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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

DEPOSITION OF THOMAS SHAW,

a witness, produced, sworn and examined on the 28th

day of October, 1998, between the hours of 8 :00 a.m .

and 6 :00 p .m . of that day at the law offices of

Brydon, Swearengen & England, 312 East Capitol, in the

City of Jefferson, County o£ Cole, State of Missouri,

before

KELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
P .O . Box 1308

JEFFERSON CITY, MO 65109
(573) 636-7551

and Notary Public within and for the State of

Missouri, commissioned in Cole County, in the

above-entitled cause, on the part of MGE, taken

pursuant to agreement .
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time, do a comparison of the Mid-Kansas 1 contract and

the Mid-Kansas 2 contract?

A .

	

No, I've not made such a comparison .

Q .

	

Are you intending to do so in your

testimony?

A .

	

No, I don't believe .

Q .

	

Have you read Mid-Kansas 1?

A .

	

Yes, I have read it .

Q .

	

You answered some questions, I believe, that

Mr . Duffy had asked regarding the lower commodity

costs and fixed transportation rates . Do you recall

those questions?

A . Yes .

Q .

	

Do you recall indicating that the commodity

price and transportation terms were more favorable to

MGE under Mid-Kansas 2 than under Mid-Kansas 1?

A .

	

I did make that statement .

Q .

	

I don't recall if Mr . Duffy asked this

question . Are you familiar with the fact that under

Mid-Kansas 1 there was a buying limitation of takes to

4 BCF a year, but under Mid-Kansas 2 that volume

limitation was eliminated and MGE had the right to

take 46,332 MMBtu every day?

A .

	

I'm aware of that fact, yes .

Q .

	

Will you agree that is a favorable provision
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for MGR as the LDC to have the buying limitation

lifted?

A .

	

Certainly since they had access to a cheaper

gas supply, a historically cheaper gas supply, it made

sense to transport as much o£ that cheaper gas supply

as you possibly could to offset the cost of the

reservation .

Q .

	

And that historically cheaper gas you're

referring to is the gas off the TRANSOR system,

correct?

A .

	

That's right .

Q .

	

When you say historically low cost supply,

is that -- would you agree that TRANSOR supplies has

historically been cheaper than, say, the Williams

supply or Panhandle supply or Mid-Continent supply in

general?

A .

	

Certainly through the time where I testified

on the gas supply incentive case, that was the case .

I have not kept up with any differential in the

indices after that point in time .

Q .

	

It wouldn't surprise you, then, would it, if

that historical trend continued forward?

A .

	

No, that would not surprise me .

Are you intending to do a comparative

analysis of those commodity prices for your testimony?

56
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri Gas
Energy's Gas Cost Adjustment
Tariff Revisions to be Reviewed
in its 1996-1997 Annual
Reconciliation Adjustment Account

DEPOSITION OF MICHAEL T . LANGSTON,

a witness, sworn and examined on the 27th day of

October, 1998, between the hours of 8 :00 a .m . and

6 :00 p .m . of that day at the law office of Brydon,

Swearengen & England, 312 East Capitol Avenue, in the

City of Jefferson, County of Cole, State of Missouri,

before

KRISTAL R . MURPHY, CSR, RPR, CCR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
Post Office Box 1308

JEFFERSON CITY, MISSOURI 65102
(573) 636-7551

Case No . GR-96-450

Notary Public, within and for the State of Missouri,

in the above-entitled cause, on the part of the MGE,

taken pursuant to agreement .
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responsibilities, do you manage the gas supply

portfolios of all of those, I mean, in the head

position? Is that a safe description of what your

duties include?

A . Yes .

Q .

	

Does MGE -- does Southern Union, generally,

with respect to these 100 or so cities that you serve,

have as one of its goals a desire to maintain a

balanced or diversified transportation portfolio where

possible?

A.

	

I'm not sure if I understand what you mean

by a balanced transport portfolio .

Q .

	

Let me try to rephrase that and be more

specific . You had earlier said that you agreed it was

a goal when you acquired the Western Resources

distribution property -- that one of your goals was to

move away from reliance upon Williams that is,

basically, the predominant supplier .

What I'm trying to get at is, is that a

philosophy of -- the philosophy of not relying on one

pipeline for transportation, is that a philosophy that

you have applied to the other cities in which Southern

Union has local distribution companies?

A .

	

Yes. In general, our intention is to

provide the maximum amount o£ interconnected capacity

40
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from as many alternative pipelines as are available in

our service territories . Now, that may be with or

without any contractual commitment to them, but we do

want to have them as interconnected pipelines .

Q .

	

We have described Riverside I, generally

speaking, as the transportation-only version of

Mid-Kansas II where MGE makes the purchasing decisions

and the pipe -- and I'll refer to the Riverside pipe

as all of the pipe from Oklahoma to Missouri -- only

transports it .

Is the role of being the purchaser of the

commodity, the gas, something that MGE and Southern

Union generally prefer to have, rather than have the

merchant function held by a third party?

A .

	

Generally, that's true .

Q .

	

Okay . I believe you -- in answering

questions posed by the MPSC Staff counsel, you were

present and directly involved in negotiations

surrounding the execution of the Mid-Kansas II

agreement ; is that correct?

A . Yes .

Q .

	

And, generally speaking, were you involved

in the negotiations regarding the acquisition of the

Western Local Distribution Company?

A .

	

I was not involved in the negotiation of the

41
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BEFORE THE PUBLIC SERVICE COMMISSION

In . ehe'matterof the investigation of .certain

	

') .
PGA-related issues involvinq Ftissouri Gas Energy .

	

1

	

came mg :00-91=312
a division ol .Southern Union company. . . .

	

) . .,

	

,

OFTHE STATE OF MISSOURI

FjL
DlSTRaBU1'E~

]Issue Date:.

	

.

	

January 31, 1996,

Effective Date:

	

February 1a, 1906
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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE.STATE OF MISSOURI

in the matter.of the . inveatigation .of certain
PGA-related issues . involving Missouri Gas Energy. ;,
a-division ot . .Scuthern"Union-Company . - .

a-rya. wtv, Brydon; .SweaLengen t :England, F.C: 312 .East Capitol Avenue, .

Post Office. Box 456, -Jefferson City,.,. .Missouri 65102 . :for " Miss6uri .:Gas . Energy, a
division .of Southern Union .company. :

tic are-a,' Atave1v, .Attorney at Law, 2S7 North .Broadway, . Suite ..260, .Wiehita,
Kansas :67202-2319, . for. MOUNTAIN. : ZRON . .& Sipply .C.pany.

wiiiiam -A_

	

3Aesins;

	

Staff

	

Attorney,. : Kansas

	

City
11
Power - .i- Light, : : Company, .

1201 Walnut . street . . Kansas City" . Missouri_64106, for Kansas City . Power 4 Light
Company. .

chars

	

M.

	

Attorney

	

at-Law;': 101: -West

	

McCarty

	

Street,.

	

suite . 215,
Jefferson City, Missouri 65161j . for Tidolity .Natural .Gas, . inc:;. Greeley,Gas
Company, a division. of Atmos Energy Corporation: - . and Tartan Energy Company of
-Missouri,, .L ..C., d/D/a-Southern Missouri . .Gig Company,L.C.,'

Javees :S6 : Sweareneen and -plan L.-' Coc-I.M

	

5rydon, Swearengen - s England, . P.C.,
.

	

3L2 East capitol Avenue, .. Post: Office-Box -:456; "JeffersonCity,. :Missouri 65102, for
Associated Natural Gam Company'* a division .of'Arkansas Uestern Gas .Companyo,
Missouri Public Service, a- division. Of UtiliCorp United Inc . ; St . Joseph Light
c Power Company: and United Cities Gag. Company.

Michael .e_ - zftnda=Ut,;:Assistant .General-Counsel, :.Laclede. ..Gas Company. 720 .011de
street, Room 1530, St . . Louis. Missouri 63101,'fOX Laclede .Gas Company.

. RiaLard w. wench,

	

rrench-a stewart; . .1001 -East Cherry Street,. : Suite

	

302, .
Columbia, Missouri 65201, . for Trigen-Kansas City. Energy Corporation .

Richard s . nreirnlw : n:, Hendren and Andrae, - 235 East Hig11~-',,Wheat;' Post offide
Box 1069, Jefferson city; Missouri 65102, for Williams Ns4Izaa1 Gas Company.

Faal a. -Abillina, -- Deputy:Assistant-General :Counsel, United SCetes'Oepartment of
Energy; 1000 .Independence Avenue, S.W., Washington, D.C .. 20585, for- the United
States Department of Energy and the .Federal ..executive :Agencies .

§Xvart w. Conrad, Finnegan., Conrad-i Peterson, 1209 Penntower Offa.ce .Centex, 3100:
Broadway, Kansas City, Midsouri~.64111,,f*c , Midweat~Oas Users Association .

aiiliam li:.

	

9arviek ,

	

Attorney, . at,	Law,

	

240 : East

	

High

	

Street -.

