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PUBLIC SERVICE COMMISSION
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 ) October 28, 1998
Account. ) Jefferson City, Mo.

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

Cit? of Jefferson, County of Cole, State of Missouri,

before

KEELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC.
714 West High Street
P.0. 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.

Associatad Court Reparters, Inc.
Jefferson City, MO (5?:?) 636-7551

ASSOCIATED COURT REPORTERS, INC.
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time, do a comparison of the Mid-Kansas 1l 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?2

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-Kangas 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
55
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for MGE 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 of that cheaper gas supply
as you possibly could to offset the cost of the
resaervation.

Q. And that historically cheaper gas you’re

referring to is the gas off the TRANSOK systemn,

corract?

aA. That’s right.

Q. When you say historically low cost supply.,
is that -- would you agree that TRANSOK 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, themn, would it, if
that historical trend continued forward?

A. No, that would not surprise me.

Q. = Are you intending to do a‘comparative
analysis of those commodity prices for your testimony?

56
ASSOCIATED COURT REPORTERS, INC.

(573)636-~7551 JEFFERSON CITY, MO 65109
TOLL, FREE - 1-888-636-7551

Schedule DML 3-1
Page 3 of 3




o —— —— N . e
S N ——

Williams Natural Gas General Rate Case Filings

PN

\"'a
Wiliams |
Netursl Gas
Rate incresse
Williarms $28,800,000
Natural Gas
Rate Increase
. Wiltiamg
Natura! Gas $42.500,000
Witlams Rate increase
Natural Gas $71,2000,000
Willemns Rate incresse

Natural Gas $29,600,000

$82,624,013

(A [T EEET

1989 1990 1991 1992 1993 1994 1995

AP

1987

[ Pt — | o O

1982 1983 1984 1985

1981

1986 1088

FLO00018 - 2 Schedule DML 4
Page 1 of 1



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

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.

1 Associated Court Report
Jeflerson City, MO (5700) 6%% 7554
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responsibilities, do you manage the gas supply
portfolios of all of those, I mean, in the heaqd
position? Is that a safe description of what your
duties include?

A. Yes.

Q. 7 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. 1In general, our intention is to
provide the maximum amount of 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 1’11 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
guestions 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
OF THE STATE OF MISSOURI

.!n the matter. of the inveetiqetion of cercain _
: V-PGA-:e.leted 1ssues. i.nvolvinq ‘Missouri Gas Ene:gy, .

)
,A
a d;vtsion ot SOuthem Unxon Ccmpany R

'ﬂn‘x_!.._mm Brydon, SHeu:enqen a England., P c.. 312 East capi.to.l. Avenue,
-7 « Post Qffice Box 456, Jefferson City, ' m;aoun 65102, tor mssouri Gas I-:ne:qy.
E 7_"'diviaion of Southe:n Union Company e T e ‘ ‘

mm..eunu Attomey et. Law, 251 North Broedway, sm.:e zoo m.ch.tr.a.
’ ‘Kansas 61202-2313. _ to: HOUNTAIN IRQ’N & Supply campany - e

‘nu,;;"m:: g'.”'g' g.ni.ng" = '.Stef.f AttorneYu Kansas c:L\:Y P°"€= & L:Lght C°“‘P‘“Y' S

1201 Walnuu- Street, Kan.-.as c.tty, Hissouri 64105, fo: Kansas c:.ty Power & Light -
cOmpany ' : B : . . .

. m_um Att.omey ‘at. Lau,‘: 101, “West MeCarty sr;zee:, Suite 21s,

Jefferson  -citcy; Hiuouu 65101, £or ridel.tty Nntunl Gas, Inc.;. G:eeley Gas

_Company, a division of AtxOS l:ne:gy Corporation;.and Tartan !:nerw compnny of
-H:.ssou:i. L c., dlbla Sout.hem H:Lssouri Ges Company. L. c.,f-' ‘

m&._m ‘and mee_a,_s_qm: “Beyacn, swearenqen & “Englana, P.C..
312 East Capitol Avenue, . Post Office ‘Box 456, -Jefferson: City, ‘Missoury 65102, for .

‘Aszociated Natural Gas cempeny, ‘a. division ‘of Arkansas Western Gas Company. .
,_ Missourl Public Se:vlce. ‘a.division. of Ut..tli.Co:p Uni.ted Inc ; Skl Joseph L:.th. :
& Powe: Company. end Uni.ted Citj.es Gas COmpany. L

Mﬂu& Asust.ent Generel COunae].. Lac].ede Ges Company. 120 Ol.tv'e '
Streer.. Room 1530, sr.. Louts. M.i.ssou::l. 63101 fo: I.aclede Gas Company

. m__mngh, !‘zench & sr.ewa:t,, . 1001 E‘.ast. Chezry Street, Suit.e ’5’02-,. -
-Columb:la. Mj.ssour.t 65201 ;‘.or Trigen-xansas cu'.y Enerqy Corporar.ion

R . . _ . Hendten .nd Andrae, 235 E!Sf— Higﬁ;ﬁ;‘_fqet, 17-71-14 O:f.a.ae

"Box 1069, Jefferson City, Migsouri suoz. for Williams m%ui:u Gas Company.

mx_u._mn.m Deputy Assistant General Counsel. United States” Department. of

-Energy., 1000 Independence Avenue, S.W., washmqt.on, D:C. ‘20585, for - the Un:Lt.ed

States Depa:tment. of" Ene:gy and t.he !'ede:al Bxeeut::l.ve ‘Agencies.

 Stuart W, Conrad, Finnegan,. - COm:ad & Pete:son, 1 09 penntower Office Center, 3100

B:oadway, mmsns c:.ty. HLSsouri 64111, . tor H.i.duest‘G’a- Ua'et's 'A’ssoe.‘ut-.;pn.-

m;mmg Ar.torney at uu.' 240" East- ﬂ;qh Street, Suite . 202,
Jetterson c:.:y,lm.ssoun 65101, tor t.he c:.t.y ot Kensas cu-.y, M:.saoun B
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-w Associat.e General COunseJ.. Union Electric Company, 1901 ‘Chouteau

Avenue, . Post otnce aon 149, sr.. I..ou:.s, m,ssou:i 63166. for Umon Blectnc

T chpany.

. ’ s.ni.or Public counul, Office . of the Pub].a.c Ccmnsel,

; -‘EI!I':I T Michesl
. post Office. Bex 7800, Jefferson C:.ty, ru.ssou:j. 65102, :o:: the o:f:.ce of the -
- -.Publlc Counsel and the: puhl:l.c.‘ ' _ : : .

mm Deputy Genexal Counsel. mssouu Public Service COm.Lsaion, post -

T 30£!Lce ‘Box (360, .Jefferson’ cuty, M:I.ssouri 65102, “for t.he sr.a:t of tha M.‘Lssou:i.
e Pubuc service c«:mnisslon. e SRRy S Lo SRR

" LAWJUDGE: - - Thomis H. Luckanbill, baputy Chief.

On Ap:.tl B, 1994. H!.ssoux::. Gas znezgy, -8 d.tv;siqfr of’ southern Un:i.on e

COmpany (MGE), tiled a mor.i.on to establ.tsh a dockel: t.o aad:ess certain Puxchased

Gas Mjust.menr. (Psm relaced issues. 'rhis moti.on was mde by MGE under the r.ems

cof the unanimous stipulati.on and ag:eemnt filed by the pa:t:.es in Case

‘No. GR- -93- 240. -Case No. GR—93 240 was the most. recent rate case of weste:n

. .Resources, Inc dlbla Gas Sl'_-rv.i.ce, ‘a westem R-sources con'pa.ny (WRII HGI-: is t.he-'
) successor ot HRI with respect t.o all Hi.ssour:. prope:ties tozmerly owned and.__-, '

o 0pe:at.ed by NRI w;r.h t.he excepnon ot :ha Palmy:a se:vice area, uh:l.ch wasf‘i;,! L

pu:chaud by Umr.eﬂ cities Gaa company. . Southem um.on Company (pa:ent of MGB) '

. Ac:qutud all the stsoun prope:ues of. tm'.l:, except !a: the Palmyra serv:l.ce area.

' on o: abou'r. January 31. 1994. 'rhe unanj.mous supulau.on and ag:eement. ﬂ.led I.l'l'-'_-.f-..

R-s‘.l 240 dufarred all iuuu n.‘l.ud by tha pa:uu Ln that. p:ocaed;.nq telative‘

to the pGA co a subsoquent p:oc.eding. Some ot these 1ssues le.g., transir.ion

'_ costs) have been addressed by 1nterested part.:.es a.nd the Miasoun Publ.ic Serv:.ce-'

Comsuion (Comuuon) i.n cues Gfr-ss 32 ahd’ GR—95 33. -
on Apnl 15 1994, t.he cOmi.ssion 1ssued an or:de: A.nd Not.:.ce umch

es:ablxshed a prehea:ing conte:ence and made pa:r.ies t,o GR-93~—240 parues to’ t.lu.s‘

dockgt
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V :hxa dpcket u;th an et:ective date of. September 19, 1995._'"

Lo

Trigenvkansas c1:y D;st:xct Enerqy co:po:acion. williams Natural Gas

. Company:™ che City o! Kanaas cicy, Hissouri. Uhion zlectzic C0mpuny. .Tarctan zne:gy

‘ Company. L c.. d/bla Southenn Hissouti Gas Company, L.C.; rtdelity Natu:ll Gnu.‘

Inc.. Greeley Gas COmpany, a divxsion of Ammns Enerqy corporation: Misson:13_

‘Publlc Sezvxce. a division of Ut111COrp UnLted Inc : Aﬁsociated Natural GBS
. Compuny, a d1VLszon ot A:kansas Wesze:n Gas company: Unxted clties Gas Company.i-,
?ﬁ Joseph Liqht and Powe: COmpany: Laclede Gas Companyi and cOhen-zsrey Real

tzsta:e,all appl;ed to: and ue:e Qran:ed intexvention in tnis p:oceeding

On July 29. 1994. he part;es jo;ntly fxled a llst of 1ssues and

e f;._positions. On o: about August 19, 1994. £u:Che: utatemgnts of posiciOn and.f o

-'_recommended procedu:al t:eatment of 1ssues uere tiled by vartous pnrties._ Onao:I_

about 5eptember 2,_1994 reSponses to the recommendations 6: various parties were.

