast period are

shown on the following tables and figures.

GO0O0LY

15




Pages 16 through 21 are deemed Highly Confidential

I C

000048




i [

SUPPLY/DELIVERY RESOURCES

Introduction
An increased number of gas supply and capacity resource options are emerging as a

result of a general move toward cdmpetition brought about by the unbundling of gas

_ services. The best options may be the ones that perform best in terms of satisfying

multiple objectives, including reliability, under realistic alternative forecast scenarios. A
gas procurement plan defines a course of action for the near-term that is consistent with
the Company’s 'long-term goals, Continuous monitoring will ensure that it is still the .

appropriate plan as conditions change over time.

Pipeline transportation facilities are designed, installed, and dedicated to a certified
capacity. Firm transportation resources may be acquired by way of contracting for
available capacity, relinquishment of existing capacity from a pre-existing 'holder, or
through short- or long-term release 'pfogl'mns. Interruptible transportation is inexpensive
compared to firm fransportation. .It does not provide firm capacity on a contractual basis

and therefore lacks the reliability of firm transportation.

Storage provides additional deliverability during the heating season. Because of
filling constraints and limited availability, underground storage is suitable for heating

season loads, peak day, or daily baiancing.

-3
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Demand growth or the expifation of supply resoufces will necessitate the need for
new resources. Resources can be screened according to their ability to best meet the
needs of the area(s) to be filled, e.g., daily, monthly, or peaking supply. A sbund .'gas
supﬁly portfolio satisfies diverse eva]ﬁation criteria (é.g., cost, reli#bility,- risk, efficiency,
aﬁd compeﬁtiveness) by performing well across all these criteria and for a range of
alternative futures. The Company’s goﬂ is to provide a commodity that is reliable over a
broad range of possible outcomes while maintaining 'serﬁce at a price that provides value

to the customer.

The following information relating to pipeline and.storage capaéity reviews existing
transportation capacity and storage deliverability and any areas where additional capacity
needs have been identified for the reporting period. Regarding supply resources, the
following information reviews existing gas supply contract information as to the various
terms affecting the reliability of supply. _Additionally, it covers the diversity of supplies,
supplier performance data, and identifies édditional supply requirements needed to meet

forecasted demand during the reporting period.

0000
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PIPELINE TRANSPORTATION/ STORAGE CAPACITY
Pipeline Capacity
The Company cﬁrrently holds firm transportation contracts on three interstate

pipelines'that have a combined deliverability of ** ** Dekatherms pef day. This

level of service is adequate to cover the design peak of ** ** Dth projected for

the 1996-1997 heating season, but falls ** _** Dth short of meeting the projected

 historical peak day of ** ** Dth. As discussed earlier under the “Transportation

Requirements” section on page 15 of this report, capacity is typically contracted for in five
to ten yeaf blocks and added periodically over a five to ten year time horizon. Because of
this phenomenon, the contracted capacity in any given year may be lower or higher than
the projected historical peak day demand. The Company does ﬁssure that it has adequate

firm capacity under contract to meet its design peak day.

In addition to the firm capacity described above, the Company holds interruptible

contracts on two of the three pipelines with a total deliverability of ** ** Dth/day.

‘Based on experience gained during the 1995-1996 heating season, the Company believes

that some level of interruptible transportation will be available on a peak day and this

service can be utilized to help meet peak demand until such time as additional firm service
is added. Table 9, “Pipeline Capacity and Storage Deliverability” on page 26, shows the -

breakdown of current capacity by pipeline and contract.

- NONPROPRIETARY
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Storage Deliverability

The Company currently owns storage rights totaling ** *x Bcf on two
interstate pipelines, Williams Natural Gas and Panhandle Eastern Pipe Line. The
combined deliverability of ** __ ** Dth/day is utilized to augment flowing gas during
the withdrawal months of November through March, and represents approximately two-

thirds of the total supply used to meet peak day demand. See Table 9 on page 26, for the

- breakdown of current capacity by pipeline and contract.

Identified Needs for Transportation or Storage Capacity

As described above, peak day projections drive the need to add firm pipeline
capacity. As a result of its forecasting efforts, the ‘Company has identified the need and is
currently negotidting to add ** __ ** Dth/day of deliverability into the Kansas City
market area prior to the 1997 - 1998 heating season. The Company is also negotiatirig to
add incremental firm capacity on certain WNG line segments that are currently capacity

constrained. There is no identified need to add storage deliverability at this time.

In addition, MGE has held discussions with Missouri Pipeline Company, a subsidiary
of Uﬁlicorp, to interconne-ct With a converted crude oil pipeline, which is the subject of
MPSC Case ﬁo. GA-96-130. MGE has also held discussions with Pony Express Pipeline,
another converted crude oil facility owned by KN Energy that will operate as an interstate

system. At this time there are no agreements in place for these interconnects.

