Savings decline from year to year because WNG's competitive
response to Kansas Pipeline has been to hold the line on its prices for natural gas.
As a result, most of the savings after the initial impact of Kansas Pipeline Group
are reflected in lower WNG prices and not captured in this calculation.

vin u ansas Pipeline Tran, tion

Similar to natural gas substitution, transportation on the Kansas
Pipeline system has been substituted for transportation on the WNG system. In
concept, 'this savings precisely parallels the savings produced by the substitution
of lower cost Kansas Pipeline system supply for WNG system supply except that
the service is being substituted rather than the "delivered" product®®. Like the
substitution of system supply, there are large transportation savings related to
WNG’s competitive response. The competitive impact will be captured in a
separate calculation.

The difference between the transportation ré\te.s of WNG and Kansas

Pipeline Group for the period November 1986 to December 1991 is as follows:

2%  When a single price is paid at the city gate for natural gas, that price
represents the bundling together of the cost of gas and the transportation of the gas
from the point of production to the city gate.
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Transportation Rate Differential

WNG and Kansas Pipeline Group
Kansas City, Kansas Destination
November 1986 - December 1991

Kansas Pipeline

WNG Group
Transportation  Transportation
Period Rates?’ Charges®®  Differential
Nov.’86-Dec.’88 $.31 $.22 $.09
Jan.’'89-Dec.’89 24 17 07
Jan.’90-Dec.’90 25 07 18
Jan.’91-Dec.’91 31 23 08

To calculate the impact of the substitution of Kansas Pipeline Group
transportation for WNG transportation, the actual transported volumes are
multiplied by the savings on Kansas Pipeline Group transportation. That

calculation is as follows:

21 Sources: 1986-1988 average ITS-2 rates as filed; 1989-1990, "Williams -
1990 Financial and Operating Statistics”; 1991 "Williams Natural Gas FERC Form
2",

28 Actual average transportation charge as collected.
) 28
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Savings From Substitution of
Kansas Pipeline Group Transportation
For WNG Transportation
November 1986 - December 1991

Mcf Savings
Period Transporied  Per Mcf —Total
Nov.’86-Dec.’88 1,663,284 $.09 $149,696
Jan.’89-Dec.’89 689,063 .07 48,234
Jan.’90-Dec.'90 3,231,360 18 581,645
Jan.’91-Dec.’91 9,664,031 .08 773,122

Source: Volumes from Kansas Pipeline Group

As with the gas sales célculation, there is a substantial savings which is
not reflected in the calculation. This savings is a result of the fact that WNG
would have raised prices in the absence of competition. It will be reflected in the
savings produced by competitive restraint,
Competitive Restraint on WNG Prices

The single most importan.t impact caused by competition in the Kansas
City natural gas pipeline market was that WNG could no longer set prices
independent of the market under the shield of federal regulation. Rather, WNG
had to begin to move the price of its products and services toward competitive
levels. Before Kansas Pipeline Group forged a changed market structure for the
pipelining of natural gas into the Kansas City metropolitan area, WNG and its

connected producers constituted a closed system. In that closed system, the total
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amount of revenue generated by the system and the division of that revenue
between the parties was subject to regulation by FERC. WNG sought and was
granted frequent increases in price and total revenue by the appropriate federal
regulatory authorities before the operation of Kansas Pipeline Group.

When Kansas Pipeline Group became a competitor for the products and
services in the pipeline market for the Kansas City metropolitan area, WNG was
forced to modify its prices toward competitive levels. It did this by slowing and
stopping increases in prices which could have been obtained by regulatory action.
The effect of this course of action over time is the same as a one time price
reduction.

The effect of this course of action was to cause prices to be lower than
they "could have been". Since price increases did not offset changes in expense,
a second effect of this course of action was to reduce the profitability of the
company.

WNG acquired the pipeline assets of Cities Service Gas Company which
served the Kansas City metropolitan area in 1983. The assets were acquired in
October 1983, and 1984 was the first full year of ownership. The levels of
profitability produced in 1984 (full year of operation) and 1985 (pre-Kansas

Pipeline) are reasonable indicators of normal income levels for the pipeline under
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WNG ownership.

In 1986, Kansas Pipeline Group began deliveries. As Kansas Pipeline

Group began deliveries, WNG’s profitability measured as a percent of revenues

or as a percent of assets declined substantially. The years since WNG has been

operating in a competitive market have been much less profitable than the years

during which it operated in the "unthreatened” closed system.

The history of WNG profit as a percent of revenues and as a percent of

assets is as follows:

Year

1983
1984
1985
1986
1987
1988
1989
1990
1991

Williams Natural Gas Profitability

Revenues

$250.1
958.0
-869.8
666.5
547.2
504.4
454.2
382.1
408.6

Profit Percent of

1984-1991
Operating

Profit Revenues

$27.2 10.88%
98.9 10.32
90.9 10.45
47.9 7.19
19.7 3.60
38.3 7.59
46.4 10.22

-10.6 -2.77
40.9 10.01

* The results of a partial year’s activity.
Source: "The Williams Companies, Inc. 1990 Financial and Operating Statistics";
1991 "Williams Natural Gas FERC Form No. 2". 1991 data is not comparable

to 1983-1990 published data.
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3.49%*
12.56
12.57

6.86

2.89

5.30

6.20
-1.39

5.56
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Since WNG managem;:nt has accepted their post-Kansas Pipeline
Group pattern of profit performance in contrast to their far superior pfe-Kansas
Pipeline Group level of returns, it is reasonable to assume that this lower pattern
of profitability is a function of the competitive environment which has been created
by the entry of Kansas Pipeline Group into the market®.

This fact is confirmed by WNG filings with the Securities and
Exchange Commission where WNG has stated that although rates have been
adjusted, it will not be able to realize a full return because discounting will be
necessary to meet the competitive circumstances in its markets for natural gas®.

Since the returns earned are lower than could have been, customers
have saved the difference between the "possible” level of return and the realized
return because of the competitive environment. This difference can be calculated
by determining the amount of profitability which WNG was forced to forego as a |
result of the competitive impact and resulting restraint created by Kansas Pipeline

Group.