) filed

On October 19. 1994.-tha commisslon 1ssued an Order Detining Scope

: ot Docket. Prov;ding Notice And Escablishznq Prehenring Conference .This_prder:

':detxned seven issues for consideration in this docket

-gnvaanua:yzzv. 1995 the commission 1ssued -an o:de: Establishinql
P:&cedu:alﬂséhcdﬁle;, This order separated the docket 1nco two phases. On

O::obcr 19, 1995, the commission convaned a preheurinq conterence w;th respect

' to Phase II ot thts case.

On Septamber 1. 1995 the cOmmission 1ssued a Repore And Order in g

the cercain issues delinoated as - Phnse I 1ssues.
On October 21 1995, a hea:ing memptandum was . tiled whlch provided;'

the pos;txons o£ the parties on the tssue to. be decxded by the commisslon in

. Phase II ot th&s dockeb. The issue tramcd by the Commissaon for consido:atzon

in Phaae II ot this dockec 15- -1~

wheche: MGE's Puxchaaed Gas ‘Adjustment/Actual’ Cost
Adjusnmenc -(PGAJACAl tariff provisions. .should be .

‘Schedule DML 6
Page 4 of 28
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o 1._com,petent and subst‘.antial e‘\ridence upon the uhole record‘ mms t.he f.ollouing"if

modified or: eliminnred to ctrectuate a gas cosn recovery .
mechanism where MGE bears financial risk-im. connecuon
with gas’ ‘procurement practices in addition ‘te ler

' disttnct trom the cucrent prudence review mechan.tsm.

'fZOn November 6 1995, the. evidentitry hclru\g comenced ‘The

" evi.dentiary hearinq adjourned on, November B, 1995. Briets have been tiled and .
- :-the Phase II &ssue (and relat.ed subissues u ;l.dennf.led hy t‘.he parties] are now'-"»

._betore the Commiusion !or decision

The mssourj. Pub].a.c Service Ccm.‘l.uion, havinq conaidered a.‘l.l o! the _.

”: !indings ot tact.

HGE currently operates under taritf provi.ri.ons approved by :he :

'Comm.usion th.ch al.lou MGE o alter the rates £or the cost. ot gas outs:.de l:he
:-context of a qeneral rate case. The Purchased Gas Adjusr.ment r.ar:.tf pIOVI.sions
_ establish K process whereby MGE may periodically tile estimated changes in t.he'
. cost ot gas it obtains trem suppliers of natural gas.- MGE then makes an Actualu-
,-.Cost. Ad;us\:tnent (Acm filing afr.er ea.ch tﬂelve—monf.h ACA per:.od The ACA f.iling ;
: ;-_u mde to ensure that gn cos:a pnsred on to customers retlect the HGE's actualj'_‘l”
cost ot gas.- “In add:.t..ton, the ACA ti.llnq and relaud contested case provide the--
:'-"“3‘-'-:{.'_-___'_-ft:otm.tssion .5 opportunity to revlew the prudence ot decis:.ons underlytng gu '.

B ,_.cost.s passed on to ratepayers by HG!-: throuqh the PGA vaislons_ |

' 'rhe parues divided the issue as’ 1dentitied by t,he Comissl.on im:o"f

' aevenl subusues. The Com.ss:.on 0111 nddress t.he 1ssues us rramed by the '
-.~part.1.es to ehe case.r The ﬁ.rst two sub:l.ssues are so closely relnted thac che'i

_Comm;ssion u;ll consolidate them for purposes ot th;s Report And.Order.
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' requi:emenr.s of t.he sr.aft of the COmission isr,aftl

AMGE states thlc qas p:ices.

Afedetal dezegulnt;on. have demdns:tabeG sign;ticant volatlli:y

1. Should the PGA/ACA process be eliminated?

m:.clnmsml?

' MGE'; pos:.t.i.on .1,3 thaf. t.he pGNAcA p:ocess shauld not. be elimnated.

-MGE states t.nnt: the PGNACA nas se:ved to keep costs to ratapayers lou by.

allouing qau companzes to deal with prxce tluctuations outside Of bhe;r control. .

an oppott‘.un:.ty t.o modi:y the PGAIACA process t.o pzwide a process wh.tch is
P des:.gned to- a].lml a 1oca1 dist.ribut..to .{company an 1ncent.ive to minlm:.ze ovezall

f-‘;gas coats uithout jeopardizxng rel:ability- _ MGE states thnc the PGA/ACA

mechnnism ahould no: 'be enminat.ed :Lt the‘replacement uould Be.to ttu:usr.

considerntion o! gas costs into'a5trlditibna1 rata dase._ MGE further atates thAt

an- 1ncent1ve aspect can be addé

MGE st.a:es thac tracu.tional xate ease trear_ment should not be used

trndi:j.onal rata case r.o deal w!.th qa.s costs uould not be &n the ratepaye:s' besr. :
f

: .1m:erest HGE stntes thac eutunauon ot the PGA/ACA process and xeplacement o!

that procesa with a t:aditlonal :ate case Hill shltt siqniticant mazket zlsk to

" the utllity compnny. thus requi:inq substancinlly higher rahas of :eturn nnd a

'correspond:.ngly m.qher cost o: service. :.ncl.ud.‘l.ng mc:‘éi?ec workinq cap:.tal

VMGE states that changes 1n tedernl ugulation ot t.he natural. qa.s Lndust:y presen: o

. o the existing PGA/ACA p:oeess to reduce R

‘potential lxtigation ova: prudencg issues and reduce the admin.tstrar_we.

: ;in lieu of the PGA nnd inceni ve PGA machanisms-. MGE states that use of a-

:equuements and increued qas cnsta. MGI-: stntea thlt ntes of -return have been

aer. tor t.he past 30 yea:s fo: gas companiea on r.ha nssumptlon that. the mazket ;

. p:ice of gns is: Elowed th:ough to‘consume:s uith ne proflt ‘o the qas company.

_whach are now aet by the ma:uec ls a result of

HGE scates :haz

--.:

I gas cosr.s al:e a siqnincam: paru or t.he ove:ull cost. ot p:ov;dinc qaa servxce.

Schedule DML 6
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o

r“othe: s:ntes treat gag coats as a. component of the cost ot servlce in ‘a

“:;uould make Hxasouzl unique. uhich wbuld further complicagg

: P!osesa-':

',costs in a traditzonal :ace case thac a:e :epzesencatLVe of the future without
. :::laking ngnxtie:nt qains o: losscs by the u:tliby MGE states that the
‘ffmaqniuuda ot somc potential losses could se:;ously jeopardi:e the thanciul
:A:vxabilzty of the company MGE scates that to requ:re the qas company to take on
- 'VvitheSe siqniticant neu rzsks will require a co:responding 1nc:ease 1n the allowed

:'recurn on equicy to campensate At to: these riska. MGE fu:ther states that no,

’1' _,.[':

L 'tradxtional :ate case so use or the traditional :ate caae fo: handling gas costs

U

) Stat: statea tha: the cuz:ent PGA/AGA p:ocess is admin;st:atively o

-'cumbersome and does not provlde positivo 1ncent1ves to: succelsful management.

Staff states that other alternatives such as handling gas costs Ln a genezal rate

case may not be !easible given the volatil1ty ot the spot market and the nature

::ot the FBRC process. Statf s:atec that it is concerned uith the" likely pocent1a1

to: hiqner capital costs associnted uith changes to the cu!zent qas cost recoverg'

=m=chanism that will cnuse increased volatxlity in earnxngs. ::'

The Statz atates that it does not belleve a :ate case approach should

*'be used in 1zeu of che cu::ent PGA/AcA p:ecass. taf: states that even though.
‘ffu :ate case npp:oach eould p:ovidc positive 1ncent1ves tor e::iciency in the'-°
';1'p:ocuremgnt of qns, it doe: not adgquately add:ess the 1ssue of spot market.

‘ volatilicy and the current nature of tho PERC process.-.ﬂr

The Office of the Public Counsel lOPC) statcs ‘bes beliet that the

) fPGAIAcA process should be eliminated._ OPC ptovides tive :easons tox its
=ffpos1t;on.~ Fitlt, opc states tblt the hia:p:ical bnsis on which che vun/ncn hls

”f;:bean based has changed uith the enactmsnt ot O:der 535 by che Eedezal Ene:gy

ngulacozy Commxas;on (FBRC).- second, OPc states that the Ank and :elated,

. prudence revaeu £a11 to adequately monicor and entorce p:udent gas p:ocu:ement .

Lm-
. »
REARY
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: ges costs . j.

S process shouid he eliminat.ed. DOE support.s t.he poeir.ion ot 3:#::‘ ‘and - r.he testzmon""":"

"'procesaes. : "rniﬁi r.:editi'onai _regulation or- an alr.ernar.ive requlatory format
- (t.ot.el cose of sewice} uould p:ovide bet.eer :.ncem:ives r.o minim:.ze coet.s eubject
: ':-}t.o :isk end reliebi:.it.y and :merove p:ofitebility. - i‘ou:th, the current PGA )
tocuees on only one coet component ot MGE's cost. ot sez:vice, gee eupply cosu..‘
"'.-"?"opc bel.ieves r.he focus on one cost in detemininq a x:er.e is not. p:udent

.:'-requ].ato:y policy and constitutee illegel single—issue :etemaking E‘itt;h, he ; :
cu:zent ACA proces.s tocuees on only one cosr. component o! HG‘:‘.'s cosc or serv:.ce, _ :.