	

Suite . 202,
Jefferson -City, Missouri 65101, fo :the.'City ;of .Kansas -City, Missouri .
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. llnnaid .R,toane. Associau General Counsel, Union Electric Company, . 1901'Chouteau

Avenue,,, Post Office .Box 149, --St . Louis, . Misaouri,63166, . for

	

nion. Electric

. Deuelee >c . : - Ydicheal , SetAlor Public .Counsel,_, office .of the Public Counsel,

Po.st .:Office . _Box :. .1900, Jefferson City, Missouri 65102, for the Oftiee of the

Public : Counsel ind :the public.

Penny'o-eaker, peputy General Counsel ; Missouri Public service Commission, Post

Office Box 360`,,Jeflerson City, Missouri 65102`, for the . staff of the! Missouri

Public Service Commission.

On
April

	

1994,.'Missouri Gas Znergy, a divisiot. ;of Southern .Union

Company (MGE), filed a motion .to establish a docket . to aaczess certain Purchased

Gas Adjustment (PGAI related issues .

	

This motion_ was made by MGE under the terms

` of the' unanimous stipulation and agreement filed by the . parties in -Case

No . GR-93-240.

	

:Case No . GR=93-240 was -the most recent rate case of : Western

Resources, ..Inc . :d/b/a Gas service; a:Western,- Resources :CoMany (WRIY .

	

'MGE is the .

successor of .WRI with. respect - .to all Missouri properties formerly.-owned and,

operated . . by WRI .with
the

exception of the Palmyra service area, .which was` : .

purchased by United Cities Gas Company. . :Southern.Union Cdmpany,(pazent 'of.MGEI

acquiced all the. Missouri properties of WRI, except :far the Palmyra .service Apsa :

ow or about January:.31

	

.1994 .

	

'The..Unaniieoua. stipulation ,and agreement;filed ,in

GR-93-240 deferred' all ., issuts .raised by the parties in that . proceeding relative

to the PGA.to p eubsaquent proceeding .

	

Some of these- issues (e .q ., . transition

Costs). have been .addressed.'by interested " -parties and the. Missouri Public Service

Commission '(Commission)-.-in . Cases crr-95-32 and GR-95-33.

On April 15, 1994, the . Commission.-issued an order And Notice which

established a -prehearinq conference and made parties to GR=93-240 parties to this

docket .

Schedule DML 6
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Trigen-Kansas City District Fnergy, corporation; Williams . Natural Gas

Company: .the .City .of. Kansas . City, Missouri;: .Union Electric Company: Tartan Energy

Company. L.C., d/b/a Southern Missouri . Gas Company. L.C . ; Fidelity Natural Gas,

inc :, Greeley. - Gas~Company ; a division .. .of Atmos: Energy- Corporation; Missouri

Public service.. a division of Utilitorp United :Inc . ; Associated Natural Gas

Company, a . division . of Arkansas Western Gas company; United Cities Gas-Company;.:

St . :Joaeph Light and flower Company; Liclede Gas .. Company;. and , Cohen-Esrey Real

Estate all`-applied: for and . were granted intervention in .this :proceeding.,

on July 29) 1994, the parties` jointly ;filed a list of issues

positions .

	

Onar .about: :August 19, 1994,, further statements of position

recommended`procedural :,treatment of issues were filed by various parties:. . On . or

about September 2;..1994, responses to the .reca(stendations .4fvarious parties were

filed .

On October 19:. 1994, the Commission issued an order Defining scope

Of Docket., Providing Notice And .Establish nq Prehearinq Conference .

	

This order .

defined seven issues for consideration in this docket.

On January .27,

	

1995,. the Commission issued . .an order Establishing . ,

Prdcedural ;Sehadule.

	

This order . separated the docket into .two phases .

	

On

October 19,' 1995, the Commission convened a prehearing conference with respect

to Phase 11-of this case :'

on September 7., 1995, the Commission issued a Report And order in

this docket with. an effective date of September 19,, 1995, V

	

Gh order dealt wltn .

the certain issues delinssted as Phase Y'iaaues .

On October 27, 1995, a hearing memorandum-was . filed which provided

the positions of the patties on the issue to.be decided by the commission in

Phase 11 of . this,docket.

	

The issue framed-by - the Commission for consideration

in Phase II at this . docket :ix :,

` .Whether .MGEIs Purchased .Gas Adjustment/Actual Cost
Adjuacment - (PGALACA; ., tariff provisions should be .

Schedule DML 6
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0.n November

	

6,

	

1995,

	

the. evidentiary., hearing . c6ibenced :: .	The

evidentiary hearing adjourned . on. November 6, :1995 . Briefs have been filed and .

:the - Phase 11 issue .(and .related- subissues .as.-identified by the partieS) are, now

before the Coseniasion' for decision.

findings of fact . .

modified or eliminated to effectuate .& gas : Cost recovery
mechanism .where HGE bears financial risk in. .connection

with " gas' procurement practices : in addition to .:or
distinct from the current prudence review mechanism .

The-:Hissouri Public Service Commission, having considered all of,`the.

competent and substantial evidence upon the whole record.̀._es -the "following ".-

MGE currently operates- under tariff' provisions approved by the

Commieafon which . allow MGE .to alter the rates for the cost of gas outside the

context of a general rate case .

	

The Purchased: Gas Adjustment tariff provisions

establish a process whereby'MGL may periodicallylile .estiinated changes in the

. cost of gas' it obtains . from .suppliers'of.natural gas .

	

HGE, then makes min Actual

Cost Adjustment (ACA) filing after each . twelvermonth ACA period:- -TheTha: .ACA . filing

. . ,is made- to ensure - thot gas costs .passed an to customers rellect.the "HGE's actual ",

. dcat .of gaa4 :" In Addition, the ACA filing and related contest6d'eate pcovidt--the

COMission.an opportunity to . review ,the prudence of-dedisions : Underlying gas

costs passed :onto' ratepayers by MGE -through.,the :VGA'proVi:sLons .-

,The pasties divided the issue asIdentified by the Commission into

.several aubissues :, .

	

"The Commission will address the Lasues 1as :frameId by the

parties to' the_ case .

	

The first two subissuea are so cloaely;related that the -

Commission will conaolidate .them for purposes of ..this Report And Order.

Schedule DML 6
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1.

2.

Should the PGAIACA process beeliminated!

MGE's position is thaB :`the PGAIACA process should not be eliminated.

MGE states that the PGA/ACA .has: served to. keep costs to ratepayers low:. by,

allowing gas companies to deal With . price iiuctuations :outside of'their control ..

MGE states .that changes In - federal~regulation'.of the natural. gas industry present

n : opportunity to :modify the PGA/Ack,process to.-provide , a process which` is

assigned to allow a -local distribution :company An . incentive . to minimize overall.

gas . : coats without : .jeopardizing reliability . .

	

MGE

	

states. . that . the

	

PGA/ACA

mechanism should hot ..be, -:eliminatbd :it the :replacement Would be to . thrust

consideration of gas costs into a iraditional.rate, 'esae MGE further states , .:that

be-added to the existirq.-PGA/ACA process ..to reduce

potential

	

litigation . ..over

	

prudence, issues: and

	

reduce

	

the

	

administrative

requirements of . the Staff-of che ..Cotmtasion.(Staff) : .

MGE states-that - traditional rate .casetreatment, should` not` be used

in lieu of the PGA` and . ..incentive' PGA mechapiams : . MGE, states that use of a

traditional rate case to deal with gas costs. would not bean the ,.ratepayers'` best .

interest . . MGE states that elimination of the PGA/ACA process-And replacement -_Of .

. that process with a. traditional rate case: will shift significant. market risk to

the utility company, thus requiring substantially higher:,raX,ea ef return and. a, -

correspondingly :higher cost of service .' including incr$blrea working capital

requirements and increased gas coats.

	

MM states that rates of return have been

set for the past 30 years for gas companies on the assumption that the market

- price oi gas ts-. -flowed through,to:'eonsumers with :-no profit-to :the gas company .

AGE - states , that. gas prices, which art now setoby the market as a result of

federal deregulatign, have .demonstrated significant volatility. HGE states that

gas costs are vaighificnnt ..part .of the overall cost of. providing: -. gaa service..

MGE states . .that this '-combinatiom means that it will . be difficult-to Iarrive at. gas

Schedule DML 6
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Costs in a - traditional rate, case that are representative Of the, . future without

riaking .,signifieant 9ains .or losses . by the utility.

	

MGE states that the

f
magnitude of some potential losses Could seriously. jeopardise thefinancial

viability of the company.

	

MGE states that to requirethe gas company to take on

these.significont
new

risks will require a: corresponding increase .in the allowed

.-return -on-- equity to
.
Compensate it . for these-risks:- MGE' -further states that nb

`other . states

	

treat gas. costs- as .a . component of the cost of service

	

in `a

traditional . rate :Case: so use` of the troditional .,sate case -`for . handling gas costs

would make Hissourl unique ;. which would further complicate'jthe ..ratr of return .

process.:

cumbersome and does, not provide. positive incentives for successful management .

Staff states that other alternatives such as handling gas Costs in a general rate

case may not be feasible given .the volatility ofthe spot market. and the nature

of,the FthC process. ,StafVstates ., that it is concerned with<tha likely potential

for higher capital costs associated with .changes to the cuirent gas :cost recovery

mechanism- that will : cause increased volatility ip,'earnings .

Staff .statea. .that.the current .PGA/ACA process is administratively

The Staff statesthat it, does not believe a. rate case approach should

be used in lieu of the . Current PGA/ACA process.