29 Recent WNG rate cases before FERC have been settled without full

pursuit by WNG of higher rates. This supports this conclusion.
®»  Form 10K, Williams Natural Gas Company for the year ended December

31, 1989, page 13. 1989 is the last year during which WNG filed a separate 10K.
) 32
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The calculation involves the determination of the level of profit
foregone as WNG transitioned from a closed monopoly system to the competitive
system, the conversion of that amount to an Mcf margin. The margin can then be
related to volumes transported and delivered to the Kansas City metropolitan area.

The first step in the analysis is a calculation of the revenues foregone
as a result of competitive pressures. The calculation is based on the potential
return on assets of 10.56 percent which is the average realized return for the
period 1984-1985 reduced by 200 basis points. Shortfalls from the potential are
considered savings produced by the competitive response. The shortfall or return
suppression is then adjusted for income tax. The calculation for the period 1987

to 1991 is as follows:

Williams Natural Gas

Competitive Return Suppression
1987 - 1991

Before Tax
Return on Assets Return Tax Return

Year _Book Potential Suppression Factor Suppression
1987 2.89% 10.56% 7.67% 1.538 11.80%

1988 5.30 10.56 5.26 1.538 8.09
1989 6.20 10.56 436 - 1.538 6.71
1990 5.68 10.56 4.88 1.538 7.51
1991 5.56 10.56 5.00 1.538 7.69
/ 33
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The book return for 1990, the year of the tight sands settlement, was
(1.39) percent. The poor performance is at least in part a result of the settlement,
The average return of 1988, 1989 and 1991 was used to remove the unusual
impact.

The before tax return suppression times the year’s asset base produces
total return suppression for the year. The revenue suppression per Mcf can then

be calculated as follows:

Williams Natural Gas
Competitive Revenue Suppression per Mcf

1987 - 1991
Total
Before Tax Revenue Sales and Revenue
’ Return Assets Suppression Transport  Suppression

Year  Suppression  (Millions) {000) (TBTU) Per Mcf
1987 11.80% $682.4 - 80,523 272 $.30

. 1988 8.09 723.3 58,515 307 _ .19
1989 6.71 748.9 50,251 358 .14
1990 - 7.51 763.4 57,331 319 18
1991 7.69 735.6 56,568 379 15

Source: 1990 "Williams Companies, Inc. Financial Operating
Statistics”; 1991 "Williams Natural Gas FERC Form 2".

The final step in the calculation relates the savings to the Missouri and
Kansas deliveries for rate schedules GSk, GSf, RSm, GSm, and GSo of KPL Gas

Service Company. That calculation is as follows:
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Williams Natural Gas*!
Savings From Competitive Price Determinations

1987 - 1991
Kansas Missouri
Volumes  Savings Kansas Volumes Savings  Missouri

Year _(Mcf) Per Mcf _ Savings = _ (Mcf)  Per Mcf _ Savings
1987 57,056,269 $.30 $17,116,881 65,186,558 $.30 § 19,555,967
1988 60,417,416 19 11,479,309 69,534,820 .19 13,211,616
1989 60,200,438 14 8,428,061 66,729,146 .14 9,342,080
1990 64,707,886 18 11,647,419 59,705,548 .18 10,746,999
1991 58,445,154 15 8,766,773 64,467,618 .15 9,670,143
In the future, it is reasonable to expect that WNG’s actual return on
assets will increase. This does not mean that the savings from competitive market
discipline is diminishing. More likely, it means that WNG will have realigned its
intracorporate allocation of expenses to a level which reflects a more appropriate
mix of operating expense and profitability for WNG.
This type of résponse- is possible because under the closed market
system in which WNG operated prior to the formation of Kansas Pipeline Group,
management’s primary objective was to maximize revenues. In that context, the

expense which appeared on the WNG income statement was as important as its

profitability since it partially determined revenue in the regulated context.

3 Volumes from chart on page 5 supra.
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As stated by WNG in its 1989 Form 10K filing with the Securities and
Exchange Commission, the company has been forced to competitively discount
various rates in order to maintain volumes. Recenﬂy, WNG has offered a
competitive discount which is directly targeted at a major Kansas Pipeline Group
transportation path. This is not the first time such discounts have been offered and
it is probable that more frequent discounts wil} be offered as the intensity of
competition increases. The effect of historic discounts have been captured in the
calculation of the revenue suppression from the competitive equilibrium.

Summary of Savings

Three classifications of savings have been identified and specific
savings amounts have been calculated for each classification. The total savings
which were determined for the three classifications for the period November 1986

through December 31, 1991 are as follows:
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Summary of Savings
Kansas City Metropolitan Area
Competitive Effect of Kansas Pipeline Group

Substitution of Competitive
Kansas Pipeline Group Constraint
Period Natural Gas Transportation ._on WNG Total
Nov.’86-Dec.’88 $2,496,969 § 149,696 $ 61,363,773 $ 64,010,438
Jan.'89-Dec.’89 1,704,291 48,234 17,770,141 19,522,666
Jan.’90-Dec.*90 1,262,569 581,645 22,394,418 24,238,632
Jan.’91-Dec.’01 __ 449573 __ 773,122 _ 18,436,916 __ 19,659,611

Grand total $5.913,402  $1,552,697 $119.965,248 §12‘7,4§1,34:Z

The going level of savings produced by the Kansas Pipeline Group on
the Kansas City market for natural gas is at least equal to the level of savings for
1991. However, future Kansas Pipeline Group volume is expected to grow even
more rapidly than the past. This makes the 1991 level of savings a- very
conservative estimate of continuing savings.

In addition, savings produced by selective discounting must be
considered. If WNG adjusts transportation rates further to effectively. compete,
discount levels already established in some markets may spread throughout the
system.

Multiplier Effect
At z;ny point, regional economies establish an ecjuilibrium where the

total level of economic activity is a function of consumer, business, and
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government spending. Within individual regions, flows of funds to and from other
regions add to or subtract from regional economic activities.