NONPROPRIETARY
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II. B. 1. a-e¢

GAS SUPPLY RESOURCES

Supplies Under Contract

~ Attached are contract briefs that identify all firm supplies currently under contract.
They are in numerical order by MGE’s contract number and are considered highly

confidential by the Company.

The briefs summarize the various provisions of the contract such as the contract
date, length of the term, contract quantity; and terms that affect reliability, which include

warranties regarding performance, force majeure provisions, and receipt point data.

Receipt point information can also be found on the “Supplier Delivery Points,” see -
Table 12 on page 35 of this report. The table groups these contracts into geographical

arcas.
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The following pages are deemed Highly Confidential and have been omitted
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ADDITIONAL SUPPLIES TO BE CONTRACTED FOR
Demand

To determine new supply requirements, the Company reviewed demand and
developed a Base Case, High Case, and Low Case scenario as described in Section L. B.,

page 6, of this report Projected monthly demand was calculated as the “Base Case”

' scenario because it is the “most likely” to oceur. Daﬂy demand was calculated by profiling

the design day requirements across the annual period. Supply contracts were reviewed to
determine the Company’s present level of commitment. Supi:l_y and demand were then
compai'ed to identify monthly and daily supply needs. The diﬁ'erénce between the current
level of supply and projected demand, on a monthly and daily basis, became the additional

supplies needed.

Supply

After reviewing the difference between cufrent supply comnﬁfments and projected
demand, a range was identified between the low and high case demand scenarios that
established levels of commitment that could be used for supply planning. ~Monthly
weather patterns were evaluated to further define commitment levels for purposes of

prudence and reliability. Table 10 and Table 11 shows the results.

AL ARNS
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Request For Proposal

Based on the foregoing review of demand and supply, the following Request For
Proposal (RFP), Figure 4, was developed for the forecast period. The supply
requirements identified in the RFP were categoﬁzed into three levels of commitment;

baseload, variable, and peaking,

A portion of the supply requirements, which was not addressed in the RFP, will be
purchased on a firm, monfhly basis on the spot market. Also, that portion of supply for
the period April 1997 through June 1997 was not addressed in the RFP as it is necessary
to review storage levels at the end of the withdrawal season. This allows the Company to
make prudent decisions as to the proper level of supply requirements needed during the fill -

cYcle.

0O0OLE
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II. B. 3.

GEOGRAPHICAL DIVERSITY OF SUPPLIES

The following map (Figure 5) and table (Table 12) show the contract receipt points
groupéd together by area. The areas are represented by letters on the map. The maximum
dail& contract volumes were summed by area on the iable. . The numbers will not add up
due to multiple access rights. For exarhple, one contract may. have a maximum of 15,000
MMBtu/day and all or a portion of it may be taken at one or several receipt points. Table

12 shows the maximum contract volume available in each geographical area.
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Pages 34 and 35 have been deemed Highly Confidential

000034




SUPPLIER PERFORMANCE _
During the Arctic Front in Missouri on January 31, 1996 through February 6, 1996

Introduction.

Since the ac'quisition of Missouri Gas Energy, the ‘only severe weather that has been
experienced by the Company occufred during the January 31 through February 6, 1996
time period. The Company has assessed the performance of its suppliers during this arctic

front.

Pages 37 through 44 concerning supplier performance during this period are deemed

Highly Confidential and have been omitted.
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SUPrLY FREEZE-OFF CONSIDERATIONS

February 1996 has been the first significant arctic blast since the 'mdustry’s.
restructuring under Order 6§6 and the acquisition of MGE. As such, this has been the
first opportunity for MGE to evaluate its suppliers’ performance and their ability to deal

with wellhead freeze-offs, a force majeure condition.

MGE purposely contracts for its supplies to diversify away from the dépendence on
a single production area. The Company’s portfolio has supplies under contract that are
from major basins; the Kansas Hugoton, the Oklahoma Hugoton, the Wamsutter 'ﬁeld in
Wyoming, the Texas Panhandle basins, and a few supplies in Kansas and Oklahoma

outside these major basins.

Although there were freeze-offs in both Oklahoma and Kansas, the majority of

problems were experienced in Oklahoma. **

o

NONPROPRIETARY
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II. B. 5.

The success of the Company’s diversity is substantiated by the survey of supplier
performance discussed in the previous section. Although the Company’s plan served it
well, future opportunities to expand its supply dptions to other geographic regions will be

explored.

Thé Md-Cdntinent/Rocky Mountain regions of the United States are seeing many
new pipeline projects get undef way to meet new requirements of moving gas to more
lucrative northern and eastern markets. These projects could ultimately result in a larger
diversity of supply options available from additional geographic ;egions. Because the
majority of these regions have colder climates, the eﬁgineering and wellhead eciuipment
are designed to prevent freeze-offs. MGE will position itself to take advantﬁge of these

new opportunities as they become available.
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SUMMARY AND CONCLUSIONS

" Introduction

This section summarizes projected system demand and supplies. It also discusses
additional actions the Company has taken or will take to ensure reliability of supply,

including the administration of the emergency curtailment tariff provisions if needed.