'qee eupply coeta. OPc believes t.he tocus on one cost in determining e :ete ie--'_“-,. L
noc prudent reguletory policy and in the case of the ACA const.:.t.ut.es not only' '
'“.'singie-iasne :er.emakinq but also rer.:oactive :er.emaking. | |

- oPc at.etes that.it beiieves the r.reditionei ret.e casze t:eet.ment..:,s_ 3 ;
B :l:he eppropziete met.hod t.o deel wit.h HGE s gns cost.s. opc seat.ee r.hat tradit:.onal R
rar.e cese txeatment would gi\re nc;r. better :mcentives t.o minimize costs subjecr__

:-:to riek end reliability end r.o improve profits. OPc st.ates thar., moreove:, it,- o

helieves 11: u betr.e:: zegulatory poiicy to :evieu eli costs ot sezvice item.s ar.;”

) one time in t:he context of a rate proued.ing where the company s euthozized rer.e-'

base is audited and rev:.ewed es opposed t.o isolating one oost ot eervice item,

'rhe Unit.ed scates Department ot Energy (nor.) scetes the PGA/A::A'

'--and reesoning ot OPC ui:nese Mr. ‘I‘n.ppensee. DOE egrees with OPc that because'. '-

PR SO SR =

) of-the tecent chenges in the gas mduet.ry. the current PGAIA(:A pro<:ess doa.s not. "
meer. t:he requiremonte tor pem.:.ss:.bie sinq].e issuo :et.emking under suu ex ral. :
fA_-v:i.u.ey coum-za couneu. of lﬂ.llouz.t, Ine. v. Public Service _co_.u-ian,y

"sas ‘S.W, 2d u m::. banc 19‘191

Hi.duesc Gas Usezs Associar.ion msum scates that it belie\res r.hat ar.

ehe presen: r.ime the etatur.ory rete case tzeeemenc is t;he onJ.y Iaurul anﬂ'
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| for a’ rate: inerease.

in: the LDC's purchased gas costs,_the PGAIACA process ens

' ot the’ PGA or 1ncentive TGA mecheniema

Zé"be elimineeed tor the LDC induStry, except .on.. a cee

'-poeztion that che plen or form . ot g-s co:t recovery :or qee utilities 5hou1& be

-eft-ctive 'menns of, ‘exploring all relevant- tactorn_uh.i_,oh“_n:\'eg_.lt:';e:-.;nyoiveol.'in @ need

: Lacledo Gas Company (Laclede) states that the PGNACA pro:au shouid '

not be elinu.nated because it cohtinues to pertom functions that are vital to

: protecting the interests of both 1ocai distribution company (wcl ratepayers and
B _".."LDc ehareholders. Laclede continues by steting more sper:ificeny that by

"perml.r.t:.ng rates to. be. adjusted ‘on 8. tmely basis to retlect subetantial changes .

'het natural ges?

cueromers will not be erbitrerily deprived o: the benefits o, siqnificant qas

‘.cost deereases and that" the" finenciel integrity o£ LDCs. end their ebility to e
:-render reliable service, wiu not be continuaily threatened by gas cost increeses

:fthat the LDCs ere powerless to influence.-sf'-;

. Leolede etates thnt the traditionel rate case approach is such a -

l‘groasiy inedequete and imptacticnl aiternntive £or recovering purchased gas costs

thet the Connussion -] use ot auch a mechenism uould constitute en abdication of .

"the Commiesion 'S statutory duty co set just and reasonable ratee.’ Accordingly,_g

'Leclede etetes that the treditionai rate case epproech should not be ueed 1n lieu_',

The small LDc Group (Tarten Energy Company. b c., d/ﬁ/a sonthern

. Misoouri Gas, Company, L c., rideiity Natural Ges. Inc..Aand Greeley Gas Company.:ﬂ

a division ot Atmns Energy Corporation) states that 1_ does'not believe that a
treditionel reto ‘case approech s prererablo te che existing PGA or ‘an incentive
- PGA mechnnism. Tho Smnll LOC Group belioVea that thc rGA/AaA prooers -hould net

e-by-caoe beaie. The Smoil-;

LDE. Grcmp ‘taxes ho po-ition on whether: 'MGE s pon/ncn' hould be eliminated

Union ziectric Compeny (UE) does not p:eSent & position on uhetherf

the PGA/ACH Process as it Applles to MGE should be eiiminated.'“zt is UE'

.;.g
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doterminod Ln the concext ot each gas utility's particula: c;rcumscances.j—UE

of.fu:s no coment.a on che spec;ﬂc plan propoaed by MGE

‘rhe comission t:.nda r.hu thc PGNACA proe-nn Should noe ‘pe

. .eliminat.ed 'l'he comlasion tinds that t.he PGNACA mechanism 1s ‘an. e.‘.tectwe wny :
to handle the nsk assoc:l.atecl m.th sho:t tem fl\lctuations :Ln t-.he. price of
' nar.u:a]. qas. In addic!.on. t.he conm.ss.ton 15 o! che opxnion :har. t:he PGA/ACA does o

.not consr.itur.e unlawful s:.ngle-i.uue rar.emakmq 'rhe camuuon's op:.nion uit.h

reqa:d to. t.he leqalit.y ot the PWACA meehanlsm uill be addresud in t.he

conclusions ot Law sect.ton of this Report ‘And" o:de:. S

The colm.tssion ti.nds that r.he spot mrke: p::ic:e of natural qas._ ‘
3 tluctuatel siqnitic;ntly.-r ; The cOmiasl.on further f.inds thnt npp:oxmar.ezy“
60 pa:cen: of t.he oxpansea of a typical m.uou:i LDC n:é .expenses that the LDC :
1ncur:s r.o purchase gas for :esale r.o 1r.s custome:s. 'rhe Comission tinds that._

- eliminat.:,on of the PGA/AC)\ p:o::ess uould have 2 detnmental unpact on t.he;-

tinancial viabilxty of r.he I.Dc which would ulr.imacely ham ratepaye:s.

The coml.ssion is of the op;\.n;i.on r.ha.t LDc.s would J.ikely :espond t,o

T eliminabion of the PGAIA:A by 1ncrensing the xequested author;zed retu:n on .

equ:.ty or engaqe in a subsr.antul 1eve1 of u:a.ding :Ln natu:al gas,, denvat:.vea t.o',

: _hedge aqn&ns: price chanqe zzsks. The CQmmlssion‘ EGﬁES th¢= thene "ﬁf.

. undes:.zab].e outcomes aince e.'u:he: ot these would cause thedave:aqa pxice of'

natural qas cha:ged :o :ntepayors to 1n=:caso.' Thua. the Commltsion tinds that:

: the PGA/ACA process should not be elim.i.nat.ed because 11: .1s the only pr:ocess

»pxesented to dar.e that :esul.:s .tn LDCs munt,aininq a level ot buainess :.tsk that‘

ensuzes t.he !immc:.al vinbuxty of I..Dc; while p:eserv.tng just and :easonable._._:-.'

‘::ates tor custome:: 'rhe COmisuion. houeve:, would note 1r.s concern tegard;ng-".
o ‘the lenqth of nme that. 11: takes r.o procesa ACA cases. ror 1ns:ance, GR 92 ao

'n;;zxs an. open ACA cnsa cove:ang the 1991-1992 ACA p-ziod In addit;on, ACA ¢ﬂBes

Schedule DML 6
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/"“"1\‘ .

'-be used in lzeu ot the PGA or 1ncent1ve PGA mechanisms because the PGA pzoceaq

e jusc and reasonab:l.e xates fot customers. R

;'aanle-;aaue :abemakinq.

: uustome:s uho are not pu:chaaing natural gas trom the uttltCy-

' :':ﬁcove:;ng nch subaequant ACA pe:l.od Eor westem Resource!; Im:-v or MGE are. still

o noc :caolv-d.

The cmissmn f.i.nds that t:adiuonal. u\:e case t.rear.menr. Should not

i

. As the only p:ocess presented to date that results Ln LDCS malntaining a level

"of buazness :isk that ensures the financ;al v;ability ot Lﬁﬁs*while preserv;ng

'mmnum?

MGE': paaition is that :hc cu:rent PGAIACA pzocess should not be

"}:moditied excluaive ot an anentive PGA.machanism. MGE states that the modifica- -
. '-._txon.-. to the PGA suggested by the sr.a:: which wou.l.d r.educe r.he trequency ot PGA |
',‘tilxngs should not be 1mplemented outside the context of a general :ate p:oceed-
B ing. MGE staus that the cu::ent thruholds toz filmg PGA: assume a certain
.'.A-level oz cash wo:king cap:.tal :equ:.:ements. s.tnce HGE absorbs r.he ettects of such
'g‘changea up to.- the th:eshcld level changes to- v.he threshold PGJ-\ filing level
: should noc he made outside the context of a general rate case where those cash

'wo:kinq cap:.r.al conuderut.ions can be addresaed

'x’he sr.att states thac the t:iqger mechunism cu:um:ly embodied in the

.- __, -

PGA for HGE shou].d be increased to reduce the numbe: of PGA Eil.ings.

orc taxes no position on this 1ssue because oPC - 1: :equesting thac

o che PGA/ACA procul be eliminated.