WNG’s charges to the Kansas City region largely constitute a flow of
funds out of the regional economy. This is because payments to WNG are for
natural gas and capital payments in other areas.

To the extent that the flow of funds to WNG which goes out of the
region is reduced, the amount of reduction will have the same impact as new
spending into the region from another area. Savings in WNG’s charges constitute
additions to the level of economic activity as new discretionary income to the
region’s consumers. These savings then become subject to the economic multiplier
for the region.

| The multiplier effect is a principle of economics which states that
increases in expenditures by any segment of the economy increase aggregate
demand for goods and services within the economy in total. Once such aggregate
demand is increased, a dynamic process follows where a single expenditure
multiplies over an infinite number of periods in ever decreasing amounts. The
final effect on the total level of economic activity is a multiple of the initial change

in the level of expenditure.

This process describes the circumstance caused by the savings
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produced by Kansas Pipeline in the cost of natural gas. That savings becomes free
cash flow to the regional economy and begins to reverberate through the economy,
increasing total expenditure or the level of economic activity by some multiple of
the original amount. That multiple has been estimated to range from 1.8 to 2.2%
and since there is inevitably a certain amount of leakage in the regional economy
to the adjoining areas, a multiplier of 2.0 has been used in the calculation.

When this multipﬁer is applied to the direct savings of $127.4 million,
the result is an increase in the level of economic activity for the region of $254.8
million.

ansas Pipeline Grou mmunity Value

In addition to the direct savings created by the Kansas Pipeline Group
for the Kansas City metropolitan area, the pipeline group has a value to the
metropolitan area as an element of the area’s infrastructure. This value can be
measured by determining the amount of public investment which the community
would be required to make to produce the level of annual savings currently being

generated by the Kansas Pipeline Group.

To establish this value, the annualized savings produced by the Kansas

52 In estimating the impact of the Bartle Hall addition on the Kansas City

regional economy, a multiplier of 1.8 times was used by the Mid-America
Regional Council. This multiplier related to wage and salary income which is less
robust than pure additions to discretionary income.
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Pipeline Group have been forecasted for a 10 year period. This forecast is based
on the current annualized savings rate of $19.6 million forecasted to increase at 15
percent per year for the next five year period and 5 percent per year for the
succeeding five year period.

The total savings over the 10 year period are then reduced to 1992
dollars using a present value factor of 6 percent. The present value balance
spanning a 10 year period is then reduced to the average annual savings prodﬁced
over the 10 year period.

This average annual savings is then capitalized into an investment
value for the community using the current municipal bond rate of 7.25 percent.

This calculation produces a community value or asset value of the
Kansas Pipeline Group to the metropolitan Kansas City are in excess of $350
million.

nd n

In addition to tﬁe financial savings produced by Kansas Pipeline
Group, a number of non-financial or secondary savings and benefits have been
identified. These include:

1. Increased pipeline delivery capacity to the metropolitan area.

a. Growth potential without customer cost.
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b. Reduced interruption of supply at peak
i higher levels of output
fi.  higher levels of employment
ili.  improved economic environment and related growth.
2. Gas-on-gas competition by producers for the metropolitan market.
3. Improved balance in the employment mix.
n ipelin liv i
The addition of the Kansas Pipeline Group's system serving the
Kansas City metropolitan area increases the capacity of all pipeline systems which
serve Kansas City natural gas requirements. The additional pipcline makes it
possible to deliver a greater volume of natural gas on peak to the Kansas City
area. That in turn means that Kansas City interruptible customers will have fewer
interruptions®.
Significantly, this new pipeline capacity serving Kansas City had no

cost to natural gas customers. This is in striking contrast to the historic

2 One classification of customers. in the Kansas City area is the industrial

interruptible customer. Those customers, in return for Jower rates, have accepted
the right of the pipeline to interrupt service when the demands of other customers
require the pipeline to do so. This service interruption, since most of these
customers are industrial customers, means that either alternative fuels must be used
at higher cost or that production must be curtailed.

In either event, output becomes more expensive or is lower and
employment is constrained. When more gas is supplied on peak, there is less

substitution of alternative fuel, higher levels of employment and more profitability
for the industrial customer.
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circumstance where most additions to the capacity serving the system caused
increases in rates for the customers on the system. Not only did Kansas Pipeline
Group cause natural gas prices to decline, the incremental addition to system
capacity was done at the same time.

In addition, there is a significant amount of gas-on-gas competition
produced by the presence of the Kansas Pipeline Group in the Kansas City market.
This is because Kansas Pipeline Group, as a result of various construction
activities, has tied the Kansas City consumption markets into previously
underutilized supply markets for natural gas. Those markets, in competing to
establish sales of Oklahoma natural gas in the Kansas City area, must reduce price
to displace traditional WNG sources of natural gas. This gas-on-gas competition
produces lower overall prices for natural gas in the Kansas City metropolitan area.

Finally, the enhanced economic circumstances which result from the
increased capacity and the gas-on-gas competition will alter the employment mix
of the city. Kansas City has traditionally had a heavy representation in the service
industries and a relatively light representation in the manufacturing field. Greater
levels of manufacturing activities in the Kansas City area would balance the Kansas
City employment mix and make the city more resistant to recession and business

cycles. This change in balance should have a long run effect of improved natural
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gas supply and price in the Kansas City metropolitan area.
lusion

The impact of Kansas Pipeline Group on the Kansas City regional
economy has been positive and substantial. Kansas Pipeline Group has caused
reductions in the cost of natural gas and its transportation for residential,
commercial and industrial users in the Kansas City area. It has increased the level
of economic activity in the area, paid taxes, made substantial investments and
located its operating and executive headquarters in the metroplex. Kansas Pipeline
expects to continue to expand its operations and increase its throughput. This will
result in even greater savings and benefits to the community.