)
]
o
o
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DISCUSSION OF PROJECTED DEMAND AND SUPPLY NEEDS
Proj gcted Demaﬁd

Accurate projections of system demand. are vital to ensuring th‘at MGE can meet its
sales obligations in a cost eﬂ‘i.cient and reliable ;hanner. ‘The Company’s short- and long-
term forécasts are the product of continuously conecting, analyzing, and modeling the best

available weather, volume, and customer data. As a result of these efforts, Missouri Gas

“Energy has been identified by its largest pipeline supplier as the benchmark by which other

customers should set their forecasting standards.

Historically, MGE’s operational forecasfs of daily and ?nolnthly demgnd have
consistently been within two to five perceﬁt of actual usage. Given this track record, the
Company places a great deal of confidence in its forecasting ability and believes it has
déveloped the proper foundation on which to baée transportation capacity and supply
planning. The Company constantly endeavors to improve its forecasting techniques and
stays abreast of new and imi:roved technologies to aid m this effort.

Projected Supply

The basic approach MGE foliows in developing supply to meet anticipated
requirements begins with an examination of the various sources of supply that are
available on a daily, monthly, seasonal, and anﬁual basis, recognizing the contractual
obligations fo;' delivery, while simultﬁneously attempting to meet projecfed demand for

every day throughout the forecast peﬁod at the best possible cost. Once these calculations
000036
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are made and requirements are stated on a calendar year basis, it is possible to begin to
match the supply to the projected requirements. The result of this process for the
upcoming forécast period has been summarized in the Request For Proposal as discussed
on page 31 and shown on page 32 of this report. The RFP has been sent to all pot_ential

suppliers.

Further discussion of the Company’s supply needs is included in the following

Section ITI. B., “Additional Actions Taken to Ensure Reliability.” |

000037
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IIT. B.

ADDITIONAL ACTIONS TAKEN TO ENSURE RELIABILITY
Supply

The supply options_of ..MGE’s .portfolio consist of | various components. These
include firm and non-firm supplies contracted for on either a long- or short-term basis,
firm and interruptible transportation on two interstate pipelines, and two stbrage services.
The utilization of these components varies depending on Idem.and and operating
conditions, but the following descrip_tions provide a basic understanding of the current and

potential future elements of the Company’s supply options.

The Company’s firm gas requiremgnts are weather sensitive. That is, loads are high
during the winter heating months and low during the warmer 'spring, summer, and fall
months. Contracting for supplies year-round wﬁen they are neéded for only a few months.
results in a surplus during periods of low demand. This surplus is affected by the amount
of storage fill gas that is needed in. each regioﬁ. At the same time, natural gas production
is a year-round operation and producers could be affected negatively if they sell gas only

during times of high demand. -

In response to this dilemma, the natural gas industry has developed what is known as
the spot market. This allows producérs to sell on a short-term basis (30 days or less),
those supplies that ar.e not committed to a firm contract or for which no demand is
cﬁrrently being made undér firm contracts to. which the producers are committed. The

spot market allows producers to sell their gas at market sensitive prices year-round. It
000038
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‘also allows marketers and consumers, both large end use customers and local distribution

companies, to purchase supplies at competitive prices.

Spot market supplies are short-term agrgements that are usually interruptible. These
agreements are balanced by reduced performance.. obligations on both sides of the
transaction. Prices are markef driven, which means that at any given time they may be
either lower or higher than longer term contract prices. Spot supplies méy be used to
supplement firm coﬁtracts during times of peak demand or to displace contracted volumes
when it is cost effective. . These spot supplies may be transported under firm or

interruptible transportation agreements, depending on availability.

MGE will purchase spot gas to displace and/or supplement other suppliés and will
continue to be active in the spot market. Should the assumed spot volumes be
unavailable, the Company will compens;té, if necessary, through curtailments of
interruptible customers. MGE plans to minimize its cost of gas by injecting spot gas into
storage at the maximum levels allowed. Spot gas will also be transported By firm
transportation. The risk is the supplies purchased this way may not be available in large
quantities during times of }ﬁgh demanci since théy are subject to being called on under firm

contracts.

For MGE, a balanced supply portfoli'o attempts to maximize the benefits and
minimize the risks associated with purchasing spot market gas. At the same time, it is

important to minimize the costs of firm supply contracts, while ensuring a sufficient gas -
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supply to meet peak day requirements. The Cdmpany is committed to providing reliable,

reasonably priced natural gas service to its customers today and in the future. Judicious

| negotiation of various supply and transportation contracts is the method by which this

commitment will be achieved.

Firm supplies are contractually guarahteed to be available when called upbn by the
Company, absent force majeure occurrences, which means beyond the donfrdl of the
supplier or pipeline. This reliability of service is 2 component of the cost and, therefore,
commensurately higher priced than similar non-firm spot sppp]ies. Thg reliability of

service factor is frequently reflected in a demand charge or minimum payment that is not

dependent upon the supply being used. Firm supply contracts may also have a minimum

take requirement with associated economic penalties for not taking what the Company is
obligated to purchase. This provides the supplier with a guaranteed market for the gas,

making the production more cost effective.