Dos assetts t:hat the current. l’GA/ACA should be mod.i.tied to exclude

ﬁ.,itake—or—pay and transxtion cost components because they cons:i:ute mee:mxssxble

MGUA challenges t.ne use ot r.he PGA to charge co.sr.s to tnnsportaudn

Schedule DML 6 -
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l ' ‘f o 1j- j: Llclede sta:es thnt lc by oppo:ed to Staff’'s proposnl o :a;se the

threshold 1evel ot ga.s cost. changes necessary ‘re tngqer a EGA fxl.a.nq.‘ Lac:l.ede ,

i x ,;.;“ that sr.att'a propoaal could result in deterred cost.s ‘or credite mu.ch a:e o

too larqe to expect LDCs or ratepayeu to r.emponruy ebsotb o
o | ‘rhe CQmissi.on is ot r.he opi.mon t.hat‘. t.h:.s 15 not r.he appropnate

docket t.o 1mp.l.emenr. ‘an j.ncrease m l:he th;eshold amounr. requi:ed r.o t:i.qger: t.he

' :l.ssue o£ uhether a tundmental modltication o the prccess Ls needed“

Cmm\.i.ssi.on uould nol:e that 1: 1s making no decision as to t:he meri.r.s of the PGA
ch:eshold issue. ‘I'he COumission is of the opinion t.hat 1£ the pa:ties have a
di.spute about the nppropnate 1evel of. the PGA filing th:eshold, the issue should

N

. be presented to the Cmm-ru.ss:.on for decision in 2 separate proceeding

. Statt states lthat :equlrlng LDCs \to sdﬁN&t minimum txlinq

requiremen:s fo: :eview prior to the Acn period would be en i.!nprovament. r.o t:he -
cuxrent PGAIACA process.:r Statf stat.es that this ril:l.nq should mclude r.he
: prov;sion of some information Prior to the costs being: incurred in: orde: to avoid
- -an nttempt at “lttez-the—fact" justif;cution.regardzng procurement dec;s;ons by

__either HGE or :he starf.-

‘MGB's position is t.hat f.he scatt has access now r.o a11 ot t.he

_relevant data xt needs to petfozm its eud;t tunctions and :hn: eddxtional m;nimnm .

.

f-llmg rEquuements are ne:u:he: necessary nor. dasa.x:able. o

' 'rhe cam:.u:.on u of the epi.nion that MGE shoul.d be requ:.red to t:..le

’ J.nf.o:mnuon zelacing to MGI-: s gas supply rel:.abnir.y to: t’.he next AcA peuod.
s : : - ; s ° . .
: 11 _
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="conc1usion of each AcA period.r rhese :Lquirements uill be tully explained in the

' earnings with customers. L i

one ducussecl .tn SR 95-411 :.n thnt r.he meeha.nism .'m ER-

" an obl.xqauon. to establ:.sh"the reasonable chazactenstics of. a t!.nam::.al

.In addnion, u MGE implemenu the t:.nane.nl :.ncenr.we mehamsm as detuled in

. . this. nepo:t And Order, MGE m.u be requ.ued r.o t:l..l.e monit.orinq :eport.s atce: t.he

discussion o£ the mplemntauon of a h.mncial inccntwc mchan:i.m (aubi.uue ';

o

.hereinatte:). S 7. ;;@[_ -'5j f_”iis jfg;

 MGE has stnted that :he COmmission can only o::d_g:-'HGE' to :melement

the p:oposal thar. 1t. has otfered._' MGB states f.hat t.he Comxission has previously

:eached thj.s conclusi.on in’ BR-95—411. In that cuse, the cmiss:on stated thac

Lit .can "not unde: current statutes orde: [a ut:.llty] I:o adopt a plan to share

'rhe Comn.ission is ot the opinion that the true issue on r.h:.s point '

- _ 'uould be uhether r.he cOmnisaxon. :I.n conjuncu.on uit.h Hissouri courts.-_can zorce- .

E a qas 1ocal dj.st:ibution comparay to implement a ﬂnancial incent:.ve mechanism B

that the utility does nor. want to 1mp1ement.. rhe conmj.ss:l.on is ot r.he opinion

thar. .tt. has r.he 1aufu1 authority o order MGE to enter int.o a tinancul mcennive B

mecham.sm othe: than che one proposed by MGE so J.onq as the decj.s;i.on results in

settinq just nnd reasonable rates based on competent and subscnntial edeence. .

~ The umncial incont.we mechanism uppncnble a.n this cue 1s d:.t:e:enr. :rom t.he-

shaxing plan whue thc mechan.tsm proposed by MGE Ln t.his casa inVolves shanng

" .. of gns costa or uvmgs._. Notuir.hsunda.ng t-.he forego_tng, houeve:. r.he COrnmi.ssl.on‘

_ has no mr.e:est .‘m to:cJ.ng HGE co i.mplemnt. a Iinancul s.ncenuve mecham.sm t.hat.,j_'

- e doas ﬂot uanr. r.o s.nplunent. 'rhe comiss:l.on does have:un :I.m.'.el:est., and mdeedf.'r-. '

s

i.ncent.i.Ve mec:han.tsm. and hna done o Ln this case, ‘ '___.:_ i

2
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' Phaae 1 o! ehi.s proceeding and should not be reconside:ed in Phase II. '

MGE sr.a:es r.hat t.he conoepts of "unbundung and "incenuue PGAs" are’

: mutually exclusive concepts 1f "unbundunq“ 1s used 1n the same sense t:hac 11: hes

been applicd to the intezotate prelines. MGE states that tncerstate pipelines

heve di.veat.ed r.hemselves o! t.he me:chant funccion and thus sel.l no qas. MGE

ster.es t.hot. l:he 1ncentive PGA’ approach contemplates t.hat MGE w.i.ll cont:mue to
--_lcqu:l.re and aell. gas to .i.t.s customex:s.._ HGE conr.j.nues by steting r.het: a.t.

'A"unbundung io squested as- zequ!.:ing changes to the trensportat.:.on s:ruct.ure i
7:‘.-of HGE u a pzs.or condition, t.he nnsuer 1s still "no" because chanqeo t.o t.he |

- rrlcransportat:l.on atruct;ure ot nGE uere deult ﬁ.tth :.n isaues 1 through 6 1.n tms

' -'_.,ﬁ."-p:oceed.tng and Aloo 1n G'r-95-32. :

'rhe steff su:es that the 1asue or unbundnnq wos dealc wir.h in

i

Laclede er.ates that. t:here is ‘no- 1og£ca1 nexus between uhether'

‘ E serv.u:es are unbundled and whet.her an incent:we PGA mechanism should be

f.

"__-,:melement.ed.. Lac:l.ede states thnt one should not be: made contingent on ‘the’ other._.

MGUA stntes that HG}: ahould be made ‘to- unbundlo all its servico_';-

otten.nqs., nm star.es ther. cust.omers ahould only be :equj_;ggféfrg Purchese those"'F"'

sezvices I:hat they desire and a:e w:.].li‘nq to pay tor., 'ro “the' exv;enl: poSsible..

'compouuon ehould bo pem:.tt.ed in f.he provuion of these so:v.tces.

-

MOUNTAIN IRON ¢ supply company tMOUNTAIN IRON) stotes that HGE'S':-‘

' "'p:oposel i.s pcematu:e nnd entxcompetnj.ve.. MOUN‘I‘AIN IRON statee that reelr_

"-'eompetxtxve expe::ence should be accumulated by MGE bo!ore it aesumes l:he__'
.:‘._-,:‘-.tinancnl :J.sk o.f. open-markot buying. MOUNTA:N IRON tuzchet otol:es r.hat MGE has:‘
g : '_‘-‘l’clearly ev:.denced :.t'.’s opposit:.on to ta:.r and open competibion :.n aales to srﬁall
'f--_:.'buluness.'-‘ HDUNTAIN IRON tu:t'.her assert.s r.hal: MGB's gls cost .i.ncenr.:.ve proposal‘.;;}.l
) ._'":15 dnven by :.t.s dominant mtket .share ot gas buy&ng tor its ce:t:.f.:.ce:ed area. '.

MOUNTAIN IRON s:ar.es that HGE'S ot!er r.o share prof:.ts w:.l:h racepnyexs .15 merely

N ,' .' 1’ 3 o
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e preeent syetem. o

— L ] T - L | T | [

Lte oos: ot ecoelo to monopoly :enu under eondl.u.om of monopol.uts.o competition

Cor” i.mpertece ::ompetiuon in gas purchasmg. MoUN'rA!N mou states that - these

- zenr.s \-u.n ncctue t.o MGE s retepeyezs and stockholdezs er. ‘the expense of :.ts

: capr.;we cusr.ome:s. o

'I'he COmnission f:mds tha\: “there Ls no ].ogica:l. connecta.on between

B : 'requizing HGE t.o unbundle aer\rices end the implementat.ion Gf a qas cost .

1ncencive mecheni.sm. ‘l‘he Comission 15 ot the ops.nion tuﬁ "'unbund:l.:.ng of LDCf '

. servicos end qas coet incentive mechanisms are- mdependent cohcepts. Thus, the

comrniesion tinds that MGE should not be requixed to unbundle service a5 a pn.or _

S condit.ton to mp].emonut.ion o: e gas ;oe: xncenr.ivo PGA meohana.sm._-

ncr. etates tha: 1ts p:opoeel 15 a reasonable app:oech r.o pzov:.de an”

mcen:j.ve to’ HGE to’ eake on: additiona]. ri.sks r.o provide benefns o ratepayers.

HGE atates that il:s p:oposal 15 besed on =uperior aspects of programs developed

A 1n othcr st.er.ee end t.ailored to some of the unique tectors which epply to HGE.

HG! sutes that. n-.s p:oposal is the only one presented a0 t:his docket with.

' _ eutﬁ.cient detail r.o allou :melmnr.ation hy the t:omi.es:.on. HGE star.es ‘that the -

St.nft s. p:oposal J.s not. campler.e and contains unnecesserily complex and

sub:ective upects Hh.l.ch wu.‘l. not reduce t-.he zeguler.ory compl:.ence nepecta of t.he_ 7

MGE'; propoael uaee a publ:.shed monthly spot ma.:ket. price £or nar.ural e

qas u:he 1ndex). plus e premium. 1n orde:: to develop e benchmark MGE proposes

) "‘“ ““ P“b‘-i'hed Prices of apOt mzket nacurel gu t:om Znside TR c. ‘s Gal,".

: mtkct' quozt. HGE would uae a weiqhtecl wereqe o! the reporr.ed spot merket "

_ pnces tox: tuo pipaunes that serve the MGE system. tu:L.l..nms Natu:el Gas comperiy :

(WNGI and Panhandle Baste:n P:.pe L.tne Conpany (PEPL} The Hetqht.ing proposed by ) p

"GF- is "0 Pﬂl-’cent HNG and 30 pe:cenr. PEPL. MGE witness Lanqston testa.hed chat

DV
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reﬂ.ected 1n the spot ‘Andex.