	

Staff states that even though.

a `rate case approdoh .could . provide positive;Yncentivev.ior efficiency in the

procurement of gas, it does not"'adequately .address " the issue .of spot market .

volatility and the current

The Office of, the, Public . Counsel (OPC) States its belief that the

:PGA/ACA -process . should . , be, eliminated . . : OPC provides five reasons for. Sts

'position, 'Flrat,',OPC states that the historical basis on:s+hich the Paw/ACA hike

been based ::has changed with the enactment of order 636--by the Federal :Energy

Regulatory Commission

	

iFEAC) .

	

:'.Second, . OPC states that . . the ACA: and' related

prudence review fail to adequately monitor..and enforce prudent gas procurement .



processes . Third, traditional regulation or an alternative regulatory tormat

(total cost ofservice) would provide better incentives to minimize costs subject

to risk and .reliability .and improve profitability. Fourth, bhe. -current PGA

focuses on only one cost component of .MOE's cost'of. service, gas, supply. cests.

OPC_believes :'the focus on _one,..cost in determining a rate is

regulatcry ..poLicy and constitutes illegal . single,-issue .ratemaking: Fifth,

current " ACA,process focuses on only one cost component of .MG£'s cost of service,

gas :supply_costs .:

	

OPC believes the focus on one cost . in determining a rate is
not prudent regulatory policy and in'" the case of the ACA constitutes not, only

single-issuo rateptaking but . also retroactive ratemaking . .

OPC.states:that it believla the traditional rate case _tzeatment . is

the appropriate method to deal .with .MGS's :gas cojte:.- : Ope atates,that traditional .

rate case - treatment'would give MGE better incentives to minimize, costs. subject

`-to risk and:'reliability:and to improve -~profits .

	

"OPC states that,, moreover, it.

believes .it is better 2egulatory policy .to review all costs of service items at.

one .time:in "the context of & .rate proceeding where the company's authorized rate

base is audited .and-:reviewed as opposed to isolating onecost of service. help; .

9fa ..hosts . . . .

.

	

Rhe -..-United' States Department of . Energy --(DOE)

	

states the - PGA/ACA

process " :-should be'eliminated. .' DOE supports the position of ;

	

"and-the . testimony ; :

and reasoning of`OFC witness ;Mr . Trippensee,- :DOE agrees with OPC that because

of the recent changes in the-gas industry,

	

the current PGA/ACA process does not

meet the requitemtnta for permissible single issue.ratemaking under Otate "u

ft111Lr Coasumsre .- COMCA1 of Missouri, Sae. v. Public 8e:vlas Gbsets&Ion,

595 S.W .2d41 (No::- banc 1979) .

Midwest Gas Users-Association . (KGUA) 'states that 4t .believes, that at

the present: time the statutory ;`rate . .

	

treatment is` the only - lawful' and`

Schedule DML 6
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.effective means of . exploring all relevant factors . which may.be: .involvsd an .a need

for a rate increase :

LACleda'GaS Company (Leclede) sLAtea that the PWACA .prbeeaa should .

not be eliminated because .it.eohtinues.to perform funatichs - that are . vital . to

protecting the interests of both local distribution company .(LOc) ratepayers,_and

'LDC shareholders .- ' Laclede continues by . .Stating-~store, specifically , that -by . .

permittingrates - to be adjusted on a,timely :basis to reflect .subrtahtial .changes
Mfr

1n ,the LDC's purchased gas costs the PGA/ACAprQc*8

	

natural -gas,

cuetomers .w111 not be arbitrarily deprived of the benefits --of significant gas

-cost decreases and that the financial integrityof LDCS: . .And their -ability:to

render reliable service, . will not be continually threatened -.by gas cost increases

: that the LDCs ace . powerless to-influence .

	

.

Laclede states that the traditional` . rate' case ..approach, is such. a .

grossly inadequate and is~ractical'alternative fe; .recovering purchased gas. ,costs

that .the.Comsission's use of: such a mechanism would constitute an Abdication of . .

the Commission's statutory duty to set just and .reasonable-sates .

	

Accordingly,

Laclede;states.that the traditional rate "csse approach should-not be Used :in lieu . .

of the PGkor incentive PGA mechanisms .

The small LDC Group ,(Tartan . Energy Compaay, .L.C ., d/b/a southern .

Missouri Gas . Company, L.C.,Fidelity Natural Gas, Inc., and Greeley Gas .Company; : .

a division of Atmos Energy-Corporation)'itatesthat ltYdoes not :believe that a

traditlonal .rate - case Approach is preferable to the existing PGA .or an incentive

FGA mechanism.

	

The Small LDC Group, believes that the PWAOA psoceas should not

be eliminated .for-the .LDC .industry, exqept, lon. .& : .i&ase,.-4by.-,caad basis..

	

The :Small

LDC Group takes . .no position on whetherI,MGE'A -PGAYACA should'be eliminated . :

. .

	

.

	

Union Electric Company (ut)`does . not. present A position on whether.

the PGA/ACA process as it . applies to AGE should be eliminated :" It in.. VE's

position that the plan or form of gas cost recovery, for,gas. utilities should 1be

Schedule DML fi-:
Page 9 of 28



determined in the. context of eachgas utility's particular circumstances . . :UE

offers no comments on the specsfid. plan. proposed by ;MGE .

The :.Commission. finds` that the PGWACA procasa : should. not

fluctuates :significantly .

	

The o6mmibsion

be

eliminated'.. ; The.Commdision finds that the PGALACA'mechanism is an offactive way

to handle the 'risk .associited . with:short .term. ;fluctuations in the. .price of

natural -gas . .

	

In addition ; the Commission " is . of the.'opinion- ,that the . PWACA does

not constitute unlawful .aingle-issue ratemaking .

	

The Commiission'w opinion with

regard to . the :legality of . the 'PGA/ACA mechanism will,be addressed in . the .

Conclusions Of . Law section of this Report And.Order. .

The Commission finds' that the spot .market price of .'natural .gas -

'further finds that Approximately

60 percent of the%oxpenses of:.a typical- Missouri " LDC :are .expenses that the LDC

incurs to :purchase . gas .for resale to its customers ... Th6 Conmiission finds that

elimination, of the .PGPJACA process . would have a " detrimental impact on ;the;:-

financial viability of the LDC which would- ultimately harm_ . ratepayers .

'The . Co7mtasIon is : of - .the opinion :that LDCs would likely reapohd do

`elimlnation,of. . .the PGA7ACA by increasing- the requested authorized return- on .

equity or engage-in a :Substantial level of trading in natural gaa:deiivativea .to

hedge against price :change risks . The Commission l, ."'W-"thatChese aca.

undesirable outcomes since either of these would,oausa .tnepverpge price of

natural gas charged to . ratepayers to increase .

	

Thus, the Commiasion finds that .

the PGA/ACA .process should not be eliminated . because it is the only process

presented to,date that results in LDCz maintaining a level' -of . business risk that

ensures the financial :viability, of LDCs while preserving �dust and reasonable:, .

rates : for'ctistome s :

	

Thw .Commiaal'on. hcWever, Vould note,its concern regarding
she length of time that it takes' to process ACA Cases, ; For instance, GR-92-.80
-Xs,an open . . ACA. easer:-covering the . 199i

19,92-ACA10
Additzon, . ACA .~cones -
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:Covering each subsequent ACA period for Western :Resources

	

Inc. . .or , MGE are still

The Co mtssion finds that traditional ratecase treatment should hot

be used in lieu of the PGA or incentive PGA mechanisms because the PGA process'

- 1s the only process, presented .to-date, that results . in . LDCs maintaining . a level

of bueinesa risk . .that ensures the. -financial -viability~of L^rs ;.' ile - preserving,,.

. just and reasonable ratea`for customers -.

MGVa position is that the current PGAh1CA process should not be

modified. exclusive.~of.an.incentive . :M7C
mechanism
.XGE.statesthat the modifica-

tions to the PGA suggested by the Staff which `could reduce. ,the'frequency of PGA

filings should not be implemented .outaide the context of a . general .rate proceed-

ing.

	

ME states that the current thresholds for filing PGAs assume a certain

level of .cash aorking,capital: requirements; .since HGE absorbs the effects of such

changes,up to-the threshold ; level . . .Changes to' the threshold PGA .filing level,

should rioItbe-made outside the, i. ontext of a,general .rate case where those . cash

working Capital . considerations can be addressed.

.The staff aterse that ;the.trigger mechanism. currently embodied in the

PGA.for *MGE,should be lacreasad to reduce- the. number

	

PGA:filings .

OPc takes no position on this issue because OIPC is. .' requesting that

ptocesa be`eliminated .

DOE . asaerts that the. current PGA/ACA should.`be modified . to exclude

take-or-pey and'tiansition .cost .eomvonents because they constitute impermissible

single-sasue.-racemaking .

MGUA challenges ~the .use Of the FGA to ..charge,costs -to transportetidn

customers who are, not purchasing, . natural gas from the utility,

Ao
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. .

	

Laelede states that it as opposed to staff's proposal to raise the

threshold:,level of gas cost changes necessary to trigger a PGA filing .- Ladiede .

states that. Staff's proposal could result .in deferred costs ;or credits whith .are

too :large to .aspect .LDCa or ratepayers to temporarily absorb .