MGE has contracted for several types of firm resources. These include both firm

* transportation service and firm gas supplies. Contract specifics vary by contract with the

common denominator being firm supplies, except for force majeure. Some supplies are
for fixed prices and some are indexed to spot prices. Some contracts are assessed fixed
reservation charges while others have minimum daily or monthly take requirements. Most
contracts contain provisions for symmetrical penalties fdr failure to use or supply the gas
according to contract terms. Contract terms governing reliability and covering damages

on baseload 30-day spot transactions will be renegotiated, where possible, to enhance the
000040
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supplier’s performance under such contracts. Contract details will vary from year to year,

depend'ing on the Company’s and supplier’s needs and the general trends in the market.

An amount of firm gas is contracted for on a year-round basis. The Company’s
ability to contract for these cost effective supplies is increased because of the relatively

low summer demand on the system and the ability to inject gas into storage during the

~ summer. Storage gas is assumed to be cycled to its capacity level each year. This means

that the Company will inject 100 percent of its storage volume during the year and then

withdraw it later that same year. Storage services, thereby, become an avenue in

providing firm gas supplies. The Company currently has access to two storage services.

MGE will continue to contract for supplies from a variety of geographic regions.
The diversity of supply basins was discussed in Section II. B., “Geographical Diversity of
Supplies.” The Company will also continue to keep a mix of suppliers in its portfolio to

prevent a heavy reliance on any one supplier.

The natural gas futures market may provide the Company with a hedge against
severe price increases.. Thé futures market only deals with pricihg and avoided costs and
is not a physical gas market. The futures market is based on price and supply at the Henry
Hub in southern Louisiana as traded on the New York Mercantile Exchange. This gas
cannot be physically delivered to the Williams or Panhandle Pipeline systems. Pricing

pressures in the East, Midwest, and Northeast can move futures prices in opposite
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directions. MGE is continuing to evaluate the dynamics of the futures market and whether

or not it can provide a benefit to the Company and its ratepayers.

* Nevertheless, during winter periods, MGE forecasts sufficient supplies to meet all
firm requirements assuming the availability of new suiaplies and the renewal or

replacement of existing contracts.

Transportation

MGE’s service territory is located in western Missouri, with service primarily in the
St. Joseph, Joplin, and Kansas City, Missouri areas. The St. Joéeph and Joplin areas are
served only by Wil'li.ams Natural Gas Company (WNG) and the Kansas City area is served
by, or has access to, three interstate pipeline systems: 1.) the WNG interstate system, 2)
the Riverside interstate pipeline system, affilisted with the Bishop Group; and 3.) the

Panhandle Eastern Pipe Line system (Panhandle Eastern).

Focusing on the Kansas City area, which consumes the méjority of the gas supplies,
MGE has primary interconﬁects with WNG’s system in two locations: 1.) the Riverside |
Station, located in Riverside, Missouri; and 2.) the South Glavin Station, located in the
southwestern portion of Kansas City, Miissouri on the state line between Missouri and
Kansas. These two statiqns feed into a high pressure loop systém thﬁt provides essential
feed into the downtown area and the surrounding suburban commuhities, providing.

primary deliveries in the Kansas City metropolitan area.
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The Riverside pipeline system currently delivers at a single point, the Riverside
Station, with such deliveries parallel to those made by WNG in the same area. While the
Panhandle Eastern system primarily serves small farming communities located east of
Kansas City, Missouri, it also has a small, isolated interconnect on the western side of

Kansas City that provides limited delivery capability into the Kansas City, Missouri area.

Given that approximately 90 percent of MGE’s current capacity is provided by
WNG, MGE has explored capacity replacement and incremental expansion opportunities
on pipelines other than WNG in order to gain greater diversity, flexibility, bargaining

power, and peak day reliability.

MGE was successful in ﬁhalizing an agreement with KPOC to éonstruct lateral
expansion facilities that permit it to interconnect with Panhandle Eastern. MGE has
requested service from Pmﬁmdle Eastern to flow through this interconnect. Because
Panhandle has been unwilling to provide this; the Company is currently pursuing the

granting of this additional transportation service by filing a complaint with FERC

In addition to pursuing increased Panhandie transportation services, MGE is
continually reviewing new construction projects that could provide transportation services
to its service areas. This iﬁcludes two crude line conversions thét would move gas from
Wyoming to Missouri and expansion projects by Rocky Mountain - Mid-Continent

pipelines.
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The serious efforts undertaken by MGE to review, meet, and discuss with those
companies developing alternative transportation that could serve MGE’s service territory,

may eventually allow MGE to obtain alternative expanded facilities in the future.
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1. C.