In sum, Kansas Pipeline is an important new asset to the community
‘which will make Kansas City both more viable and more attractive to businesses
and individuals considering new locations. By any measure, Kansas Pipeline has

been one of the most important new assets to the Kansas City community in the

decade of the 1980s.
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ADDENDUM
ANALYSIS OF ECONOMIC BENEFITS
FROM
KANSAS PIPELINE GROUP
COMPETITIVE SALES AND TRANSPORTATION OF NATURAL GAS

IN THE
METROPOLITAN KANSAS CITY AREA

EXECUTIVE SUMMARY

Kansas Pipeline Group is an affiliated group of partnerships and
corporations providing competitive transportation and delivery of natural gas to the
K_ansas City natural gas market. In 1992, Kansas Pipeline Group commissioned
a report to determine its impact on the Kansas City market for natural gas and
natural gas transportation aﬁd the regional economy. The report examined the first
five years of Kansas Pipeline Group’s competitive entry into the Kansas City
market and concluded that the Group was producing significant economic benefits
for the Kansas City metropolitan area. Furthermore, even though full competition
had not been achieved and the Kansas Pipeline Group was still in the
developmental stage, significant benefits had already been produced during its
short history. In addition, the prospects for even more significant future bgncﬁts

was very real. The level of these benefits and the recipient by customer class is

as follows:

1 Schedule DML 2
Page 75 of 115




Kansas Pipeline Group
Bconomic Impacts
Kansas City Metro Area

(Millions)
Direct
Residential Economic
and Small Large Multiplier Grand
vin Commercial Users Subtotal __Savings _Total
‘Historic 1986-1991 $120.0 $7.5 $127.5 $255.0 $382.5

Current embedded annual 174 2.2 19.6 39.2 58.8
Potential additional annual 26.7 3.3 30.0 60.0 90.0

The detail of the amounts is contained on Schedule 1 attached to the
report and represents savings or reductions in price and increases in ecopomic
activity produced by Kansas Pipeline Group for the Kansas City area. The major
beneficiary of the historical and ongoing direct savings are the residential and
small commercial customers which realized 94 percent of the historic savings and
87 percent of the ongoing annual savings. The balance of the savings flowed to
larger non-ﬁrxﬁ cuStomérs.

Since the December 1992 report, several threats have been identified
which may erode or undermine the competitive environment and which may result
in Kansas Pipeline Group being boxed into its market "niche” representing only
9 percent of the Kansas City regional market. The costs associated with permitting

a monopolist control of the Kansas City market are as follows:
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Annual Economic Cost of
WNG Monopoly of
Kansas City Natural Gas Transportation Market

(Millions)
Direct
Residential
and Small Large Economic Grand
avin Commercial Users Subtotal Multiplier _Total
Embedded competitive : ' '
savings $13.8 $1.7 $15.5 $31.0 $46.5
Potential embedded
competitive savings 26.7 3.3 30.0 _600 __ 900

Total annual savings $40.5 $50 $455 $91.0 $136.5
The costs are a result of Williams Natural Gas (W NG), the incumbent
pipeliﬁe supplier, with 91 percent market share and no competitive threat to its
market power, asserting monopolistic control over pricing and service in the
Kansas City natural gas transportation market. The threats which may lead to

these excess economic costs include:

= The possibility of limiting the growth of Kansas Pipeline Group and
allowing the current competitive imbalance in the Kansas City natural
gas market to continue.

L] Regulatory reviews of gas acquisition policies which could cause the
LDC to inappropriately avoid alternative supply and/or transportation
choices to minimize short run regulatory risk.

= Predatory contract demands by WNG on its LDC customers which

could have the potential to foreclose permanent and workable
competition.
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" Efforts by the LDC and WNG to capture some of the benefits of
competition by negotiation or contract without the physical
development of a permanent and workable competitive alternative.
If such threats ‘bécome actualized, the competitive impact of Kansas

Pipeline Group may be reduced and WNG would once again be permitted to

operate as a monopoly, extracting unreasonable prices from the Kansas City area

LDCs and, in turn, ultimate customers of those LDCs.
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ADDENDUM

ANALYSIS OF ECONOMIC BENEFITS
FROM
KANSAS PIPELINE GROUP
COMPETITIVE SALES AND TRANSPORTATION OF NATURAL GAS
IN THE
METROPOLITAN KANSAS CITY AREA

A December 1992 report on the economic impact of Kansas Pipeline
Group! on the Kansas City metropolitan area identified significant benefits to the
metropolitan area from the competitive sales and transportation of natural gas by
Kansas Pipeline Group. The report concluded, among other things, that since
starting operations in 1986, Kansas Pipeline Group had produced direct savings to
natural gas customers of $127.5 million of which residential and small commercial
customers realized 94 percent or $120.0 million with the remaining $7.5 million

flowing to larger non-firm customers. The report also identified an increase of at

! Kansas Pipeline Group is an affiliated group of partnerships and

corporations focused on the competitive delivery of natural gas and pipeline
transportation services for the Kansas City market. The backbone of the Group
consists of the following natural gas pipeline entities: Kansas Pipeline Company,
L.P., Kansas Natural Partnership, and KansOk Parinership (all intrastate pipeline
companies), and Riverside Pipeline Company, L.P., an interstate pipeline
company. Operations of the group are directed by KPOC (Kansas Pipeline

Operating Company) from its headquarters and main control center in Overland
Park, Kansas.

s
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least $255 million in overall regional economic activity as a result of the activities
of Kansas Pipeline Group. Finally, the report concluded that, at its current size
and scope of operations, Kansas Pipeline Group was generating direct annual
benefits (embedded savings) to the Kansas City metropolitan area of $19.6 million
per year of which 89 percent or $17.4 million flowed directly to residential and
small commercial with the balance of $2.2 million going to larger non-firm
customers. The ongoing embedded savings also increased the level of economic
activity in the region through the economic multiplier effect by $39.2 million per
year.

In looking to the future, the report found that Kansas Pipeline Group
had an entrepreneurial culture and a competitive attitude which would lead to
continued growth m its sales and transportation of natural gas. The report
anticipated further substantial increases in the level of sales and trarisportatién of
natural gas by Kansas Pipeline Group. It was concluded that as the current level
of sales and transportation grew, the annual direct savings being generated by the
system for the Kansas City area would grow from the current $19.6 million annual
level to a conservatively higher level estimated at $50 million total or an additional
$30 million, of which 89 percent or $26.7 million would flow to residential and

small commercial and $3.3 million to larger customers. Furthermore, this
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incremental savings would increase the economic impact of the savings by the
multiplier to a total Ievel of $100 million or an additional $60 million.