The Comptission is of the'opinion that this la not the . appropriate .

docket to :implement an increase-in .the threshold amountrequired to, trigger . the

	

.:

PGA`liling process .

	

Thepurpose of Phase 11 in this docket'is to consider,

fundamental changes to the jGAJACA. process . in . relationship' . to the.
current

prudence review mechanism.

	

The PGA threshold issue is'one of mechanical detail

and is not ripe !or -decision in this docket, which deals with the .broad policy -,.

issue of 'whether a fundamental modification .to the process is .needed:' ;< : The

Conanission :would .not* that it;is making no decision as to the merits of the PGA

threshold, issue .

	

The Commission' is of the opinion that if the parties have a;

dispute about the -appropriate level of . the'PGA filing threshold, -:the issue should

bepresented-to-the commission for decision in a -separate proceeding.

4.

	

Should MGE's minimum filing mquiretn nn underthe curtegt..MA/ACA process be
ynodifted

start States that requiring LDCs to adfoa.t- :_minimum filing

requirements for review .prior,to the ACA period would be an improvement to the -

cu.rient : .PGA/ACA process . : Staff states 'that this filin¢ shouId`include tha

provaa1on of some information: prior to the .costs being incurred in order to avoid

an attempt at "after-the-fact" justification regarding procurement decisions. by

either MGE or the Staff .

MGE's position'. .is

	

that .
the

Staff -hhs -.access. now :to

	

all:,
.
-of

	

the.

relevant data it needs to : perform . its audit functions and that additional minmmm .

filing .requirements .are neither. necessary nor. desirable .

Th'e Cowiission .ia of the opinion that MGE should be required to;.'file

informition relating to MGE's gas supply reliability for the next ACA period .
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In addition, tj MGE implements-
-
the financial xncentlVi McCe anism as detailed in

this . Report Arid order. MW will be r
.
equired

	after
the

conclusion of each ACA period

	

These requirements will be ful.111 explained in the

discussion of the implementation- of la financial incentive mechanism (subisaye
I

MGE has stated that the popligsion .can Y.-OkOO -'MGZ'to .implement

the proposal that it has offered .

	

MGE states : that ",the Counission jas

	

reviousQ

reached this conclusion JnL ERAS-4111 LWthat Case,, the Cornfr4sajon stated that .,
q

it .can ",not under current-KaStes orderAja utility] ltVadopt
a

plan to share
. earnings with,customers . . ..

1

	

The L C...dQN, is A the opinion that theMEUM Issue on thin--point

would be whether the Commission, itLc&unction with lasichrucclets,--can force-

a gas local distribution company to "implemenz a:Yinaneial `incentive mechanism

that the utility roods. not want,to. Implement .

	

The COMAXOM is :01: the opinion
%, that it . has the lawful :authority to order MGE to _enter into ;a financial incentive

mechaniskother than the` .
one POP

.
osed

.
b

.

	

ME so I
I

ong
..
a

	

..
t.he

I decision results :in

setting just-and reasonable rates based on competektiand substantial evidence .

The
--financial

incentive

	

this case is ditterent .from the

oWdahchasid in
095741

1

1 in, that

	

hew1hanisM it, ;R4951111 was, an wrnings

sharing pldn while thobechanism proposed by MGE in thi
s, case `involves sharing

, .of gas costs or savings. Notwithirtanding :the foregaing,however, the . commission

has. no interest in forcing Mdemn inplement a financial incentive:
machanizin that

1+s;9 dads not wapt~h implement . .~ The .Cdvft1eo,i6n does hive-,an. interest, and
I

indeed

a
I

n obligation, to

	

sh
-'
tht reasOnI

a
I

ble characteristics Q a
.

r
I
k nahmal

incentive mechanism. and Me done to-in this-cape:
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MGE states that the concept$-of :"Unbundling" and "incentive,PGAa" are

mutually exclusive concepts if, "unbondling".is:usad'in the same sense that it.has

been applied to the interstate pipelines .

	

MGE states that interstate pipelines

have divested themselves :of .the'merohant.functlon .and, thus . , sell no gas
.
.

. .` . .
MGE

states that -the incentive:PGA approach contemplates that MGE will :continue to

acquire and : . aall gas . :- to its Customers . .

	

MGE -continues-by stating

	

that

	

if

"unbundlinq"-.'ia .suggested 'as requiring changes to .,the transportation structure

:.of,MGE as a.:prior .Condition, '.that answer la .: .still . "no^ because-Changes toes_ the

The Staff :states thaI'the1 Aague 0r :unbundling was -dealt with in

Phase I . of .this proceeding .and should not be reconsidered in. . Phase.. Ih.

offerings .` .

transportation atructure -.Cf . MGE-were dealt`.with,`in isaues., l through'6 in this,

'proceeding and also . in 'GT-95-32 :

Laclede -states that there, . is no logical nexus' between whether

services are unbundled and . whether . an incentive ..PGA . mechanism should; be

contingent on the' other.

MGUA states . that MGE should be made' to unbundle all its service

states'that customers should only be requic

	

.," o purehaae those_, `

services that they desire and .are willing to pay. for .

	

To :the eXtent . possible, .

itiplemehted :' Laclede .states that one should not be made

competition`ahould be permitted in the provision.of these services . . . .

MOUNTAIN IRON - 9. .Supply company (MOUNTAIN IRON) states that MGE's .

proposal - . is premature and anticompetitive. .

	

MOUNTAIN IRON states that real

competitive :experience should be accumulated by KGE .before-.it assumes the

~.fiaancial..risk of .'open-market buying:

	

MOUNTAIN 1R9N: .fureher states . that MGE-has .

clearly,evidenced its opposition - to . fair and open competition in aales to scull'

business . MOtnWAIN.IRON fuxther.esserts rhot MGE:'s.gas cost incentive proposal .

is driven -by,:its .dominant matkat .shareol-' .gas buying for its .certificated. area .

MOUNTAIN IRON States that ,MOE'Sioffer to share profits with ratepayers is she

1J
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its poet of access . to monopoly rents under conditions of monopolistic competition

,or imperfect competition in gas purchasing . MOUNTAIN IRON states that these

rents . will . accrue to NGE's ratepayers and stockholders at the expense of its,

> The -cchnaission finds that there is . no logical connection, between

requiring MGE to unbundle services and the . implementation Of a gas Cost_

incentive mechanism.

	

The Commission is of the opinion tlijt unbundling. of LDC

ae=vicei-and gas cost incentive Machanisms . are independent concepts .

	

Thus, the

commission finds that 14GE should not be . required to unbundle service as a prior .

condition to .implementation of . a gas postincentive-PGA,mechanism. .

IP the Commi9sio adopts an -incentive PGkinechaeism for MGE should it be theproposal
ofMGEor Cesfl?

MGE states that its proposal -is - a reasonable-approach- to provide -an`

incentive .to:MGE to- take on additional risks to provide benefits to' ratepayers . .

MGE states that.its proposal is based on superior aspects of programs developed

in.other states and tailored : to 'some of the unique . factors .which apply . to HGE.

MGE 'states that its proposal . is the only one presented in this .docket with

sufficient detail to. .allow'implementatiom by the commission .

	

MGE states that the

StaffIs_ -proposal is .not complete . and .contains . unnecessarily complex

subjective. aapects which will not.aeduce the -regulatory compliance aspects of

. .present system.:

MGE'a .proposal*uses . a published monthly spot market price for natural

gas (the index), plus a premium, in: order to develop.'a.benchmark . . MGE proposes

that tha,pubiiahed prices ;if spot :`msrket:'hatural gas from' fsido l.i.lt.a. to aas .

kaskak .aaport;-

	

MGE would use, a weighted average of the reported, spot market

prices :for - two pipelinea ihat . serve the MGE .system.

	

WIlltams Natural Gas Company

~(WNG) and- Panhandle Eastern -Pipe Line Company (PEPL) . .

	

The weighting proposed".by

MGE is 76 percent RNd.and .30' percent ., -PEPL.

	

MGE-witness Langston testified - that
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-over the long term", . MGE anticipates that approximately. 30 percent-of the annual

volume& tonsumad within . the Missouri distribution system will flow through PEPL. .

MGE proposea.that a premium must be added - to'the weighred .average_of

spot market prices because the spot market prices represent interruptible :;base

load supplies. contracted on a short term basis .

	

MGE-states . that it--serves loads

" that ere variable . in Use : and requires more reliability than ,avail,able with spot

market gas which gas is provided on an . interruptible "basis.

	

MGE states ..that in,

order to meet:the requirements . of customers who expect and demand servlce .to keep

them 'warm on the eolde'st day in winter, MGE must contract for gas. aupply in .a

manner .that ensures:' (1) that ME has access togas : supplies -on a Continuing

basisr (2), that supplies will .be available for terms longer than-30 .dayar . end

(3)'that.bolume ."swing" capabilities are . available. to meet . the changing . market.

demand of HGE".a customers.

	

MGE states that in order to achieve these:contracting

goals it must pay. more to the. producer (and . also the .transporter) than the price

refleeted .in the spot index .