EMERGENCY CURTAILMENT PLAN

- Attached is the revised Section 13 of the Compaﬁy’s General Terms and Conditions
as filed in Case No. GR-96-285. This section addresses the Priorities of Service under
which the Comp.any will curtail service during periodé of supply deficiencies or limitation
of pipeline capacity. The ameﬁded rule contains fewer categories, treats sales ﬁnd
transportatild.n equally, and provides for quicker implementation as a result of sﬁnpﬁfying
the noti_ﬁcatibn process. The Company stands ready to execute this plan as conditions

warrant.

MGE believes this report verifies that adequate steps have been taken to ensure the
reliability of supply for its resale customers. The inability to control volumes delivered for
end use by MGE’s transport customers may lead to the implementation of this plan in the

*

event there are major failures in third party supplies.
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13.01

13.02

13.03-

13. PRIORITY OF SERVICE

PURPOSE: The purpose of this Rule is to establish the priority of service during
periods of supply deficiencies or limitation of pipeline capacity.

CURTAILMENT: During periods of supply deficiencies or limitation of pipeline
capacity, the Company will curtail or limit gas service to its customers (or
conversely, allocate its available supply of gas) as in this Rule provided.
Curtailment may be initiated due to a supply deficiency, limitation of pipeline
capacity, weather, or other operating conditions, or a combination thereof. For
purposes of this Rule, interruption of service due to the failure of a customer’s
transportation volumes to be delivered to Company does not constitute a
curtailment. '

PRIORITY CATEGORIES: Each customer’s requirements shall be classified into
priority categories. The priority categories, to be utilized by the Company for
allocating available gas service, listed in descending order of priority, are as
follows:

Priority 1 (Highest Priority - Firm Sales or Firm Transportation)

Requirements of persons using natural gas in a dwelling for residential purposes,
including apartment buildings and other multi-unit buildings, -and other
requirements, the curtailment of which the Secretary of Energy determines would -
endanger life, health, or maintenance of physical property (plant protection),
including all requirements:

(1) Ina school, defined as & facility the primary functidn of which is to deliver
instruction to regularly enrolled students in attendance at such facility;

(2) In a hospital, defined as a facility the primary function of which is
delivering medical care to patients who remain at the facility, including
nursing and convalescent homes; and

(3) For police and/or fire protection, and in sanitation and correctional
facilities.

Priority 2 (Second Highest Priority - Firm Sales or Firm Transportation)

Any use of natural gas which has been certified by the U.S. Secretary of
Agriculture as an essential agricultural use under Section 401 (b) of the Natural -
Gas Policy Act unless the Commission in consultation with the Secretary of
Agriculture determines, by rule or order that the use of an alternative fuel is
economically practicable and reasonably available. The definition of “alternative
fuel” shall be that stated in 18 CFR 281.202(b) as amended from time to time.
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Peak day volumes shall be based on current requirements unless such volumes
exceed contract or certificate limitations.

Priority 3 (Third Highest Priority - Firm Sales or Firm Transportation)

(a All commercial requirements not designated as human needs, except for
boiler fuels used by commercial consumers having requirements of more
than three thousand (3,000) Dth per month, or peak day requirements of
more than three hundred (300) Dth.

(b) Al requirements for industrial process and feedstock needs having
requirements of not more than three thousand (3,000) Dth per month, or
peak day requirements of not more than five hundred (500) Dth.

(c)  For ignition fuel and flame stabilization for boilers when fired by other
fuels. A consumer requiring gas for ignition fuel and flame stabilization
shall not take more gas for this purpose than is required for safe operation
of its plant, but shall not take more gas on any day than the volume shown
in this Priority 3 as its peak day requirement. -

Priority 4 (Fourth Highest Priority - Firm Sales or Firm Transportation ) .
(a)  Essential Industrial Process and Feedstock uses of consumers havihg a
monthly requirement of more than three thousand (3,000) Dth, or a peak
day requirement of more than five hundred (500) Dth.

(b)  Firm service for which there is no end use information, or firm service not
specified in any other priority.

Priority 5 (Fifth Highest Priority - Interruptible Sales or Interruptible Transportation)

(a)  Receipts, transportation, and deliveries for boiler fuel use by industrial and
commercial consumers having requirements of more than three thousand
(3,000) Dth per month, or peak day requirements of more than three
hundred (300) Dth. -

()  Receipts, transportation, and deliveries for other (non-essential) industrial
processes having requirements of more than three thousand (3,000) Dth
per month, or peak day requirements of more than five hundred (500) Dth. .

(c)  Any service provided on an interruptible basis.

For the purpose of this rule, the definitions of “essential agricultural requirements”
and “essential industrial process and feedstock requirements” shall be those
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specified from tlme-to-tlme by the respons:ble federal agencies under the Natural
Gas Policy Act of 1978.

The volumes utilized in classifying customer’s requirements into priority categories
shall be customer’s maximum monthly requirement, or customer’s peak day

requirement as determined by actual recorded measurement.