T e

.”over the long cerm”,. HGa ant;cipetee that epp:oximn:ely 30 percent ot the annual

volumes consumed withxn the Hlusouri dxsuzibuexon system will fleu uhroagh PEPL
| ' HGE proposes :hee a premium must be added to the wexghted average ot
lpot market ptices because the spot market prices :epresent,Lnterruptible,.base N

1oad supplies contracted ofi a short term basis. HGE states: that lt ee:ves laads .

‘:hen a:e va:xebla Ln use and requires mo:e reliabllity than nvailable uith :pot r’,ff=3
merket qas uhich gns 1s p:ovided on.an interzuptible basis.. MGE scacea tha; 1n- S

= order co meet the requzrements o: customers uho expect and demand se:vlce to keep - :

them uarm on che coldest day 1n winter, MGE must contract tor qas supply iy a_ S

“_ manne: thac ensu:es"(I) that HGE has lccess to gas supplie: on a con:inuing—

besis: (2) nhat euppliee will be aveileble !or ee:ms 1onge: than 30 deye: end fﬁjw

.(3) tha: volume 'suing capabilitiel are evaxlable to meet the changing ma:ket :
5 ldemand of: HGE's CUStomers. MGE states that 1n order to achieve these contractxng-', ]

' qoals it muet pay more to the p:educer (and also the transporter) thun the price-;

HGE's pzoposal includes caps on potential gains end 1osses to HGE

that pu: ‘a liwut on the additional business :isk caused’ by the gas. cosc 1ncent1ve,

‘mechnn;smhf MGE scated at the hearlng that it Has Hilling to- anorporate che .

':SLetr's recOmmendation for dealing uith capacity release re%f?ij':

The s:att states thnt :he spot market pfiﬁb”"
(10 pe:cent HNG and 30 percent PEPL) is.a. tair rep:esentat:on ot ; Aappropriate

benchmark 84 certain adjustments are. mede Staff statea that the premium co ber‘

-::added to the uexghted evezage of the spot‘market indlcekTihould»be“determined by

{us&nq cthe . ges sendout mcdel and - MGE s most recent contract mix subject to

- J:ptudence :evieu-by :he Commiesion.'~

Ste:t etetea chat a- :olerance :one eround the benchmark 1s needed."

-2_:because Heathex can tmpact the accual p:em;um paid by HGE Statt states that the‘i

':tolerance zohe should be determined usinq the gas. sendout model, HGE's most”

15
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recent contract mix nnd simul.cting & ui.de :ange ot wear.het cond:.uons to
detetmzne the vaziabllaty ot the p:emium aa - tunctaon ot uaathet cond;t;ona.
Staz: agrees uith HGF.": pxoposal tor caps be:mq p.laced on qa.’ms and'-
, Do e
1oaées. ‘staff p:oposes r.hat ‘- pipeune Iiscd coat incam:wn mechnn!.zm be added ‘
te MGE's p:opaaal.‘ HGE has not ngreed to thss camponent ot Stacf s pnopoaal ; 
The DOE “and MGUA sute thac eit.he: anencwe mechaniam ta:.ls because
of therpruhibiblon agams: amgle«-usue racemkmg. -

. oPC. states chat MGE's cmd Scaft's ptoposnls Hil

ane cost -‘:omponent; ot HGE s cosz ot setvice, g.as supply costs.."f'aec states t.hm: |

zhis rocus solely on one componcnt ot r.he cast oi service j.s noh prudent ;

_ regt.uato.-:y policy nox consi:tent Hir.h t.he regulatory frmﬂozk estahn.shed by the'

laiaseu::. Legzslat.uxe._ om: uatea t.hat it the (:omi.ss:.on adopts an incentin‘-

PGA. mchanism. the 28— tiled suaf! pzaposal should be adopted..: _

The comission tinds that HGE snould wplment a qaa cost incentwe'

mecham.sm on & th:ee—yeaz: exper.i.meaul basis.-. 'rh& mmission is of the op!.nﬁ.on-.-.

r.ha: Cezt.ain modiﬂcations ta HG!:‘s p:opozal are necessary to - ensu:e the o
» p:ovision ot nat.u:al gas at juat and reasonable .':atea._ The coms.anon ﬁmds r.hun
._the p:emum above the. we!.qhted average of tms and ‘PE?L In-.td- r.E z.c. :.ndices’-_’-
shau be sel: at :om: pe:cent. uther r.han 5 04 pezcent. , Nu.u:ally, thi.a pzamium
' _lhnve tlm uetqhud we.:lqe ot the plublisned spot. max:ket. tnd&ces x:equir.es removal . ) |
-of r,ha Wyammq T:.ght Sands contncr.- trom the calcul,amons under t:he plun.i ‘rhus,_ ‘-“ e
~ the. Com.tssion fmds !:hat the bencnmrk 15 the weiqhted aver.aqe oz !mc nnd PBPL‘.
Inside rERC. mdicas p.lus feuz pe:cént. - 'me Comssion tinds ‘that. a tolerance =

zane_of tou: percanb {of the bem:hm:k amunts ubove r.he beﬁehmark il

: .-appropzinte. 'rhe benchmatk 13 the snne ns the zloo: ot’ tne coletance zone.- -T'I“l}é.,: -

ce:.lmq ot t.he r.olermcu :one 1s 1 04 mult.ipl:.ed by r.he benehmuzk. ‘rhe r.qle:nnce'_f

zone 15 a band ln uhich ra'r.epayera uul tund 100 percem: ot r.he mcuzzed casc at:‘

qas. ax they do undex l:hn cut:rent; mchani.sm.
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" rzn.1d- r.r.a c indices, the cammission tinds thnt six percent is a :easonnble

_the Inrtdh !zrun.c. 1nd1ces. Thus, the approprinte benchmark 15 four percent

'ICHc percent below the Ccnndssion s estimace ct the mpst likckxe

".'co be xncurred by HGE.,H

The Connussion 15 of nhe oprnxon rher the benchmar? should be sec ar

a levei uhereahhe 11ke11hood cf HGE achrevrnq resulrs xn the upper shar;ng grld
“is equal to rhe lrkelihocd ot HGE lchievinq reaulrs Ln rhe 1owe: nhar&ng qr;d.‘
s 'jMGr'c proponl ot hnv.tnq the benchmrk ur nr. a 1eve1 approximating the rerulr:
'_achieved ror the tuelve months ended Jenuary 31. 1995. 1s built upon an 1mp11c1r
-f;ensumptxon the: the meen ct the probability dietribution for results ehould be
5_;ar the benchmark 1eve1.3 Tc echieve an even—handed end symmetricel fxnencial
:xf ﬂincentive nnchanism,_however. the COmmission believes that the benchmark shculd

T jbe set 1n e manner ac thet the mcet likely 1eve1 of ges costs LS equ:l to rhe

nbenchmarkiplus cne-nelr cf the tolerance zone. Thus. if rhe tolerance zone 15'

'”.ftour percent, thcn the benchmark should be an estlmnte ot the mast likely 1evel
"'rof qas costa 1eas tuc percenr. This epproech mekes it equelly 11kely rher MGE
nshareholders will gain or 1ose under the plan. Atter revieurng the historical

idare presented 1n rhrs record abcuc the di!ference between ecrual ccsts and

-

5escimate ot rhe difterence hetueen ectual ges ‘costs and’ the ueighted average af
.4:

above the weighted everege of. the zhltd- l%t R.CL lndices bccause rhis 1s

:fel;pf qas:cosge;fx-

The Coundssion hue fcund that settinq rhe benchmnrk et four percent

’ 'above the weighred average of the znrrde !23 R.C.‘indtces promoces Just and
;roaeonable rares becanae rhis is deuiqned to nchxeve belence end aymmerry in the
";tznenczal incenrrve mechentann oin addition, the COEMlSBlQn tinds thet a

',;reducr;on ;n rhe benchmark rrom 5 04 percent tc tour percent promores just end:”

: ';reasonable reces because the 1eVe1 or ucruel gas ccsts Hhrch will trrqqer a.

.prudence ‘review uill he correspondxngly reduced by 1 04 percent ‘of che benchmark

.

1°V°1 Thus, ratcpayers are prcreered mcrewtrom‘unusuaL;y,hlgh gas costs than

17
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.

‘mechanlsm conhain two dist;nct ranqes uithin which ratepayers and MGE share on

!renge shall be 94 percent ot the benchmark 1evel. " The CQmmission finds cthat theirr

) "-:'_'they woul.d he us.\.ng Mcl-:'s preposed benchmark at 5 04. percent above the we;.gnr.eel

7.‘;averaqe of'the Ihlida r.I.R: c. indxcee.‘ -_ -' e '_ . : - ';

j The Commisaion shall adept MGB s proposal thnt ‘the 1ncent1ve

2

“'e 50/50 bas;s. The COmmieslon ulll refer to ‘these ranges as an upper sharinq -
‘_‘-'ranqe and a .1.ouer eharing ranqe. 'rhe comission f:.nds “that the: ce:.l:.nq of. ehe

, 1ouer lharinq ranqe shall bé the benchmark level. The tloo; 3& the lower sharan‘. -

_tloor ‘of the upper sher;nq rahqe shall be the ce;linq of. the tolerance zone., . The . -

";rceihng of r.he upper sharing rmge shalJ. be 1 10 multiplied by the benchmark.-

It aetual results duri.nq a tuelve-month ACA per:l.od place MGE's . costs 5

:'below the tloor ot t.he J.ewer ehar.’mg grid, 100 percent of ehe eevi.ngs achieved

' belou that tloor shell be paseed through to ratepayers. It actual resules’ during

a cwelve-mpnth ACA period plece MGE 5 costs above ‘the ceiling of the . upper;

-aharinq g:id, a rebuttable presumpnon of imprudence will be associated w:.th eny'r-lr
:eosts in excese of than ceilinqr The ceiling ot the upper sherzng grxd is'r