MGE'a proposal . includes caps- on potential. :gains and losses to MGE

that, put a limit .on the additional business risk. caused by the. ges.cost incentive

meehaniam;

	

MGE stated:.at the hearing that it was .willing.~ to incorporatei-thIe

starf's'retommendatioe for dealing with . .capacity .~release: .re em!lies, -

The- Staff

	

states

	

that

	

the

	

spot

	

market, : .pi y'b--proposed : .by- MGE' .. :

('!o'peccent :WNG and 30 percent . PEPL). is . .a-.fair.representdtion of an'appropriate

benchmark if certain adjustments are . made - .

	

Staff states that the premium.to be

added to the weighted average of the spot' market indices" ihoula be determined by

._using' . the ..gas . - sendout model. and MGE'S - most, recent 'Contract (N.x subject to

peudence review by'the,Commission.

Staff states that a tolerance zone around : the benchmark : is . needed. .

because"weather. can impact :the actual premium paid by MW . .Staff stated that the

tolerance zone should be determined using the gas sendout model : MGE's most

)5
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recent contract .mix .and .simulating -a wide . range. of weather. :condttlons_,to

determine the variabi1lty ot .the ..premium,as a . function of weather conditions . .

Staff agrees with WA-8 proposal for. caps being. placed on ;aaln.,$ and

103303 .

	

staff proposes-that a pipeline.fixed coat,inCantlva mechanism be added

to HGE's proposal .

	

HGE has not agreed' ;us'. this component of Staff's proposal,

The DOE End MGVA state that- either incentive mechanism tails because'

of the . prohibition against single-issue,, racemfiking ..

on states that HGE!a,agd'$taff's-proposals. . toeus%merely

one cost comportant.of HGE`a cost bf service, gas supply costs.

	

OPC states that

this

	

focus solely on one 'comporneat of ,the. cost of service is -not., prudent

regulatory policy nor consistent ioith the, equlatory framewock .established,by the.

Hissouri Legislature . . -Opt- ,atates :thatif. `the Commissl.on adopts an incentive

PGA mechanism; the .as-filed.staff'proposal .,should be adopted.

The COW 83- ion finds that it'E ;should:-implement ~a gas cost incentive

mechanism . on a .three-year experimental basis. The comrttssion .15 of the 'opinion

that, Certain. modifications to HGE's proposal are, necessary to ".ensure the

provision of natural gas: at just and reasonable,-rates .

	

The Commission finds- that

the premium above.the.weigMed average of VNG arid PM 2aa de r.t:X.C:,indices

shall be set at tour percent rather than 5 .04 percent .

	

Naturally; this premium

above the freighted average-of lhe'publishad spot.market, indices requires removal,

of .the t4yoming Tight. Sands. contratts from the calculations ,;under:the plan_, Thus, .

the Commission finds that the -benchmark is 'the.Weighted'average,of WNG and :PEPL .

TasidAi r.t.R.Q. ,tndicss plus- four percent. --The. . Commission finds that -a tolerance

zone of four :.percent lof; .the, benchmark amount),' above the benchmark .is-

appropriate : .The.benchmark .is - the setae as the floor: of the, tolerance zone :

	

The

ceiling.lot, thetolerance .zone is 1 :04 multiplied by the benchmark.

	

The ;cgleranco: .

tans is a band in which rate'Payees will fund loo percent of che.ineurred cost of

gain, as they do under.tha current' mechanism.

16
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The Commission -, it of the opinion that .the benchmark should be set ar

a level where-the . likelihood of MGE achieving results in-the upper- :sharing grid

is equal to the likelihood of MGE .achieving results in the lower ahatIng .g[1d .'

Mats piopotal of'hiving the benchmark sat at a level approximating the results

achieved .for .the`twelve months ended January 31, 1993, is ;built: upon . an . implicit

assumption thet the mean -.of the -probability distribution for results should be

at . the benchmark ".level-. . . .To achieve an_even-handed and, symmetrical financial

.incentive'meohanism; however' the Ccmt0.tsaion believes that .the benchmark should

be poet in a manner so that the most. likely level`of gas ;costsis`equal to the

benchmark'. plus
11

one-half--of the tolerance zone . . :Thus, :, .if .the.tolerance zone is

four'perceni,, then the benchmark should be, an estimate of the mostlikely level

,of gas.. costs less . two' percent.

	

This approach makes it equally'likely that MGE

shareholdeis`will -gain . or lose under
the

plan.

	

After reviewing the. . historical .

data presented . im this record- about . the difference between actual costs and

Saaids t'.X.A.C. tndiCes, the Commission finds that six:percent

	

s .a reasonable

estimate of the difference between actual gas costs and `the weighted ;average of

the :2asida ta:R.C. indices :

	

Thus, the ., appropriate benchmark 4s four .perceot

above the weighted average ; . of . :the :Znsids l:r.R:C., indices because this

	

is

twopercent below the Commission'a estimte-of ;the most likelyal'e?el_of gas costs : .

to .be incurred by"HGE .

The Commission has found that'-setting.the benchmark- at`'four percent

above the weighted average :o1 the iueido F.R.it:c., indices promotes dust and.

reasonable rates, because'this is designed to achieve balance and, symmetry in the

financial, incentive mechanism: ,.' In addition, the Commission Clods that a,

reduction in the benchmark from 5,:04 percent to, four percent promotes just and

reasonable rates 'because the level of actual 946 .costa.:which ,
will

_.trsgger e__
prudence review will be'.corssipondingly reduced by 1.04. percent of the benchmark

nlevsl .Thus, ratepayers are protected more from unusually high gas costs than
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they would be using~MGE's proposed benchmark . . at 5 .04 . percent above the weighted :

average of the laaida J'.l.R.C. indices.`

The Coramiasion` shall adopt MGE'a proposal that the incentive

mechanism contain two diatincr :Yahges within which ratepayers and MGE share on

a 50/50 bdsis . The Commission will refer to these ranges as an upper sharing

range and`a lower sharing range.

	

The Commission finds that the ceiling of, the'

lower sharing-range,shall ,be the benchmark level .

	

The floo,C~%''t1f the lower sharing1,.

range, shall be 94 .percent of..the .benehmark level. The Commission finds that the-:'. .._

floor :of the upper. aharitng range. shall. "be the ceiling of . the tolerance zone . . The

ceiling. of - the upper sharing range shall . b
e

"1 .10 multiplied by the benchmark.

If actual results 'during a ttielva-month ACA period place MGE'a,costs .

below the floor of the. :lowar -.sharing grid, . 100 percent of the savings achieved ,_ .

below that floor.sMIT-be passed through to ratepayers .

	

If actual results during

a twelve-month ACA period 'place MGEccsts . :'above the ce ling :. of the upper

sharing grid, a rebuttable presumption of imprudence will be associated with any

costs ; in excess of!,that . eeilinV .'

	

The Ceiling of the upper sharing grid is

approximately 14 percent above the weighted average . spot market indices .

	

If:

natural ;gas costs° during a, twelve-month ACA' period exceed that . level ;

	

the '-

Commission would automatically have serious concerns about the gas purchasing .

practices- that lead to' .those-results and, . using :the rationale of the Callaway

- .Case

	

Ole30a .T1.aCtri1C :Caegsagrj.27 ,`MO. :P :,S.C. ,(N.S .) -183, 192 (1988)) ; . which .

was repeated in GR-93-140 . MGE' .would then have the burden to dispel these serious .

concerns do the mind of .the Commission .''

'. If . natuzal ..gas costs ':'during-a, twelve-month ACA period exceed :the

ceiling of . . the. upper sharing gridi .'an ACA prudence, review is necessary. . However.;_

so, long: as actual,`natural gas "Costs are aqual-to or below the ceiling of the

upper sharing grid for a;:~ :twelVe-month-ACA period, no ACA period prudence review .
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She . Commission will not require. MCP to incorporate Staff's

ion for inclusion of a pipeline faxed cost incentive vmA*hshXNMb:ftciusi'

this Comission does not sea sufficient Justification for thia-conOanent

zeCOrd . :HOweveir: the Conenission is of the opinion that

mechanism should include Staff's recommendation tar,
the

.rraatmtnt .of capacity

mmission is concerned that the use of .` .the gas<cost incentive

mechanism has the potential of causing HOE to modify its purchasing strategy, too

much in .favor.of short term supply and, thus,. potentially Jeopardizing . gas . supply,

liability..

	

Thus, the Cosiimission shall arder't

	

to file'gas supply reliability

lata nc later than May, l. 1946: The filing : shall rolate .to;HGC

strategy for its next ACA period IJui

purpose of the filing is to ensure that Mot, procures natural gas

aonalstent'with the goal of maintaining gas supply-:re

shall further o=iler MGE so file gas supply reliability data'by,May 1, .I997

party wishing to withdraw from

in the .

May'1, ..1998,, for :the then immediately Subsequent ACA periods . . . The. Staff shall'

file, and other parties to G0-96-243 .pAy file;- a -respon 0 MIA 943-supply

reliability tiling in 00-96-243 no later than June 1, , 199;f ~5tune_"1, 1997, ;ahd :;

4une 1, 1998, for the then iiamediataly subsequent ACA period Then response(s)

snail indicate whether the filing party.is in agreement with .MGB .

	

If,there are

, ateas of disagreement, ,those areas shalI be, identified And party positions .

provided for Commission determination.