CURTAILMENT PROCEDURES: Monthly allocations or curtailment shall be
based on a period beginning on the first day of any month and extending through
the last day of the month. Notice shall be given to all affected customers in
categories five (5) and four (4), by telephone or in writing, or via mass media
(radio and television). Notice shall be given to all affected customers in categories
three (3), two (2), and (1) strictly via mass media (radio and television). Notice
shall be given as far in advance as practicable and may be changed by the company
as conditions warrant.

Curtailment shall be assigned initially to those best efforts or as-available sales and

transportation arrangements where the Company is not responsible for providing
continuous service except to the extent that curtailment of such services would not

" be useful in maintaining deliveries to other customers in accordance with these

13.05

rules. Additional curtailment shall be assigned initially to the lowest priority

* category (Category 5) and successively to each higher priority category as

required. Should partial service only be available to an affected category,
deliveries to individual customers shall be limited to the customer’s pro rata share
of available supply, such allocation to be based on the ratio of the customer’s
requirements in the category for which partial service is available to the aggregate
requirements of all the Company’s customers in the same category.

UNAUTHORIZED OVERRUN DELIVERIES: If during any curtailment period,
any customer takes, without the Company’s advance approval, a volume of gas in
excess of the volumes authorized to be used by such customer, said excess
volumes shall be considered unauthorized overrun deliveries.

If cumulative unauthorized overrun delivery quantities taken by any customer
during a continuous curtailment period exceed 5% of authorized daily delivery
levels, said customer shall pay to the Company an Overrun Penalty for each MCF
of unauthorized overrun delivery quantities as follows:

$5 for each MCF which exceeds authonzed delivery levels by more than
5% through 10%. '

$10 for each MCF which exceeds authorized delivery levels by more than
10% through 15%.
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13.07

13.08

$15 for each MCF which exceeds authorized .delivery levels by more than
15%.

All revenues received from unauthorized overrun charges that exceed the
amounts the Company was charged from its suppliers due to unauthorized
overruns, shall .be refunded to the residential, general service and
unmetered gaslight customers in accordance with the Purchased Gas Cost
Adjustment Sheet No. 21, Section V. Refund Provision.

EMERGENCY EXEMPTION: Emergency exemption from any curtailment order
or procedure may be requested by a customer where supplemental deliveries are
required to forestall substantial damage to physical property, risk of life or injury
to plant personnel, to prevent the threat of a plant production shutdown due to the
failure of alternate fuel facilities, or a customer’s inability, for reason other than
price, to obtain an alternate fuel, or other emergency situations involving the
occurrence of unforeseen or extraordinary circumstances, including emergencies
involving the protection of air quality. The Company may, at its sole discretion,
grant requests for emergency exemptions only if it is satisfied that the customer
has, to the maximum extent possible, scheduled the use of all alternate sources of
supply available during the emergency period involved and otherwise meets the
conditions imposed for emergency exemption. Request for such exemptions may
be submitted by telephone, but must immediately be followed by written request
setting forth details of the nature, cause and expected duration of the emergency.
Where supplemental volumes are delivered to a customer under this provision, the
customer must act with dispatch to eliminate the cause of the emergency, and may
be required to pay back such supplemental deliveries from future allocations.

RELIEF FROM LIABILITY: The Company shall be relieved of all liabilities,
penalties, charges, payments and claims of whatever kind, contractual or
otherwise, resulting from or arising out of the Company’s failure to deliver all or

_any portion of the volumes of gas desired by any particular customer or group of

customers to the extent that such failure results from the implementation of the
priority of service plan or curtailment procedures herein prescribed or from any
other orders or directives of duly constituted authorities, including, but not limited
to, all regulatory agencies having jurisdiction in the premises.

PRECEDENCE: To the extent that this Rule 13, or any provisions(s) hereof,

conflict with any other provision(s) of the Company’s filed tariff, General Terms
and Conditions for Gas Service, or contracts, this Rule shall take precedence.
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FROM: . Warren Wood (LA
' T Procurémen ,‘\nalysxs Deparunent

| j‘“f:-!?f f,» . / / é/;m%

Utility Services DwxslonfDatt:

Siaff's Rewmn’mndaﬂﬁ ]
Retiabiliy Report

June 28, 1995

W The Staff fiss reviewed the July 1,1 997
- Redsability Report as provided by MGE on May 28, 1996. This'repo
acceydance with the Commission's order of May 21, 1996, The Commiss
use of the gas cost incentive mechanism that MGE has been appmv"

- ";p‘ate in has the
. pot mnal m“ causnm um b mxiriy 1ts purchaqmg s‘lratc;,,y too much

h‘i}n ter’m %uppiy

is t s:*mure that M Gk ps TGOS mdtuml g n a manner consastén Wi

supyl iy reliability.