-: ._;appro:'nmately 1.4 percent aboVe the weiqhted average spo\ market indlces. If :" )
:natura). ges cost.s dur:mg a twelve-month ACA period exceed ‘that. level the .
COmisnon would automatically have serious concerns nbout the qas purcheeinq". '
"practices that 1ead to those reeu].ts end, us:.ng r.he rat.i.onele or che callaway o
T_ceae la!z Uhiau lloct:ic qup.qy; 27 Ho. P s c.’ (N $:). 183, 192 . (IQBB)I,thich,

,_;’un repeated in GR-QB-‘MO. MGE uould rhen have the burden to dispel the.se serious A

"-eoncerne in t.he ntnd et t.he comniealon. G | |

| If natural gns costs durlnq ‘a :uelve—month. M:A peri.od exceed the'.
::cezleeg-or"bhe upper sharing g:td, an ASA prudence review is necessery.; Howeverfe"“
-'eo long as acum. nnr.ural gee costs ue equal te or: below che cexlmv cr.the--

,_upper shar:ng qrid tor a tuelve-month ACA period, no ACK per;od prudence reviewf

as necessa:yq

,' la ) iy ' . . . . r i
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,r*relmn xevenues._ ;j'

"unauu:y zumg in Go-ss-us o Ls'ce: than June 1, ;93@ o
June 1. 1998. :ot r.he then mmediately subsequent ACA pcriaﬁ.‘ The response(si'

’ sna.u Lndicatu uhathe: the :nmg party is iw aqreemnt w;.f.h HGE. 11: there are

The t:omsan Will not xequi:e HGI: to ancorponr.e s:arr'

xecmnﬁaum f.m: inclusion oz a pipel.ma :umd cost mcenuve m&chsm."am becmse

_;‘r.hi;s c:omisucn dows not see sufﬁiment justitic&bion tcr t.his companmt m t.he
‘_‘:ecorc!. Hmver, the masmn u of the- apinien thar. MGE: 3 qas wat incent;ve

‘mecnanism {hauld include Staff s recmmmndauon ter r.he :mam&nt of capac;ty

' ‘rhe Cnmisaion u concerned that. the uae nt the qns cosr. mcenr.ive

,' -'mechaaism has r.he pocenni&l ot causinq msz to mdity its purchasmg s:rameqy too

" :ﬂmuch Ln tavor of shart tem supply and, thus, pot.ent:.iully jeopa:dizmg gas aupply
"‘:»:euabuit.y. ’l‘hus. t:he c:omiasion shall c:der mx r.o file gas supply :eliabilxty ‘
'. - aata na ut.ex: than Hay 1, 199& 'l‘he tilinq mu :elam ta HGE‘; qas pgocuremem .
'_-utrateqy !o: its mmt ACK pe:.i.od {Juiy 1, 1996, thxcmgh a\mn 30, 199‘?; ‘ .'rhi. -

' '_ 'purpau oz the ii!ing :Ls to- ensura tlut !-!G.‘;: procu:es natuznl qu :.n a maxmez

-

i ¢ansutem: with the goal cf maintaim.ng ga.s aupply renxhuiw : The Cumssmn
 shall tunher m.-der MGE to file gas suppzy reliability datn by Muy J., 199?., and g
E -.'uay L, 1998. far the chen .i.meﬁlately :ubsequent n.cn pexi.ods. . 'rhe Staff shall

;- tile. and othm: pa:tiss to. so«sﬁw—zu may tue, a mapunae to MGE*: gas supply

; B&ﬁ-.].g 1937, .andr-‘f.--.—

e

NS

:ar“s o! disagteement, those areas shall bc idqntuied amﬁ perny pcsxtmns
. pmvided for cm;;rmn detemimuon The cqmismon ahall create dacker.
. no; GO~96«243 in :h.ts Repo:t. And o:de: fo: the recex.pt of r.he gas suppiy ,

'f-,,-‘:.:ulubih:y tilinqs lﬂd ur.hu: ii.‘u.ngs p&m:unmg to the finmcial inctntive

' "":“f,-‘}met:hnnxsm CALL pa:t:l.es ta Go-sq-ns shan be mda pumes r.o GO~96~=243 ,-~A:hy—-

Plrty w:.shing o withdz:aﬂ .‘.rom eo»ss«-zaa should t,tle a- nor..tce of wizhdrawal “from f

f1ao—9s~zqa
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The Commxaaaon would poinu out that chxa is an expe:;mgnctl pragram
and, as such, new nnd useful 1n!emttan should come ahaut 1n the ceurse of'
utill:inq the gas cast 1ncencive machaniaw To . tncilitate app:opriate analysis,

af the zesuits ot Cthis. cxpezimental pzog:am, tht Comm¢331on shall :aquira thfi-~

a mcnzto:inq :epuzt be tixed ua lataz than Auqust 1, 1997, which xepo:t w:llf'Jlixu“'

con:ain actual qas casts of HGE during the July 1, 1996, thrpggh June 30, 1:97

other anerasced pe:aons to verify that tbe ﬁlnanc;al ;ncentxve mechanism has-m'

- been zououed 'rhe monit.ozing report m.u he ﬂ.led .Ln ao-ss—zqa. -me CQmsaion

K wlll rurther ordcr HGE ho tlleimmnitazzng :eparts na 1abex than hnquat 1. 1993» .

:,and hugust 1. 1999. tox the then immsdiataly precedanq twelve—mpnth AcA petiod

The puzpose ot thz mnnitbzing tapart Ls te ensu:e that naz 15 tolluwinq the qasrfl

cost’ incent1VQ mechanxsm p:escrihad by thia oxde:.. The statt sball tile‘ and

later: than September 1, 1997, September 1, 1998, and September 1, 1999, The

reaponse(s) uhall indicate uhecher the tllinq party ls in icreemant uLth MGE.

It the:e are ureas ot d;anreemcnt, those qreas shdll be identi!ied and party

pos&tions provxded !oz Commiasicn determinatiou._,_:"""

: The Sta!f OPC,’and HGE ahall file zecommendationa,‘jaincly or;":

: seve:ully, :egazding ﬂhethe: tha gas cos: incentive mechanism should be ratalned.

:mmdztied er- eliminated. Theae :ecommgndntxons shall be txlad no late: thani'~ﬁ

:January 4. 1999, 1n Case No. Go-?&-:ds.j'f

The Cammission makea nn :1nding ag tc che necessary cumponents o! the7‘

"qaa supply :elzabilicy tilinqs and montco:ing rﬁpottﬁs :n orue: :o tucxlicate

»the ah;laty of the parties to teach u consenuus reqa:dan Eha necessazy contentizs

af th- gas supply rnltlb;lity daca ttlxngs and tha mmnita:;nq reports, chef

;Commzssxon ‘shall schedule a technical unrkahup‘ The technlcal unrkshopxshdkl:

commenca ac lo 00 a.m. on rnbzua:y 26 and continue th:ouqh Febzua:y 27 1095'
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-~ "‘-\'

‘,.-posiuons may he nled no lat.er than mrch 19._1996..

- cn:t 1ncent1ve mechanism as. described in t.hi.s order th;];;

'f‘preter being apprised of these matters early 1n this processr Thus, iz the

,The tochnical workshOp shali be held in Room SZOA of :he le:y s Truman Scate’

R fouxce Buudmg

‘Jaﬂ The commission shall order the parties to txle a. Jomnc :ecommendacion

-'-,ot che components of the gas supply reu.a.buit.y dau nnd mon:.r.ors.ng !ePOl'“ ho -
'_'-Jlar.er t.han Ha:ch 5, 1996. 'rhe c°mnission requests :hac r.he parnes endeavor Lo
‘iiiixdentaty the componenta lﬁ a concxse fashlon uhile providing ¢ﬂ°“9h explanation
‘that one can tairly discern what 1n£ormation 15 :equested . The Commission
5:£urther requests that che parties use :heir best etforts to try to ag:ee on the
}fT?compqnents of the filth-i ;f there are nunters upon uhich the parties are unable
'éfgto agree, then :he parties may tile a. pleadinq shouing the areas Of dianreement

.;‘-.‘, nnd patty posl.uons no’ later than mrch 5, 1996. - In addi.tion, responses to plrty

-

The comniasion uill 1ssue an brder in c;s No. GO 96-243 which uxll

” :specitica11y 1dant1fy the cumponents of rhe qas supply reliubillty riling and

”monitorzng reports on or about npril 1, 1996.1;

?ﬂ There may be 1saues relating to the mechunical details of the qas

$i_e partles havé

identitied but have not resolved.‘ Ir such issues exx:t, the Commission uoulde

" parties have 1dentltied matters upon which they do not aqree in relation Lo, the3
mecham.cal operation or the gas cost 1ncent1.ve mechanism.- a st.ar.ement ot these
B 1ssues and party positions on “them should be £iled 1n GO-96-243 no later ‘than
fﬂa:cn.s,.lsss -In- addi:ion, responses €0 party pouitionr muy be £1led no- latari

‘ g-than Harch 19. 1996. o ~: .’ ”1*-.'u} i - : ;;ﬁ;?»f,ﬁ:u- ;,; .f, ,,'

‘_': A t.i.mel.lne .i.s ar.r.ached l:o chis Reporr. And order to shou zequ.i.red. e

:-actzons and t111ngs. ISee Attachment A )

n R _
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| 11nvest.or-—ouned pubhc utuity engeged j.n r.he p:ovxslon ot ngx. ml qas se:v;qe J,n

7_""l:he state ot H.tsaouzi nnd, t.heretore, sub;ect t.o the genera.l Jurisdlctlon of the--.-"i

' '.;Miesoun sn:ur.es p:ovide l'.hal: the Com:.ssaon hea a clur.y t.o ensu:e that chaﬁﬁs

L. L . o . . | -

) 't;he Hiséoh’:.{ Publ.!.c Sei‘:vice' commission has arrived at the followihg .
conclus.ton: of law., -

s

m.ssouri Gas !:ne:qy, e division of SOuthern Union Compeny, ‘18 'en e

Hlssoun. Publz.c Service Comission under Chapte:s 386 and 393, R s Ho.