	

The -Commission. shall create docket

not GO-96-243 in this,Rayort And order for the receipt of the gas supply

teliabilsty_filings and other filings . pertaining to the financial incentive

ectisnlsm .

	

All parties to 00-94-919 shall be made parties WO0-96-,243 ., "-Ally

96-243 should file a-notice of, withdrawal from .
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.The Commission would. point, out, that thin is an axparimental Program

and, as such, ,new'"and useful' intorEmttan should Come about in the course of

utilizing' the gas Cost' indantive~"mechanism :

	

TO, facilitate appropriate analysis .

of the results of this, akoerimental-program,

	

'the comtstlon I shall require .

a monitoring report beIfiled no-latar'than August 1, 1997, . which report will .

contain actual gas costs . o3 .MGB during the. July 1,1996, thmg0; .june 30; 199'?,_.,,

ACA period, and any other information necessary, for the S.tnff . Commission; an

70

other interested persons to verify ;that: .the financial incentive mechanism has

been followed. The monitoring :report : till be filed in Go-96=243 .

	

The commission

will further order MM to file monitoring kePBrts.no'1atiar .than August 1, 1998 :

and August l, 1989, fo-the then int.tdediately preceding-.twelve-month : ACA period .

The purpose of the>mcnitoring ;report is :to ensure .that MGE .is following the gas .

cost incentive mechanism prescribed. by thin order . . The .Staff shall file, and

other parties . to C;O-96=248 may file, a �CespanseAo MGE'a-monitoring report no ;

later than .September 1, 1991, .,September,1, '1990, , and September 1;: 1919 .

	

The

response(s).shail:indicate whether thg .filing party is-in .zgreement with MGE. .

If there are areasof disagreement;" those areas shall be identified and .party

positions provided .foz Comiasioh determination . .

The Staff, . .O$C, and MGE shall file recomendationa, jointly. or

severally ; 'regarding whether.tMI gas;cost, incentive. va6haniam should be . retained..

modified,- or-.eliminated :: . .' :Theaf reeomandations shall- be filed no'later than

January 4 ; .1999,' in Caae.N6. 00-96-243 .

	

.

The-COmmissiap )sakes'noJinding as to,

	

necessary couponenta of the'

gas- supply reliabillty,filinjai and monitoring reports,

	

In. order to facilitate

the ability of the. .
parties , to reach'& consensus regardinq._tha neeessery content

ac cne gas_ supply rollability, date filzhgs , and - the . .monitoring reports;

	

the`

Commission 'shall schedule a technical workshop .

	

The technical workshop ahd

commencc at 10 ;QD.a .m. on February 26 and Contiaue "through.february 27,
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The tochnical workshop shall .be held in Roous 520A.-of the Narry.S :. Truman State

The Comniasion .shall order the: parties to file e .3o1nt recommendation

of 'the components :of the gas supply . .ieliability data and'monitoiing reports no

later thin March 5, 1996 . : : The',Cant ias on .requests ;that,the: .parties`endeavor to

identify tho,components in a concise fashiOn.while providing enough,explanation

that .. one - -co.hfairly discern `,what information . in- requested . .

	

The Commission

further. : requests - that . the parties.-use .their*best efforts.to try to agree on the

co7Onents - of :the - filing :'If there .are:matters upon . whieh -'the parties are unable

to agree,-then the parties may,file a .pleading showing the areas of, disagreement

and .party positions no ;later than, Mdich 5,_'3996 ..` In addition, responses to party

positions slay be filed .no later. than march
1

1 .9', 10916s

The comminsion will issue ao-order in' Case . No . GO-96-243 which will

specifically identify . the .components of the
gas -supply. reliability filinga6d

.monitoring reports on or about April :1, .1996 .

There maybe issues relating to the.alechanical details, of the. gas

cast incentive mechanism, as described in this
order

'thk-_?

identified but have not resolved.

	

If .such.issues .exist .`the.Comassion -
would

prefer being apprised of . these matters. early in this process . .

	

Thus,

	

if the

pactlea'have identified matters upon which they do not agree in relation to . the

:mechanical operation of the, gas cost incentive.'mechanis ,-a statement of these

saues and.,party - positions-on "them should be. filed in GO-96-243-no later than

-March .,s, 199G. : .:In :addition,, responses to party positions may be filed no later

A `timeline is: .attached .to : .this. ..Report And 0rder to :show required

tie :parties haute-:



conclusions of law .

Conclusions ofhsw
The Miasoura Public service commission has arrived at the followihq

Missouri Gas Energy, a . .division of . Southern Union Company, is an

Investor-owned public utility engaged in the provision of nfX4ttal gas service :S

'che state of Missouri .and,, therefore, subject to.the generd_.urisdiction of the

Missouri -Public Service. Commission under Chapters 366 and 393, R.S .Mo

lggslity'of PGAIACA Mechaeism

a fuel adjustment clause which,hadbeen used b.y :electric . Utilities .

as to, threaten the financial viability of: mLasouri Gas Energy.

22

The `DOB, =MGUA,' and ..OPC all maintainthat thc,PGA/ACA mechanism-is

unlawful . pingla-issue ritemaking.because~.it conflicts with the Missouri Supreme

court's decision in :JLate ez re :- .UtLUcY aoas®rs , Couacil-of Nissouri;;iac.. ~..

Public serYAoa coamiasAm: . 585 S.W.2d. 41'(Mo . .bane 1979):: This case struck down

The C6mmission. .determines that there are policy reasons of paramount

importance for retaining the - PWACA mechanism. for the recovery of,gas costs paid

byXissouri local-distribution companies .. The Commission. finds that

coats fluctuate widely on`a month-to-month - and year-to-year basis.

	

The Commis-

sion . further finds that approximately.-so percent.:6f; the total costs of .Missouri

GAn. energy , is costs; ato . the . costs, of gas. purchased by it.

	

The Commission . finds

that the elimination .of the jWVAcA .mechanism . could result in large windfall

profits. . to MSssourt Gas:Cnergy at . the,:expense-of ratepayers . or .losses. so large

:The ..Commission makes' the following observation in connaction.'with the;

views expressed,`°by the parties about' the legality of . .ehe PGA/ACA mechanism:',

Missouri-Statutes provide that the Comnission .has a duty to ensure that ch r ea.-

made for.natural'gas are Just and reasonable .

	

Section:393 . :130 .1. .R .S .Mo - The y

commission .finds thit,rates , resulting from use of the ..PGA/ACA at4.chanism are just
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and reasonable .

	

The Commission finds that use of a gas cost,
incentive

mechanism

as described in this Report And Order takes advantage of the . .introduction of,

competitive forces into the wholesale natural gas market, and decreases the

requlatory .burden en the state and MOE while achieving an appeopriate .balance

between the interests of MGE and.MGE's ratepayers .

	

The ftot case . is readily .

disranguiahable froth'the situation presented here because forcing consideration .

of natural. gas costs into a rate -case - would seriously jeepardize'~:the viability

of MGE,'which would eventually be to . the detriment of MGE.'s ratepayers. is ,well

the PwACA mechanism wax initially: introducedUnto . Missouri. An 1962 1

At : that . time, most .gas costs handled through- the. -PGA/ACA .'

FERC approval .

	

The tact That _the rates paid by.

were set:by the FERC supports use of the . .PGA/ACA mechanism.

FERC has moved towards deregulation of the wholesale . gas market primarily

mechanism were subject, to

Missouri ..LDCs for gas .

with FERC Order 636 .

	

Thus, the wellhead price of natural .963 is no longer

regulated.

	

However, :other components of the .cost-of gas. are' still regulated,.by .

the FERC_

	

Transportation charges from interstate pipelines .are.set'by -the FERC'; .

n . addition, transition costs and take-or-pay :costs which 'flow;chrough.the FGA.- .

result -from .FERC actions. . - TheCommission eoncludes . that a substantial portion

of, the cost of gae_continues to be subject to FERC regulation and'the FGA/ACA

mechanism continues to fit well with, "the , underlying nature of ..the gas . costa

" the Commission'finds.that . the . natural. gas Industry is . in the midst

of a transition towards competition from regulation .. The Comminaaon finds tha't'

.removal-cf:'the .PWACA'mechanism at this time would be . inappropriate .

	

Moreover,>'

Commission is skeptical as to,the feasibility of,handling .-q6e costs in, a,,

traditional rate . case format< . The evidence is' clear that: wide fluctuations in

gas - prices'. 'occur on weekly, :and - even :daily, . bases . . ;:Yet OPC,

	

MGUA and DOE

23
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x

	

amiend,thsh W Co

	

zioh~~
.
be 1put in a position: at estimating 1yese volatile

C

	

ts months or even years~ into the
::

	

.
re . In additxon, :since

gas costs account

for approximately 60 percent it LV0 expenses, if the C
:
ammisikfs estimatea- ate

wrong, the LDC could-iqap.~enarmous windfall profits, or thVJ15PIld experience

such drastic losses that thO

	

e bill have , to pursue emer!

the

	

same

	

time, ~ the! damidtlio4~ aztKiates . that the IDC-wobid- have

	

to be

compenented tax the inCrda5j4rbusiness rrisk that results lrym treating
gas

costs

in a rate case.