3GENERAL7”

Before the SiafT providss its recommendation on the substmce of the 'supply reliability Jata™
.+ that was provided by Missouri ¢7as Energy (MGE), the Staff believes that it is important to provide
- _some background data associsied with the concept of supply reliability. "The discussion that follows

relaies to supply refisbility i the firm customers that are dcpendem upots cal Distribution
. Cempany (LDC} 1o provide natural gas every day of the year, in mid-winter . .
. whes the temperature never rises above 0 degrees Fahrenheit,
" Iiis important to remersber that natural gas supply rehablhty o LDC firm customers is quite
. different from reliability of service in the télecommunications or electric industry;-The conscquence
~of an outage is not usually as exmreme in the telecommunications industry, Fu nore, maintaining
- relisbility is & much more dynamic process in the gas industry, mv:ﬁvmg:th inated efforts of
~a diverse group of participants. The differences between natural gas ind elec are more subtle, ~
- Oné of the most imnportant things to rernernber is that natural gas dcman : ¢ anticipated and .
* ordered (nominated) several davs in advanee of actual Usagc to assure de hen natural gas is
. needed, This can be attribuied to thé fact that natural gas in transmission pipelines geperally travels
“at 16 to 20 miles per hour from the production basins in Oklahomi, Texas, and Louisiana,

C;‘:}
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Liectricity in » ransmission line travels at a speed of over 670,000,000 miles per hour. Another
irnportant difference between natural gas and eicctricity is the leve mtéfcdnnectiun between
transmission systems. Many of Missouri's LDCs receive their natural gas from only oné intersiate
pipeline {or one major jnterstate pipeline and a secondary pipeline of much: smaller capacity). This
puts the LDC at the mercy of the reliability of that interstate pipeline that-they depend LA
Transmission lines in the clectric industry have a significantly higher degree.ﬂf‘miemmnccuon that
E - permits ready bypass of problems and immediate delivery of power from distant sources. Basicaily,
0.+ thenatural gas in your horee came from a relatively well defined source and‘was produced several
B ud)f‘i weeks, or months ago. Electricity in your home was genemwci on} ‘-scconds ago and could
hirve come from i power plant hundreds of miles away.
Natural gos supply = ;amilty t6 LDC firm customers

A pnmary topnog: :

1o the failowing

I System | >emand Projections
A. Feak Day Projections
8. Annual Load Projections
, & Frojected Supply/Transportation Requirement

1. Supply/tielivery. R&@urces
A, Fipeline Transportation/Storage Cay
B, Cas Supply'ﬂesourcm :

T he focus of the supply ret fah;lny data that has been provided by . MGE foliows alonyg these primary

- topres. At this point it is inportant to note that MGE's supply re:lmbziaty dat ,nly deals with areas

" of aupply reliability that MiE has some ability to control. The folinwin y three slgmﬁgam faclors
7 that impact supply reliabitity are, toaimge degree, bcyond MGE's Ol

- §. Extreme Weather Conditions el
. Cbviously, LDCs look al Bistorical weather to forecast future detnan 'y do this depends
o on the individual LDC's phil c;?rsaphy. Some LDCs are quite leah (1 &., very Teserve margin} in
- that they only design for thrﬂ wrorst weather they have observed in the last5 to0:10 years. Other LDCs
., are quite conservative in that they design for the worst h}SlOI‘lCRI ‘Wf:albm_“ observed in the last 106
i years, How lean or conservative an LDC chooses to be has gost and reliability implications,
- Generally, the more conservative an LDC chooses to be, the }ughm‘ the peakﬁay cw;}abl ity per
customer will be. Peak day cupability per customer has direct fixed cost implications in supply ard
transportation contract requirements,. Extreme weather conditiony ‘that s0- beyond an LDC's
i designed-for-westher are w hat cause reliability problems. Whet extrerie weather conditions that
o beyond the LUC's desipned-for-weather occur, reserve marging i the:LDC*s portfolio will
.. become apparent and adequacy of emergency curtailment plans will’ bﬁcb e ¢ritical. Weather
. exiremes bcyond even the most: conscrva!xve LIXC’s ﬂlcmgned f -weathet can occur and it must be
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aﬂuersmod by ail who review rehabxhty d,.ata that no absolute guaram&e of supply can be granted ¥ _'
¥ LDC,

:.‘o

. Extensive Supply Well Freeze-Offs and/or Storm Damage

A ;?rudc.nt LDC reviews the historical performnncc of its potential suppliers;rExiensive and severe -

* cold weather andvor hurricane damage in Texas, Oklahoma, and/or Louisiana could result in many -
stiprply contract fince-majeure occurrences and the associated supply deficiencies. To the degree that -
these occurrences cannat be anticipatest and designed for, an LDC: s 2withg 'laxnr: ifit has been -
prudent in its revicw of the mst(mcal parformance of its suppi' s,

3. Transmission Pipeline sud/or Ccmpresmr Station Failures
- Where possible and cost clicctive, an LDU is prudent to contrac fcr supplyfrony several interstaie
pipelines, not only to avesd dependéncy on one interstate plpehtw. but to encotirage competitivm
among interstate gepelines and enhanice their diversity of supplies.” Whe;je‘a 348 Yo several interstate
. pipelines is not an option, wansmission pipeline and/or compression stat ifures could result in
. immediate supply deficiencies that would be beyond the LDC’s control