'rhe DOE. MGUA, end OPC nll maintain that the . PGA/ACA mechanism As

. 'unlawrul a:.ngle-issue :etemekmg becau.-.e if. conflicts w.i.th the Hissouri Sup:eme
Court's- decision in Stace 'x m muqr ml Conne.'u. oa'.' Jﬂ.tlouzi, rnc.- v_'_
' _rub.u.c s.m« m.tm. 585 s w Zd 41 (Mo. benc 1979) ‘rhis case st:uck down

.a’ tuel adjustment clause sduch had been used by electnc utilz.r.xes.

'rhe comisss.on detem.i.nes thet ther.e are policy reasons ot paramounr.

i-‘in\portance to: ret.eininq the pwam mechan.i.sm for the recovery of gas :osts paid

by Hiesouzt local d.istribution companies. 7 The comission ﬁ.nds t.hat. natural gas

' COECS rluct.uat.e uidely on’ a month-to—mont.n ancl yee:-to—year basis.  The Comm!.s-' IR

sion turther !mds :hat approxs.mte:l.y 60 perce‘nt of r.he r.or.al costs of Hissouri

; '_ Gae !nerqy's eous ue the cost.s ot qu puzchued by it. The comiuion t:Lnda

thet t.he eliml.mc.l.on et t.he PGAIACA mechenism could :eault. i.n lerge uindtell

' proﬂ.ts t.o mseouzi Gas l.':ne:qy at. t.he expense ot rar.epayer.s or 1osses ao 1a:qe

as t,o threaten the tinenciel \rubil:.r.y of: mssouri Ges snexgy

The c:mluission mkes the tollom.ng obaer:var..lon in connection w.tth r.he
va.ewu exp:eased by t'.he pn:ties nbout the J.egn].i.t.y of the PGA/N:A mechen:l.s;n.!

B

made tur natuzal gas eze just end :eesonuble.: Sect:.on 393 130.1, . R s Mo.; 'l‘he

: Comussxon !.i.nds thét” :at‘.es resu.l.l:inq from use: of r.he PGA.IACA— mechan.tsm a:e'j:u.st.- R
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and ‘:easonable._ The Commissioh finds thnt use’ ot a. gas cosﬁ 1ncen.r.1ve mechanism

Iﬂ)as descnbed .tn this ‘Report And: o:de: takes advantaqe of. t.he 1ntzoduction of

) ..'competitive to:ces into Lhe’ wholesale nntural gas ma:ket, and decreases the
"i__.tequlltory bu:den on the state md HGE whnc aeh.teving cn app:op:nte balance '

'betwean the 1m:erests of MGE and MGI-:’s rltepnyers.,_ 'rhe m case :.s readily

.disnnguiahable from: t.he situation pzesented here because .‘.o:cxng conside:at.ion

""ot natural gus costs J.nt.o a r.ace ‘case would seriou;].y jeopazdize r.he viabiltty

-ot HGE. which uould eventually he to the detriment ot NGE'! ratepayers as wen

a8 HGE.t'  L

'-;-;'-“-.;‘_"_;‘.' " ‘rhe PG\/ACA mchanism was :Ln:l.tia.lly .i.ntroduced 1u1:o Hissour:l. m 1962

. ,by anlede Gas COmpany.‘ At that u.me, most qas eosts handled throuqh the PGAIACA
'_mechanum won nuhject to FERC appzﬂwl. ' 'rhe tac: t.hat. the rates pa:l.d by
,: Missoun LDCs to: gas were aet by t;he FERC suppo:t.s use ot the PGA/AC‘.A mechamsm. o

-The E‘ERC has ‘moved towa:ds deregulation of t.he uholesale gas ma.rket. p.nmarily A

\r\.-

j _ -thh- E'BRC- 'Ordez 636. Thus, the weuhead price of nar.urul gas :.s no longer =

regulated. However. -other components of r.he cost‘. ot gas a:e st:i.ll regulated by

'In ndd:,tion, c:ansitioa costs and take-or-pay costs whicﬁ 'ﬂ.ow r.h:ouqh r.he PG#V
__'gesuu; from FERC uct:.ons. The Comm.i.ssion conc:.udes that a suhstantial‘portion
. '°t the cost. ot qas conti.nues to be subjecr. To !‘!:Rc requlm;i.o:\ and che PGA/ACA
.::'mechanzsm cont..tnuas to f.tt well with the undezly.lnq nlcute of. the gns costs
L gnéricged’ by LDC;. _ ‘ o | - 7. |
.- 'rhe Comiasion f.tnds .that the natural qaa lndustry'xs i.n r.he midst 7. B
' ' 'ot a trannuon r.owa:ds comp!uuon trom :egulauon. 'rhe comu:.on f.mda t.hat":‘_; .A
. zemoval of r.he PGA/M‘A mechanj.sn\ ar’ r.hi.s t.i.me wwld be 1napptopnat.e. - Moreover,-:-.f
. the c::mmxssion ls skapucnl as’ r.o the teas:.bnit? Of hand.l.i.nq '“3 ‘=°5“ in. ".:
' t:adlcional :ate case foma.r... The ev.i.dcnce is- cleur thar. w:.d.e flucl:uar.l.ons .1.n--:.

Yy gas praces ccour on waskly, and‘svén daily, béses. Yet OPC, MGUA and DOE .

" 93
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e

. euch d:asue J.osus :ha: :he I..Dc wz.n have to pu:sue emrq;,ﬁﬁe""

. whzch wnl be p:ascnbed by subsequent. Commi.ssion crrder. T

an Roam 5‘OA aof: the Harry S Truman Stata O!tice Buildinq.

ucomnd r.hll: :u: cOmLs:i.on be pur_ .\.n 2 posxtion o! e;tim.lt:.hg thnse vo:l.au.le
Ay <’
costs mom:hs o: even years i.nr.o the futu:e In addi.non, s.mce qas costs accoun’t ]

for apptoximar.ely 60 pe:cent ot LDG expenses. 1f :he Comm.ssion 5 est:.mat.es aze N

urong. r.he I.Dc could reap enomous uindfall prof;ics, or f.he LOC, cnuld experience -

rate rel;ef

the same r.i.me the commiselon mtxcxpaces thar. r.he t..Dc,,would have t.o be"

compensal:ed :o: t.he i.ncreased bu:iness :iak t:hat :esults fzcm tzear_ing gas costs

:.n a nte-cue. It appea:s to the Comiuion that r.hi.s scenauo, quit:e limp.‘l.y,

15 far ftom a p:act:l.ca]. aolution and uas clearly not. 1ntended :i.n m

raced wi.th these cizcumst.ances and. the st.ar.utory obll.qat..ton to set

just and :easonablef-nr.es.:

aut:horicy to- aut.ho::l.ze t.he continued uae ot the PGNACA mechmism.,. 'rhe Comu.r.-

- sion tu:ther concludes t.hat. the gu co:t. 1nc¢nuw mchnnum nuthonzed by r.hs.s

'aepoxt And o:der auows MGE: t.o tnke ad\runt.age oi n more conpetitive wholeaale-'

natu:al qas mrket Hh.tle plac.i.ng apprbpnace l:md.ta on ri.sk borne. by HGE.

msmmrouonnmnn. RS A

» PR Thaf. mssouri Gas }:nerqy, a division ot Sour.hern Union Conpany,_ L

shall fue ‘no’ 1ater than May 31, 1996._ \:aritt sheets r.o :.mlemen: a.gas. cost :

":mcenuve mechanism a.dent..tcal -to tha lnechlnism p:oposed earlie: ‘An l:.h.ts B
"proceedinq by m.ssouri Gas Energy but. u:u:h l:he md:.ﬁi.cat:.ons described by the‘:}j

Com.tssion and cont:uned in: thi.s Reporr. And o:de:. wnh auch tar:i.tt sheets to.

become e!tectzve to: se:v:.ce :ende:ed on and aftez July 1, 1996 L e

'rhaf. cue No. 60-96-243 be, and 1.3 hereby. establlshed !or t.he

: "‘““’“ ot 9"3 ‘“PPl’Y feliﬂbilitv data and monir.o:inq repo:ca. the. speczﬂc‘h e

.-

3. 'rha: a cechn.tcal workshop w.tn be held on. tah::uarv 26-21 1995,. '

'_ ‘West” __!u.g‘hr‘ s;:ee‘ 4.'

2q-
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“a_;;édefte:son c;ty. Missouti. uhlch;;uebgeﬁop; shall. eoﬁn@nce;-ec}.losqo a.m. on

';_rebzua:y zs. 1995

”4}‘ That the Parties shlll jointly tile the ‘°c°mmended °°mpone"cs

;ot H;ssourl Gas Bnarqy s qas supply :eliabllity data no 1ate: than Mﬂtch 5, 1996,

“in 60-96-243. o

L 5 That Hissou:i Gas znerqy shall ﬂ.le gas SUPPW '-“1“"“'“’” data

“3___“:.n Go—96 243 no late: r.han Hay 1. 1996, May 1, 1991 and May 1. 1998, for the‘

e _',-'t.hen 1mmed1ar.ely subsequent ACA pe:igd...

:'f{fié;”. That the s:a!f ihall tiie, ned othe: pnrties to 60-95-243 may
_a:response to Hiasou:i Gas Energy s qas supply teliebility tiling int:
'v'i'f_-':;Go-SS-z{S no late: than June 1, 1996. June 1, 1991 and June 1, 1998 to.-: l'.he-',.
R ehen imediacely subsequent Acn peeiod._{_ ‘ L _ ‘ |
| -fﬁj That the pa:ties shall jointly tile the reccmnmnded components

: _of Hissouri Gas Energy s gas cost incentive me::hamsm moni.toring l’:eport. ne. 1ar.er :

'than March 5 1996 xn Go~96—243.