However, the report conditioned its forecasts of the future growth of
Kansas Pipeline Group and even the continuation of currently realized direct and
indirect savings on a continuing commitment to competition by local distribution
companies (LDCs) supported by state and federal regulatory authorities. Also the
dominant LDC in the Kansas City market, although not specifically ideﬁtiﬁed in
the report, was assumed to develop a more progressive attitude toward nurturing
competition consistent with regulatory tfends af the state (KCC and MPSC), and
federal (FERC and DOJ) levels, and currently identified benefits of competition.

“Furthermore, although it was not explicitly identified, the maintenance

and extension of the new regulatory policies developed by FERC and described in
its Order 636 was recognized as a significant contributt;)r to the continued
production of growing economic benefits. This new FERC regulatory policy was
designed:

"to improve the competitive structure of the natural gas

industry to facilitate the operation of a national wellhead

market as envisioned by Congress in order to provide

natural gas consumers with access to an adequate supply

of clean and abundant natural gas prices. Moreover, the

Commission is improving this competitive structure

without undermining the reliability of service for pipeline
customers by requiring pipelines to perform a "no-notice"

}
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transportation service. In short, the Commission is both

promoting competition and protecting all gas consumer

‘interests, especially with respect to the reliability and the

pricing of services."?

It is important to recognize that the emphasis in the “re-regulation” of
the pipeline industry doesn't involve direct intervention by regulatory authorities
as in the case of market center formation?, but rather the development and
maintenance of a structure which is conducive to competition. To fully realize the

benefits of pipeline-to-pipeline competition for Kansas City, the policies fostered

by state PSCs* that promote local or intrastate competition are critical since

2 FERC Order 636, page 58.

3

FERC Order 636 is usually described as focused on gas-on-gas
competition rather than pipeline-on-pipeline competition or best cost end result.
In fact, FERC believes that Order 636 creates a market structure where both gas-
on-gas and pipe-on-pipe competition or total price competition will flourish.
Martin Allday, Chairman of FERC, in a speech at the Conference on State
Regulation in February 1992 said that "Market centers where pipelines come
together, let producers attached to many pipelines sell gas to customers attached
to many pipelines. Neither side has to deal only with partners connected to the
same pipeline (and) . . . that improves competition.” He went on to describe his
expectation of the development of these market centers and the total gas cost
competition they foster as powerfully driven by commercial dynamics without the

need for regulatory mandate. Record of Proceedings, February 1992, U.S.
Department of Energy, NARUC, ‘

4 Missouri and Kansas regulators bave recognized the importance of
both interstate and intrastate competition in the Kansas City area natural gas
markets and both bave endorsed and encouraged pipeline-to-pipeline competition
and reform. '

!

4
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Kansas City has for all practical and realistic purposes only a single interstate
supplier which exercises monopolistic pricing power.

Since the report in December 1992, it has become apparent that the
emerging competitive environment which allowed the benefits of Kansas Pipeline
competition in the first place is not entirely secure. Threats to the nascent

competitive environment include:

= The possibility of allowing the current competitive imbalance in the
Kansas City natural gas market to continue.

- Regulatory reviews of gas acquisition policies which could cause the
LDC to inappropriately avoid alternative supply and/or transportation
choices to minimize short run regulatory risk.

= Predatory contract demands by WNG on its LDC customers which
could have the potential to foreclose permanent and workable
competition. |

= Efforts by the LDC and WNG to capture some of the benefits of

competition by negotiation or contract without the physical
development of a permanent and workable competitive alternative.

If any such threats become actualized, the results will be to redu’ce or
eliminate the competitive threat and/or create a defacto monopoly for WNG. In
such an event, WNG, given its prior pricing practices, would exercise its regained
market power to increase its profits and to realize other corporate objectives, but
the pipeline monopoly market in the Kansas City area would be sméller by the

market share competitively captured by Kansas Pipeline Group prior to the change
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in market structure®.

Furthermore, if WNG preserves its existing market share and
effectively increases its market power by eliminating the risk of further market
share penetration by Kansas Pipeline Group, it is reasonable to expect that new
gains expected from growth in competition in the Kansas City natural gas markets
would not materialize. This loss would be in addition to the erosion of embedded
gains produced by Kansas Pipeline Group at the expense of WNG's previous level
of monopoly profits. The primary evidence of such a change would be rising

prices for natural gas and natural gas transportation® or falling prices long enough

5 This of course assumes that the market for natural gas in Kansas City

continues to be served by two pipelines, WNG and Kansas Pipeline Group, and
that the status quo is maintained. If by some chance, not even contemplated here,
the entire market was returned to WNG as a total monopolist, all gains from
competition already embedded and expected to materialize would be lost.

6 The capacity of WNG to behave in a relatively unfettered manner is
a function of the current FERC policy as outlined in Order 636 and the logical
implications of the order. FERC’s intention is to couple competition and
regulation by maintaining a regulatory and business structure which will allow
competition to flourish. Urfortunately, WNG is the incumbent interstate pipeline
serving the metropolitan Kansas City area and without Kansas Pipeline Group,
WNG is not subject to a competitive constraint. Without Kansas Pipeline Group,
the much lessened constraint from regulators combined with WNG’s historic ability
to operate successfully within the regulatory process to produce monopoly profit
creates the potential for monopoly abuse by WNG. Furthermore, regulation allows
regulated entities to charge rates which collect "approved” costs from customers.
From the regulated company’s point of view, success involves getting most costs
classified as approved costs. In contrast, competition permits only efficiently and
appropriately incurred costs. Thus, regulation would typically approve a higher

. 6
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to preserve market share in the face of aggressive competition followed by rising
prices.
I I iti

Competition between pipelines for natural gas markets consists of a
series of actions and reactions which culminate in a static state of economic
equilibrium. Viewed through time, such competition is a dynamic process of
action and reaction representing an evolving series of successive states of
equilibrium. The Kansas City market for pipeline transportation and supply of
natural gas was for many years a monopoly market with a sole supplier, WNG._
This was the initial static state and, although undesirable, it was a market
equilibrium.