.

bint

NTRODUCTION

Pursuant t the Case No., (0-94-318, Phase I, Report and Order issued on January 31, 1996,
-Bocket No, GO-96-243 was created for the receipt of gas supply rehabﬁ:ty nd financial incentive -
mechanism filings, Pursuant 10 the same Report and Order,’'a “technical workshop™ was held on .
' rﬂf‘ﬂidf},’ 26, 1695, Represextatives of Missouri Gas Energy (MGE}, the taffof the Commission
{&afl), Union Eizctric Coropany (UE), the Office of the Public Counsel (OPC), and the City uf
Kansas City met or this date and discussed the components of both relisbility and gas cost incentive
“nonitoring reports. As a result of these discussions, an outling for Mb 1abibty report was
ded a Reliability
. Report that follows the same outline as'was agreed to by all pm 5010 i€l 6, 1996, MGE™s
. draft of this outline was larsely preserved as proposed by MGE? The Staff z ppreciated the “LDC

* Procurement and Reliability Standards™ report that was prepared for MGE, by Reed Consulting
© Group and which MGE provided to the Smi‘f dumng the ‘m}uucai\"' orkshop "Ihc'Sta“! § TeSpOnSE
- o MGE's Rchabwzfy Repost follow,

RESPONSES TD SUBSTANLE OF RELIABlLi’l R

MGF followed the w:f?n‘r thax was agreed to in thf: Febnmry 26,1996 "technical workshop™
o0 togonvey the information that the Staff requested. The Stafl™s responses o formation provided
“.. it MGE's Reliabifity Report follow the order of this outline. -
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- Lo System Demnangd Profections
i.A Peak Day Frojections " ‘ ' :
This information reviews Lhe historic weather induced peak du a5 g mand and the criteria
utilized for estimating peak demand during the forecast pcrmd

- L8 Annual Load F’mjecuwm
This information reviews the historic gas purchase volimes and fnrwasmd mcmhly gas o mj,
- Also covered 19 the volums variance expected each month for .

ol aupplyDelivery Resowiees
. 1LA Pipeline Transportation/Storage Capacity
This information reviews existing transportation capacityand torage deliverability and any
 arcas with identified iﬁiaditﬁ?ﬁﬁl capacity needs. :

118 Gas Supply Lesources :
r: This information reviews exmtmg gas supply contract- information as 1o various terms -
affecting reliability, Also ¢rivered are diversity of supplies, suppl:ef perfbrmame data, and identified
adémonal supply iweds 10 yneet fnmcaswd demand, Supphe ' was of particular
mmrmt

\ lii immmmm%jmdmmm

_ This section summarizes projected system demand and supplies,
‘actions the Company has taken or) will take to ensure rehabﬂlry
. adminisiration of the emergency curtaitment tariff provisions as néeded
Hj" A mscussmn of Projected L}emand and Supply Nccds

and discusses additional
/,-including the

N Additional Actions Take 11 40 Ensure Retiability

O Emergency Curtailinent Plan
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SUMMARY

- The Reliability Reyiort that MGE has provided to the Commission generally follows the same
. type of documentation required by the fowa Utilitics Board. The lowa Utilities Board refers to this
s a procurement plan and it is part of their annual review of gas procurement practices. Michigaa,
Minnesota, and Wisconsin also conduet similar reliability assurance reviews '
The Stafi’s review of the Reliability Report provided by MGE didnot indicate that MGE has
" modified its purchasing strategy to faver short term supply. Although the Staff cannot guarantee the
-~ supply reliability of MGE’s system, it docs appear that MCE has taken extensive steps 1o ensure that
;. ils system provides reliable service 1o its customers. As the ACA péfiod_frdmduiy E, 1996 10
- June 30, 1997 passes, the Staff is hopeful that MGE will follow the concepts outlined in its
"~ Reliability Report and that actual performance at the end of the mentioned A A"'p‘ériod will elosely
sulch planned viilization a< outlined in this report, '

':"'.RECOMMF.N DATIONS

: The Reliability Report that MGE provided to the Staff appears to fulfill the purpose of
ensuring that MGE procures natural gas in a manner consistent with the godl of maintaining gas
 supply reliability. It is jmportant 10 note that actual purchasing prai;‘,ﬁte& n-be different than
' planned and, for that reason, the Staff intends to perform an analysis whichincludes, but may not
be limited 1o, a comparison of planned vs. actual performance. :

: Gopies: Director - Utitity Operations Division-

' Director - Policy and Planning Division
Drireetor - Ltility Services Division
General Counsel 775

Manager - Procuremnent Analysis Department -
Missouri Gas Energy « Mike Langston '
Crary Dufly _ -
{:ffice of the Public Counsel
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