	

it appiairs~ to the r Cordmi.51;j6n that this, .86eriarici, : quite dimply,

in far-from a pracKcal. solution and was .,clearly pot intended in-OCCON9.

raced

	

and thystatutery offigitlin WOW .

just . ~~:and reasonable tpCee; the :'Cowmisdion concludes that A:r'has the lawful

authority to authorize theyon'QUed use at the BOX ;Mihiiiim. ',. The Commis-

lion furthikrcpnci4dis:i
.
hat:%;e gasjozj-rinCentjQo maChaniSM

.authorized
by this

Report And,ozoer flows HGEAP: take advantage-of

	

more' caMpetitiveNholesaLe

natural gas market )Mile placing apprbpriate limits on risk borne;by MGE.

That *Missouri . .Gas Energy, a division of Southern Union;Company, .

shall file .no Jater than,ttay.:31,
r

1996, ;tariff sheets to implement 4 -gas cost

incentive, mechanism AdMatIcal

	

to ths; mechanism .Proposed earlier . in . this

proceeding bymissauffbas Energy but with the indsti6tvi!is described
by the,

Commission -andr~C"Miidd in this
.
Yep

.a.
ryAnd Order, witi-Such .tari

if r

sheets rto

become effeCtiVe : .far service 1

rendered on an
I

d
'
aftag J

u,y
3, 1996 :

t_ Case'VO. . .GO-P6-243 be, and in hereby
I

' entsiblishedr-for the

C"Ipt .0

	

gaw a
*
upply0ral

"
1abL24

,
ty,

,
a

,
ata, and

I

monitoring , reports, r the . .
.
speciii4 1.%'

whichAlUbe prescribed;-by subsequent Commission order :

3 . that 41 .technical workshop will be hold onr'feoF"ry 26-27, loqi6,

in Foam 520§~of:.Ithe Harry 8 Truman srare Office Ruildingj

	

ist-.Righ Street'-.--.

Schedule DML 6
Page 25 of 28



,Jefferson City, .Missouri, . whieh, :workahop . shall commance at 1000 a.m . on

February 26. 1996 .

.That the parties shall Jointly ;file the

	

recaumendid components

of,.Hiasouri"Gaa'.Energy a 'gaa supply:-reliability-data no litter :than-March 5, 1996,

in .GO-96='243 no,later-than May 1,

	

1996," May 1.,' 1,997, and May 1,, 1998,

	

for the

then immediately ,subsequent ACA period-.

That -the . Staff shall%tile; and other. ' parties to - GO-96-243 may

G0+96-243 ; no later ..than.`June 7, ..1996, . June 1, 1997;. and. June - 1,. .1998 ;

	

for the

then immediately subsequent ACA period.

7t -	Thatthe. pa ties .shall jointly Pile the recommended componeni;-s

ofssouri .Gas Energy's gas cost incentive mechanism moniLoring'report no later, '

than - March. 5, 1996, in GO-96-243.

Thatasouri

	

a
.

	

orgy shall file gas supply`reliability data

Missouri Gas.-Energy' Iaga5 supply.- : :idliability filing . in

That Missouri Gas .Energy . shall - file -a;fgj

	

cost. incentive .,

mechanism monitoring . report ;in ,GO-96-243 :no later. than Auguot , 1; 1997 ; . August 1,

1919 .8 ., and August. l . -1999, for ..the then j:mnediately preceding ACA period .'

That the Staff shall file a response to Missouri Gas Energy's

. - monitoring reports .in GO-96-243-no later than -Septembes 1, 1997, September 1,

..1998, andseptember 1, 1999, for'the then.immadiatelypreceding ACA period, .

That ,Missouri Gas Energy, the, 5taff, and` the .Office of the

-public . Counsel - shall file im Case No . 60-96-243,:-cio later than January 4 . 1999,

recoamendaaionta), .jointly"'.o= severally, .egard140 whether Missouri :Gas Energy's

gas'ooit incentive mechanism should be .retained� modified or .eli=hated .

imhat : :A- copy- .of this Report And.. rder-;shall be,. placed

	

n' the

official -eaSe papeis of case No. Go-$6-243 .
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.this Report And: Order.-ace hereby denied or overruled .

13.

	

That this Report And. Order shell become effective. _ on the' . .,

( S E A L 1

Mueller . Chm., - Mcclure, ;.Kipohelor;
CYniwtoh and Drainer, CC:y Concur

..and Certify compliance-with:.the~
provisions. of section-556.080,: .

. . R4.Mo:'1994,'

Dated at JeffersonCity, Missouri,
on this. .3lst-day:of Jahuhry,,1996 .

14th, day :of February. 1996 :

That those .motions and objections not. specifically - ruled ..oftIin

26
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'2/26-27/96 6/1/96 .
T.W .' G,S.R,R :°

3/19/96 G.C .1 :M. . .
P .P.R .' tariff'

P .. 0.1t . means- responses to pa;ty,pcsitioni .

G.S .R . means , 96 .a supply reliability data.

G.s,R .R

	

means `responses`to gas seipply rellablllry,data': .,

' M.R . means monitoring report .

6/1/97
G.S.R.R . 9/1/97 .

t .. .

	

I M.R.R.~ . :

M.R.R.meats responses to' monitoring report.

1/4/99 .
6/1/98
0.S .R.R . 9/1/99 Rea.'

"

	

:

	

.M.-R. . R .

' T.W . means technical workshop..

' J.R : means joint recommendation on gas supply reliability data and monitoring. reports.

showing areas of disagreement.pnd. party positions . .

c.C,L.M. to itf'means MB's tarifr sheets necessAryfto implement Ma'.a gas cost incentive 'mieehanisie.

(Note : . tariff sheets must be filed no later than 511

' G.C .1 .M. Rec . means recommendations regarding whether MGa'd.G.C .2 :M,

	

should be retained,. modified or
eliminated

8/1/99
M. R.

9/1/99
M.RA :

P.P . .means pleading
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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

DEPOSITION OF THOMAS SHAW,

a witness, produced, sworn and examined on the 28th

day o£ October, 1998, between the hours of 8s00 a .m .

and 6x00 p .m . of that day at the law offices of

Brydon, Swearengen & England, 312 East Capitol, in the

City of Jefferson, County o£ Cole, State of Missouri,

before

KELLXNE FBDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
P .O . Box 1308

JEFFERSON CITY, MO 65109
(573) 636-7551

and Notary Public within and for the State of

Missouri, commissioned in Cole County, in the

above-entitled cause, on the part of MOE, taken

pursuant to agreement .

COPY
Anooteted CourtRe~orters, Inn
Jefferson City, MO (573) 636-7651

ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109

TnLL PRRR - 1-AAA-616-7551 .
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to the Mid-Kansas 1 contract that was less favorable

to MGE and -- rather than more favorable?

Let me clarify . Is there any provision in

the Mid-Kansas 2 contract that was to the detriment of

MGE that wasn't in the Mid-Kansas 1 contract?

A .

	

I need to qualify my answer and the fact

that when I read the Mid-Kansas 2 contract, that was

subsequent to the ACA period that was under review and

that we were discussing settlement of .

Although I was aware, generally aware of the

changes that were made from prior to February '95 to

subsequent to February of '95, we were aware that

there was ratepayer benefits associated with that

compared to the previous contract that was in effect .

Can I go back and say -- go through every

provision and say it is detrimental to the ratepayer?

I don't have that type of familiarity with the

contract . I've not even, I don't believe, looked at

the contract to any great extent subsequent to the

settlement negotiations .

Q .

	

So sitting here today, you cannot think of

one single detriment to the ratepayers that's embodied

in the Mid-Kansas 2 contract compared to the

Mid-Kansas 1 contract?

A .

	

I can't think of one, no .

58
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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

DEPOSITION OF THOMAS SHAW,

a witness, produced, sworn and examined on the 28th

day of October, 1998, between the hours of 8 :00 a.m .

and 6t00 p .m . of that day at the law offices of

Brydon, Swearengen & England, 312 East Capitol, in the

City of Jefferson, County of Cole, State of Missouri,

before

RELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
P .O . Box 1308

JEFFERSON CITY, MO 65109
(573) 636-7551

and Notary Public within and for the State of

Missouri, commissioned in Cole County, in the

above-entitled cause, on the part of MGE, taken

pursuant to agreement .

Aasxlated
C
QoOu~porters, Inc.

Jefferson 01ty, MO (573) 636-7651

ASSOCIATED COURT REPORTERS, INC .
(573)636-7551 JEFFERSON CITY, NO 65109

TOT.T . FRRR - I-RRR-636-7557

Schedule DML 3-3
Page 1 of 3

In the Matter of Missouri Gas )
Energy's Gas Cost Adjustment )
Tariff Revisions to be Reviewed ) Case No . GR-96-450
in its 1996-1997 Annual )
Reconciliation Adjustment ) October 28, 1998
Account . ) Jefferson City, Mo .



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

going to pay regardless of whether any gas is

transported or not under the agreement .

Q .

	

Are you aware that Williams Natural Gas has

other charges that they sent to MGE that MGE has paid

that are in addition to reservation charges?

A . Yes .

Q .

	

What charges would they be?

A.

	

Those would be, like, the Gas Research

Institute surcharge . They've got an ACA surcharge .