As described in the December report, after a series of regulatory and
construction initiatives, Kansas Pipeline Group entered the market’. The

successful entry created the second static state which, at its inception, was in

cost basis than could be collected from customers in a competitive market.

? The competition for the market actually began when Kansas Pipeline

Group announced its intention to operate as a transmission company serving the
Kansas City market. WNG responded with a substantial administrative and
judicial effort to block Kansas Pipeline Group from the market. This
administrative effort can be characterized as a competitive response for an
incumbent and it illustrates that competition and competitive behavior involves a
wide range of actions not limited to price and service.

' 7
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disequilibrium. WNG was the supplier to the entire market and a new entrant had
a fixed amduﬁt of new capacity to serve the market. Through a series of
initiatives including customer price and service advantages, Kansas Pipeline Group
began to fill its system, At the same time, WNG, recognizing that all business
earned by Kansas Pipeline was at its expeﬁse, responded with: i) regulatory and
judicial blocking maneuvers; ii) lower prices; and iii) attempts to improve service
options and customer relations. Thcrprocess of vying for business in this stage
would continue until a new static equilibrium was achieved when i) Kansas
Pipeline’s system achieved near capacity operatiohs; and ii) further business
opportunities adequate to prompt investment in additional facilities (capacity ﬁvith
Which to compete for further market shares and which viewed from WNG's
perspective, creates a dynamic and ever present threat of future market

deterioration) were not present or forthcoming.

The new static equilibrium at the climax of the second state, like the

.. Static equilibrium which existed at the climax of the first state, has no tendency to

change as a result of internal forces. All internal forces are in balance and the

only progress® or change which would take place in the market is a result of

s Movement which increases competition is considered progress in this

context. Consistent with the views of contemporary economics, competition and
competitive markets are considered efficient in that true underlying economic costs
are reflected in prices which in turn are used by buyers in making consumption

g 8
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external pressure such as the decision by Kansas Pipeline Group to increase
capacity and market share by a new competitive initiative.

Absent a realistic opportunity for Kansas Pipeline Group to increase
market share, the market will remain in a non-competitive equilibrium with Kansas
Pipeline Group operating at capacity and supplying a market "niche", and WNG
monopolizing the remaining market share which amounts to 91 percent of the
market. Assuming Kansas Pipeline Group can be boxed into only this market
"niche”, the resulting equilibrium state provides no continuing competitive threat
to WNG. Unless local distributors and Kansas Pipeline Group act to expand
business relationships and move the market into the next stage, the static
equilibrium defaults into a monopoly market because of the market power of the
major supplier.

Currently, the Kansas City market is at a pivotal point. Local
distributors and Kansas Pipeline Group are working to develop new alternatives
to advance pipeline competition to a new level while WNG is working to negate

or block opportunities for Kansas Pipeline Group so the market will stay at its

decisions. This process produces an efficient allocation of resources consistent
with maximum consumer welfare.
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current equilibrium thereby defaulting to the original monopoly status®. Ideally
from WNG’s perspective, the market progress toward further competition needs
to be limited so WNG can once again enjoy the benefits of monopoly power. In
contrast, from the consumer’s perspective, the market should progress toward
additional competition and the reduction of market power by the monopoly
transporter.

The competitive status of any market state falls on a spectrum from
the classically defined, perfectly competitive market to its polar opposite, the
single supplier monopoly market. Some market states are very persistent and some
are fragile. The pipeline market serving Kansas City prior to the first efforts of
Kansas Pipeline Group was a monopoly market. In a monopoly market, there is
a single transporter, and that single transporter has the power to set prices, terms
of service, and other conditions related to the sale of its product and service.
Although WNG was regulated under the terms of the Natural Gas Act, that
regulation provided for a "collection” of costs by the monopolist rather tﬂm a
market setting of price. Because of historical entrenchment, the existence of a

substantial institutional framework and the extraordinarily high barriers to entry,

’ The effort to move forward by Kansas Pipeline and the WNG response

to block, parallels the initial entry of Kansas Pipeline on the market.
" 10
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this initial state was static and there was a very low probability that anything
would alleviate this entrenched monopolistic power of the incumbent pipeline.

When Kansas Pipeline Group entered the monopoly market, the
"threat" caused the monopolist, WNG, to reduce prices, seek to improve service,
and to generally behave in a manner beneficial to consumers. If i) Kansas Pipeline
Group reaches its operating capacity, and ii) its threat to increase market share can
be effectively presented; then the competitive threat on WNG immediately
diminishes. At the climax of this market stage, WNG still controls 91 percent of
the market for natural gas. Kansas Pipeline Group, while supplying 9 percent of
the market, is operating at capacity. Without additional incentive for Kansas
Pipeline Group to expand and compete, Kansas Pipeline Group is not a threatening
competitor since it cannot take further market share from WNG, and WNG is free
once again tc; exert the full fqrce of its monopolistic power.

To move the market into the next stage, it is necessary for WNG to
be threatened again with loss of further market share. The only scenario in which
this progress can occur is for Kansas Pipeline Group to increase its capacity to
further competition. Furthermore, Kansas Pipeline Group’s continued viability
must be assured and it must have a large and secure beachhead from which it can

competitively threaten WNG, compelling it to exercise market discipline. This

11
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development effectively sets the stage for the final market state where two
relatively equal competitors vie for the "middle market™ or uncommitted segment.
It is only this stage that produces maximum benefits for the consumer.

imal tr

The optimal LDC strategy should foster competition between the
LDC’s pipelines and maximize the number of supply areas sourced by such
pipelines. The end result wouid be increased gas-on-gas competition within and
between supply areas materially complimented by competition between pipelines
to transport the supply to the LDC’s markets.