'"éf}e‘ That Hissouri Gas Energy shall file a*agsiAost incent;venvq

Bk

‘mechanism monuoring zepozt 1n Go-96—243 no 1at.e: than Auguﬂ; 1997 Auqust 1, ER

= 1993, and August 1. 1999. fo: the then immediately p:eceding ACA petiod-
o .. - 9 o 'I‘hat che stafz shall. ﬁ.].e a response r.o Missour:i Gas Bnezgy s

Zsmonxnorlng repo:ts in Go-96-243 ‘no -later- than Septembex 1. 1997 September 1,

1}

) .;§1998. and Septembe: 1. . 1999. tor the t.hen meducely p:eceding ACA penod

gas co!t 1ncentwe meeham.am should be :etained.

oo 71_6_.'; 'rhat. Hj.ssou:.t Gas Ene:gy, the scau, and t.he Ottice of the'-'
-Pub.‘l.lc c<:unsel shall ﬂle i.n Case No.. Go-96-243 Ano 1ar.er t.han January ‘q, 1999.‘

' -xecomnendauonlsn jo.tm;ly or seve:auy. reqa:d.tng uhecher Missou::. Gas Bnerqy s

moduied of | elimnated
11 ‘rhat a cupy ot t.h:.s aeporc And o:de:: shall he placed m the' .

:oftacxal case papers of CAse No. GO-BG 243

25
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i _'1}.";- ” ‘rhar. thoae mot:l.ona and objections not. speci Eically :uled on‘.l.n,_ .

. v

N -'-‘-/..

thx.s Repozc And o:der: a:e hereby dem.ed or overruled.
"13'.‘ 'rhar. mis Repo:t And Orde.r shall become e:fecl:lve on the
m:h dny ot reb:uary. 1995. .

B\’ THE COMMISSION L

Davu:l L. Rauch
Executrve Seeretnry

'(sznz.)

"'_fiHuelle:. ‘chm., Hcclu;:e, Ki.ncheloe,,
- Crumpton and Drainer, €C.,: ‘€oneur -
-and ceértify’ compuance with the:
'_provuions of- Section 536 080, :
"R s Ho. 1994.

. ._—ﬁ. B

; ='Dar.ed at- Jefferson cir.y, m.ssour.t, 5
._on th.ls 3J.st da_v of. Jnnuary, 1996. S
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T 2f26-27796 . 6/1/96. o : : R R 174799 .
T.W,!  G.S.R.RY . 819N ' S slllsa CGLCLT.M.
3/19/96  G.C.I.M. - .. G.S.R.R. 9/1/97 . . c.s R.R." - 9/1/98 Rec.' : '9/1/99
] BBRY . tarifet Sl e g MeRGRGY s MIRGR. .. MR.R;C
l ¢t L 2 N B ‘l | | B PRSI SRS S,
SRR 1 P N S R ,‘ ) '|l~ T
ER - 75 V4 r A s/a/ee - ) R 8/1/99
o 5/1/96 . . ~© . G.S.R: 8/1/97 G.S.R. ' 8/1/%8 S MUR.
.3/5/%6 G.S.R.Y T M.R.’ . MJR. I T ‘
FR. el APERE : S L :
¢ P.P.? -

oo r'r w means techn.i.cal wozkshop. 7
2 J R. means joint tecomendation on gas suppl.y reliab:l.u!:y data and mni.torj.nq repo:ts PP .méa'r.x_s'-- pleading
'A'showing ateas ot disaq:eement and party pos:lt:tons. . . N Ve T T S

¥ P p R. mm; msponse ‘t.o'pa::y positj.ons.r

. G. s R menns qas supply tenability data.

* G s. R R. means tesponsas to qas supp.ly reli.abiliey dat:a.

* G.C, I.H. tatitt meana ms'.-. tarit‘! sheet:s neceasaa ]"'.,-.-‘»q :lfnplement MGE': gas cost: 1ncent.i.ve mechan:lsm. . -
(Note tatit: sheets must be tiled no later t.han SI ‘_“,[96 ) R A A R IR

M. R means mnttonng report.,"
MR R. means responses t.o mnitotlng repott.
' 6.C, l M. Rec. means recomendations reqarding whel:her MGE'; G c I H. shou].d be retained, mdi.t:l.ed or

elimina ted
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PUBLIC SERVICE COMMISSION
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 ) October 28, 1998
Account. }) Jefferson City, Mo.

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 thaf day at the law offices of
Brydon, Swearengen & England, 312 East Capitol, in the
City of Jefferson, County of Cole, Sgate of Missouri,
before
KELLENE FEDDERSEMN, CSR, RPR
ASSOCIATED CQURT REPORTERS, INC.
714 West High Street
P.0. Box 1308
JRFFERSON 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.

Asgoclatad Court Reporte
Jafiersan City MO (67 535 1681

ASSOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
TOYL_FRER = 1-888-616-7551
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tc the Mid-Kansas 1 contract that was less favorable
to MGE and -- rather than more favorable?

Let me clarify. 1Is 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-Ransas 2 contract, that waé
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 ratepa&er?
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 coatract?

A. I can’‘’t think of omne, no.

58
ASSOCIATED COURT REPORTERS, INC.

(573)636-7551 JEFFERSON CITY, MO 65109
TOLY, FREE - 1-A88-636=755]
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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

In the Matter of Migsouri 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.

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 thaﬁ day at tﬁe law offices of
Brydon, Swearengen & England, 312 East Capitol, in the
City of Jefferson, County of Cole, State of Hissoufi,
before

KELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC.
714 West High Street
P.0. Box 1308
JEFFERSON CITY, MO 65109
(573) 636-7551

and Notary Public within and for the State of
¥issouri, commissioned in Cole County, in the

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

pursuant to agreement.

heron Oy MG (75 o
Jafferson Olty. MO (5 )636-7551

ASSQCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
TOY,I, FREE - 1 -RR8R-636-7551
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going to pay regardless of whether any gas is
transported or not under the agreement.

Q. Are you aware that Williams Natural Gas hasg
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 sugcharge. They’ve got an ACA surdharge.
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 pﬁht 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
ASSOCIATED COURT REPORTERS, INC.

{(573)636-7551 JEFFERSON CITY, MO 65109
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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 comparigon?

A. I‘m not aware whether they do or not.

Q. Assume for the time being that ﬁhey do not,.
If they do not, don’t you think it‘s unfair to do a
comparison when you’wve 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 pipelinés?

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 cosﬁs 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 MISSQURI

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. LANCSTON,
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, MISSOQURI 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.

1 Associaled Coyrt Re
Jefferson City, MO (57%%%?1425'1

ASSOCIATED CCURT REPORTERS, INC.
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Natural -- what I’1]1 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 20137

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.. It
does change every month -- T 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

In the Matter of Missouri Gas )

Energy’s Gas Cost Adjustment )

Tariff Revisions to be Reviewed ) Case No. GR-96-450
in its 1996-19%97 Annual )

Reconciliation Adjustment ) October 26, 1998
Account. ) Jefferson City, Mo.

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 Miésouri,
before
KELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC.
714 West High Street
P.0. 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.

PY

Associated Court Re rers, Inc,
1 Jefterson City, MO (57 3) 635-7551

ASSOCIATED COURT REPORTERS, INC.

(573)636-7551 JEFFERSON CITY, MO 65109
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the ACA period of July 1, ‘96 through Jumne 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 G0-94-318 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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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

In the Matter of Missouri Gas )
Energy’s Gas Cost Adjustment )
Tarliff Revisions to be Reviewed ) Case No. GR-96-450
in its 1996-1997 annual )
Reconciliation Adjustment )
)

October 26, 1998
Account.

Jefferson City, Mo.

DEPQSITION 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, im the
City of Jefferson, County of Cole, State of Missouri,
bhefore
KELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC.
714 West High Street
P.0O. 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
ahove-entitled cause, on the part of MGE, taken

pursuant t£o agreement.

COPY

Assoclated Court Reporters, In
L Jeffersan City, MO (57‘3 638- ?551

ASBOCIATED COURT REPORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
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basis, unguote?

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. G0-96-243 in response to some Commission
concerns about reliahility associated with
implementation of its gas supply incentive plan, on
about page 55 of that repoxt dated May 1, 796, 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, £lexibility,
bargaining power and peak day reliability, unguote.

Have you ever seen or were you aware that

that statement was made to the Commission by MGE back

in 19962
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
ASSbCIATED COURT REPORTERS, INC.

(573) 636-7551 JEFFERSON CITY, MO 65109
TOLL, FRER - 1-ARA8-636-75§1
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PUBLIC SERVICE COMMISSION
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 ) October 26, 1998
Account. ) Jefferson City, Mo.

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
KELLENE FEDDERSEN, CSR, RPR
ASSOCIATED COURT REPORTERS, INC.
714 West High Street
P.0. 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.

Assoclated Court Reporters, tng.
1 Jefferson City, MO (5%') 636-7551

ASSOCIATED COURT REPORTERS, INC.

(573)636-7551 JEFFERSON CITY, MO 65109
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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. And the rates that you speak of are the
transportation rates, not the rates for the commodity,
the gas itself?

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 miiiion -~ about
3.2 million offset to.the difference in fixed and
variable transportation, whick is about 7.7 milliom.

Q. In general, would you agree with the
statement that reliability is the primary céncern‘of
all LDCs because of the relatively high proportion of
waeather-sensitive residential and commercial heating
loads on their systems?

A. Reliability is important, but I think you
also have to loock 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. Yas.

Q. In the reliability report which MGE filed in
Case No. GO-96-243 in response to some Commission
concerns aboét reliability associated with
implementation of its gas supply incentive plan, on
about page 55 of 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, £lexibility,
bargaining power and peak day reliability, unguote.

Have you ever seen Or were you aware that .

that statement was made to the Commission by MGE back

in 19967
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 systenm alone from
44
ASSOCIATED COURT REPORTERS, INC.
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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 )

DEPQOSITION 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 ﬁhat day at the law office of Brydon,
Swearengen & England, 312 East Capitol Avenue, in the
City of Jefferson, County of Cole, State of Missouri,

hefore

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.

1 Associated Court Re it
Joffarsan City, MO (573 6%’3:,"5‘%1
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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 I 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: 1In 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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