They've got transition costs . I'm not sure whether

those are a surcharge or a direct bill . They've got

variable transportation charges . They've got storage

service if you've got that type of transportation .

I mean, there's many different variable

transportation charges that could be paid depending on

what contract .

Q .

	

Would some of those -- would you agree

sometimes they're generally referred to as sometimes

transition costs?

A.

	

That could be a category, yes .

Q .

	

Okay. And isn't it true that in the past at

times Williams Natural Gas has direct billed to MGE

charges for, say, taker pay liabilities that it had

incurred and that in turn MGE would then pass on to

the ratepayer?

50
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A . Yes .

Q .

	

Are you aware of whether or not Mr . Wallis'

calculations takes into consideration those additional

charges above and beyond the reservation charge in

doing his comparison?

A .

	

I'm not aware whether they do or not .

Q- Assume for the time being that they do not .

If they do not, don't you think it's unfair to do a

comparison when you've got certain charges that MGE is

paying for services passed along to the consumer, but

yet it's not included in the calculation in comparing

two different pipelines?

A.

	

Certainly this was a topic of discussion

when we settled the previous cases, and Staff's

position was, and I think probably will be, that the

direct bill taker pay charges are unavoidable costs as

a result of FERC deregulation .

The transition charges, if they're a

surcharge on the transportation invoice, it may --

probably would be appropriate to consider doing the

surcharge as a possible additional charge that should

be considered when -- if you transferred your load to

another pipeline system .

Q .

	

I guess my question, I understand your

position and the Staff's position you just testified

51
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri Gas

	

)
Energy's Gas Cost Adjustment

	

)
Tariff Revisions to be Reviewed

	

) Case No . GR-96-450
in its 1996-1997 Annual

	

)
Reconciliation Adjustment Account )

DEPOSITION OF MICHAEL T . LANGSTON,

a witness, sworn and examined on the 27th day of

October, 1998, between the hours of 8 :00 a .m . and

6 :00 p .m . of that day at the law office of Brydon,

Swearengen & England, 312 East Capitol Avenue, in the

City of Jefferson, County of Cole, State of Missouri,

before

KRISTAL R . MURPHY, CSR, RPR, CCR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
Post Office Box 1308

JEFFERSON CITY, MISSOURI 65102
(573) 636-7551

Notary Public, within and for the state of Missouri,

in the above-entitled cause, on the part of the MGE,

taken pursuant to agreement .

	

COPY

1

	

JeAer'601 Clty~ MO5 3)638"7551

ASSOCIATED COURT REPORTERS, INC .
(573) 636-7551 JEFFERSON CITY, MO 65101
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Natural -- what I'll refer to as Williams Natural Gas .

Is that correct?

A . Yes .

Q .

	

And you testified that those contracts vary

in terms from -- I believe anything from one year all

of the way out to the year 2013?

A .

	

I believe that's right .

Q .

	

And under those contracts, generally, as

MGE -- to your knowledge, has MGE and its predecessor

Western paid any such additional charges for

transportation such as transition costs, take-or-pay

liabilities, pollution liabilities, GSR, ACI,

et cetera?

A . Yes .

Q .

	

Without recalling any specific numbers,

would you generally recall those costs that Williams

has assessed to MGE to be significant?

A .

	

Yes, .I -- the primary costs are what they

refer to as gas supply realignment costs . Those run

$2 1/2 to $3 million per quarter . We get

approximately 40 percent of that allocation, so our

costs are, you know, 1 .1 to 1 .2 million, normally . i t

does change every month -- I mean, every quarter .

Q .

	

Does MGE absorb those charges or do you pass

them on to the ratepayers in your charges, to the

33
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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

DEPOSITION OF MICHAEL WALLIS,

a witness, produced, sworn and examined on the 26th

day of October, 1998, between the hours of 8 :00 a .m .

and 6 :00 p .m . of that day at the law offices of

Brydon, Swearengen & England, 312 East Capitol, in the

City of Jefferson, County of Cole, State of Missouri,

before

RELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC .

714 West High Street
P .O . Box 1308

JEFFERSON CITY, MO 65109
(573) 636-7551

and Notary Public within and for the State of

Missouri, commissioned in Cole County, in the

above-entitled cause, on the part of MGE, taken

pursuant to agreement .

COPY
Associated Court Reporters, Inn
Jefferson Ci1J, MO (573) 636-7551

ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109

TOT.T . FRRR -

	

1-AAA-91 fi -7551
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the ACA period of July 1, '96 through June 30, '97,

would you think it would be appropriate to take those

into account?

A .

	

If it relates -- if -- it might be . I mean,

that's something that we might look at, certainly .

Q .

	

In a response to one of MGE's Data Requests

to the Staff, the Staff provided a work sheet to show

how it had calculated the estimated supply cost that

would be available through the Williams system . Are

you with me so far?

A . Yes .

Q .

	

On that sheet, it's our understanding that

the gas supplies were valued at the Williams index

price plus a 4 percent premium over the index price ;

is that correct?

A .

	

That's correct . It's designed to kind of

take into consideration MGE's incentive plan as

approved by the Commission in GO-94-318 as a way of

estimating what MGE could have or may have paid for

gas supplies tied to the Williams index .

Q .

	

Maybe you just answered that, but is that --

is what you just said the reason you used a 4 percent

premium?

A .

	

That's correct .

Q .

	

You mentioned GO-94-318 as the Commission's

12
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basis, unquote?

A .

	

Diversity is important, yes .

Q . Do you agree with the premise that

reliability is improved with diversity of supply

sources in order to minimize the impact of possible

disruption from a single supply source?

A . Yes .

Q .

	

In the reliability report which MG8 filed in

Case No . GO-96-243 in response to some Commission

concerns about reliability associated with

implementation of its gas supply incentive plan, on

about page 55 of that report dated May 1, '96, MG8

said, quota, given that approximately 90 percent of

MGE's current capacity is provided by WHO, Williams,

MG8 has explored capacity replacement and incremental

expansion opportunities on pipelines other than WNG in

order to obtain greater diversity, flexibility,

bargaining power and peak day reliability, unquote .

Have you ever seen or were you aware that

that statement was made to the Commission by MG8 back

in 1996?

A .

	

I was not aware of that .

Q .

	

In your opinion, was it reasonable in May of

1996 for MG8 to be concerned about the high level of

capacity commitment on the Williams system alone from

44
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me exactly what the prudence -- what the imprudent act

was .

A .

	

Entering into a contract in 1995 with

Mid-Kansas that has rates almost double what there are

on Williams .

Q.

the gas itself?

And the rates that you speak of are the

transportation rates, not the rates for the commodity,

A.

	

That's correct . And our adjustment attempts

to take into consideration the benefits from the

Mid-Kansas contract as far as the gas supply's

concerned . That's why you see a $3 million -- about

3 .2 million offset to the difference in fixed and

variable transportation, which is about 7 .7 million .

Q .

	

In general, would you agree with the

statement that reliability is the primary concern of

all LDCs because of the relatively high proportion of

weather-sensitive residential and commercial heating

loads on their systems?

A.

	

Reliability is important, but I think you

also have to look at the price you're paying for that

reliability as compared to other alternatives .

Q .

	

Would you agree with the statement that,

quote, diversity of supply is cited as the key to

managing security and reliability on a cost-effective

43
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basis, unquote?

A.

	

Diversity is important, yes .

Q .

	

Do you agree with the premise that

reliability is improved with diversity of supply

sources in order to minimize the impact of possible

disruption from a single supply source?

A . Yes .

Q .

	

In the reliability report which MGE filed in

Case No . GO-96-243 in response to some Commission

concerns about reliability associated with

implementation of its gas supply incentive plan, on

about page 55 o£ that report dated May 1, '96, MGE

said, quote, given that approximately 90 percent of

MGE's current capacity is provided by WNG, Williams,

MGE has explored capacity replacement and incremental

expansion opportunities on pipelines other than WNG in

order to obtain greater diversity, flexibility,

bargaining power and peak day reliability, unquote .

Have you ever seen or were you aware that

that statement was made to the Commission by MGE back

in 1996?

A.

	

I was not aware of that .

Q .

	

In your opinion, was it reasonable in May of

1996 for MGE to be concerned about the high level of

capacity commitment on the Williams system alone from

44
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correct .

Okay . What I'd like to do, Mr . Langston, is

talk a little bit about the differences between

Mid-Kansas II and Mid-Kansas I, and you don't

necessarily need to refer to the contract unless

you -- unless you want to . I'm going to try to be

broad enough where we can talk about concepts .

Is it fair to describe the commodity charge

under the Mid-Kansas II agreement as a price equal to

105 percent of what is referred to as a TRANSOK spot

index?

A.

	

Yes, for any base load quantities that we

nominated for the month .

Q .

	

And with respect to the Mid-Kansas I

contract, do you recall that the commodity cost there

was 114 percent of an average spot of certain

Mid-Kansas -- or Mid-Continent pipelines?

A.

	

I don't recall the specifics, but that very

well could have been the pricing provision .

Q.

	

Okay . Do you recall the price provision

under -- let me ask it this way: In your opinion, was

the pricing provision of the Mid-Kansas II contract as

to commodity better than the commodity pricing under

the Mid-Kansas I agreement?

A. Yes .
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