While it would be desirable to have these circumstances, as the new
competitive market for natural gas unfolds under the coupling of regulation and
competition envisioned by federal and state regulatory bodies, Kansas City does
not have adequate commitments of plant and facilities to achieve this state. The
LDC, however, has the purchasing power which, if wiselj used, could create the
incentive to develop a full competitive natural gas pipeline infrastructure to serve
the Kansas City market in an economically efficient manner. The LDC can do this
by initially directing its purchases to an alternate pipeline in adequate amounts to
nurture the development of the necessary, desirable and mature infrastructure.

Once an infrastructure is in place and the pipelines are relatively equal

12
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competitors, there will inherently be aggressive competition by both pipelines to
fill "excess" capacity with uncommitted load. This will produce the maximum
benefit for the LDC and its customers™.
hr h itive Envir nt

At least four new forces have been identified which jeopardize the
competitive environment in which Kansas Pipeline Group currently operates.
Competitive Imbalance

The current natural gas and transportation pipeline system serving
Kansas City is in a static equilibrium. Kansas Pipeline Group has entered the
market and as a result of competitive behavior "filled" its pipeline system. Until
further facilities are in pla;e and operating, Kansas Pipeline Group cannot compete
for additional business. In theory, Kansas Pipeline Group needs a reasonable
business prospect to make substantial and additional investments to become active
in the effort to attract new business. Without that business prospect, Kansas

Pipeline Group will work to retain and serve its 9 percent of the Kansas City

10 The Department of Justice in evaluating markets for Sherman Act

violations generally measures market power using the HHI Index. In a single
supplier sitvation, the HHI Index is 10,000. In a multiple supplier situation, the
HHI Index, which is the sum of the squares of the market shares of the relevant
market participants, has a minimum level of 100 which is considered to be a
perfectly competitive market. In a two supplier marketplace, each supplier must
have or approach 50 percent market share in order to minimize the HHI Index and
minimize the market power of each of the two participants.

. 13

Schedule DML 2
Page 91 of 115




market. WNG, with Kansas Pipeline boxed into a market "niche," would .once
again begin to act as a monopolist in its 91 percent market share and work to
produce excess monopoly profits and reduce services. To remedy this competitive
imbalance and advance the market into the next stage, Kansas Pipeline Group must
have the opportunity to expand its market share in order to attract the capital
necessary to make additions to plant and facilities. This will revitalize the
competitive dynamic in the market and restore the full competitive threat to
WNG’s market dominance.
To progressively move the market development to the next stage, the
LDC should encourage competition by facilitating Kansas Pipeline Group’s growth
and, in fact, should be prepared to nurture Kansas Pipeline until it is a viable and
meaningful competitor permanently capable of exerting competitive pressure on
WNG for significant parts of its market share. To do that, the LDC must
recognize the risks of the current market imbalance, the potential of fuller
competition, and the necessity for its proactive role in the development of real,
workable, long-term competition.
Iat isk Assessmen
The second threat to the competitive environment is regulatory review

of the LDC’s gas acquisition practices. Under the initial single pipeline supplier

14
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arrangement to Kansas City, the LDC dealt only with WNG. Under those
circumstances, it was not possible for the LDC to make a gas acquisition or
transportation mistake. In the absence of any alternatives, the LDC acquired
whatever product or service was available at whatever price and terms offered,
subject only to FERC regulatory relief which, by its very nature, has been
materially after the fact.

However, when a second supplier, Kansas Pipeline, entered the
marketplace, the potential developed for the LDC to make reasonable gas
acquisition and/or transportation decisions which in the short rum, although
appropriate, had the potential to result in a different cost of gas than that of the
traditional supplier. This presented the LDC with the risk that the regulatory
structure at the LDC level could evaluate such gas acquisition and/or transportation
decisions negatively.

The LDC should consider the far more draconian risk presented by
these reviews, if the LDC fails to proactively create a meaningful and permanent
alternative, permitting the market to default to the monopoly stage. In fact, FERC
Order 636 and the succession of orders leading to this pronouncement have
demonstrated the benefits of competition in natural gas markets. The efficiency

and efficacy of regulation without competition has been questioned and the

15
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superiority of coupling competition to regulation (as opposed solely to regulation)
abundantly demonstrated. In this environment, the risk of not proactively assisting
the development of a meaningful (non-niche) competitive transporter to avoid
short-term PSC prudence review risk is an illusion, based on a regressive strategy,
which would not withstand a comprehensive and thoughtful regulatory review!'.

LDCs will be required to denionstrate that they have obtained the best
price for natural g.as and pipeline service which, in the long-term, will be produced
by the LDC which uses its buying power (purchasing natural gas and
transportation servicés) to generate rcompetition between suppliers and transporters,
capturing for its customers the full promise of supply transportation and service
competition.

To do this for the Kansas City market, the LDC must facilitate
competition, treating the potential for competition as an opportunity. The LDC’s

market power should be used as part of a gas transportation and acquisition

11

This proposed adjustment which was dropped by the Staff after the
annual savings from competition of $19.6 million per year related to only 9
percent market penetration by Kansas Pipeline Group. If Kansas Pipeline Group
is permitted to aggressively compete and the market approaches some optimal
supplier mix, it is concejvable that total savings associated with competition would
amount to $50 million per year. Clearly, the regulatory risk associated with
aggressive gas acquisition is "de minimis" as compared to the potential cost
associated with in-action by the LDC in the development of a meaningful
transportation alternative.
' 16
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strategy to reduce cost and develop alternatives. This is in striking contrast to the
short-sighted .policy of "hunkering down" to avoid short-term regulatory audits
which results because the LDC is placing itself in a position to have an economic
choice. If the LDC does not act, future purchasing practice reviews shall not
focus on the difference in gas price for a single period, but rather the long-term
losses produced by the lack' of the LDC action in generating competition. In fact,
the mere size of those regulatory risks alone should be sufficient to cause the LDC
to embrace competition and use its market power to develop coinpétitive
alternatives and options'2.
tr lly Limiting Competition

The competitive environment which has allowed Kansas Pipeline to

produce significant savings for ‘customers of natural gas and natural gas

transportation could be eliminated if WNG was able to "lockup” the market for

* future sales and transportation of natural gas. To create the lockup, WNG would

obligate its LDC customers to purchase all or substantially all uncommitted

transportation. Such a lockup would create a defacto monopoly for WNG for its

12 The direct savings related to limited competition for the first few years

of Kansas Pipeline Group's operations exceeded $125 million. As the level of
competition in the Kansas City market increases, the magnitude of those savings
will increase in proportion. The size of the savings suggests that LDC actions
which would limit those savings could produce regulatory disallowances which
might exceed the total value of the LDC.
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current marketplace by freezing the movement of customers or sales between
transporters. Under that defacto monopoly, the competitor, Kansas Pipélinc.
would be "frozen" out of the market since the LDC would be unable to choose
between suppliers and take advantage of competitive offerings by alternate pipeline
suppliers.

In an exercise of its still imposing monopoly power, WNG delivered
ultimatums to its LDC customers requiring execution of "lockout" contracts as a
requirement to preserve "rights” on the WNG system for natural gas transportation
and storage capacity. Initially, WNG "required" the execution of five year lockout
contracts -- certainly enough to kill the nascent competition in this market.
Although FERC rejec{ed these demands, it granted a one year lockout — a period
not fatal, but certainly not conducive to full and free competition,

While a period of one year is not fatal to competition, it dées
demonstrate that the emerging competition in the Kansas City market is still
fragile. There is little doubt that five year lockouts would not only eliminate the
competitive threat for the short term, but would drastically decrease WNG"s risk
of a long run competitive threat, since (once the opportunity to develop
competition in the Kansas City market would have passed) reinvigorating a

competitive alternative would be far more difficult (if not impossible) than
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implementing further competition at this point.
D IT k

In a mirror image of WNG's effort to lockup the market for natural
gas transportation in the Kansas City area, the LDC in the Kansas City market
could solicit contract offers from WNG designed to capture at least some of the
benefits of competition for the LDC, primarily a lower price for transportation
service, while avoiding the LDC’s perceived short run regulatory risks from
review of gas acquisition decisions.

Such an approach would be highly detrimental to the Kansas City
market. First, while the benefits generated by the "contract" are promised for the
life of the contract, it is apparent that WNG, once the competitive threat had
passed, would have a substantial incentive to avoid its contractual obligations and
once again exercise its monopoly power. Second, even if unsuccessful in the use
of avoidance techniques, WNG becomes absolutely unfettered at the end of the
contract when there is no contractual obligation and no competitor. There is no
doubt that WNG as a monopolist with only regulatory constraints on its powers to
extract monopoly rent would try to make up for lost time. Finally, through the
period of the contract there would undoubtedly be i) numerous regulatory changes;

ii) needs for new capacity; and iii) other changes in circumstance, each of which
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would give WNG an opportunity to chip around the edges of the contract and

capture material elements of monopoly rent.

The most serious flaw in the "boxing in" of the Kansas Pipeline
Group’s niche position by an LDC/WNG contract which presumes WNG’s
monopolistic market share is the fact that the Kansas City market is at a critical
point . . . the advantages of which would in all probability be lost forever. Al of
the economic resources necessary to create a competitive environment are currently
in place. It has taken Kansas Pipeline Group millions of dollars, more than six
years, and broad entrepreneurial efforts to reach this point. If the resources which
present the opportunity for a competitive alternative for natural gas and natural gas
transpprtation in the Kansas City market are dissipated, it is unlikely that Kansas
City would readily find the opportunity to develop an alternative competitive
transmission source'®. Further, since there would be no coinpetitive pipeline
capacity, there would be materially less commitments by producers and othérs to

bring competitive natural gas to the Kansas City market.

13 While in the narrowest view Kansas Pipeline represents an alternative

transmission source, Kansas Pipeline also accesses new natural gas production
areas and creates for the Kansas City market the potential for gas-on-gas and

pipeline-on-pipeline competition at a level which would produce substantial long
run benefits for the city.

" 20
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he Im f mpetition

WNG still has a 91 percent share of the Kansas City market. If WNG
solidifies its control over its 91 percent market segment or even some modestly
smaller segment by anti-competitive contracting or other means, WNG will be a
near monopolist with extreme market power in the Kansas City market. This
means that WNG would again have the opportunity to extract monopolistic profit
from its customers and, given its past performance, limit services and options to
its customers by subordinating customer needs and requirements to WNG’s own
objectives.

Furthermore, because of WNG’s substantial market power and because
of the competitive imbalance in market share (WNG 91 percent, Kansas Pipeline
Group 9 percent), a permanent partitioning of the marketplace or reduction in the
competitive threat could undercut the viability of Kansas—Pipelinc Group. Kansas
Pipeline Group remains quite small by the standards of the pipeline business.
While progress has been substantial, competition in this market remains fragile and

the Kansas Pipeline Group is a new company, in a hostile environment, facing an

- entrenched monopolist who claims that all customers in the market belong to it.

To constrain or merely not support Kansas Pipeline Group may jeopardize its

viability or its effect as a pipeline supplier to the Kansas City market and will
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certainly further solidifsf WNG’s already strong position.
R n Limitin ition

If, by virtue of restricting Kansas Pipeline Group to a "niche" market
share, WNG is given the opportunity to once again become a monopolist in.the
Kansas City natural gas transportation market. It is certain that WNG will engage
in the practices it previously used as a monopolist when its pricing practices
generated monopoly revenue which proved unsustainable under competition.
WNG management would move to load its existiﬂg stranded investment as well as
its historical lost return onto remaining customers'®. Management would also
eliminate its current practice of discounting authorized rates to meet the
competitive threat and, finally, the contribution from the pipeline to corporate

overhead would almost certainly increase.

The Cost of Limiting Competition
The cost of diluting the competitive environment, limitation or
partitioning of the market or any other change which would lessen the competitive
threat for a meaningful segment of the Kansas City market for natural gas

transportation, will occur in at least five areas:

14

This would require a regulatory initiative by WNG and there is no
assurance of success. In fact, it is almost certain based on some FERC
pronouncements that complete success is not possible.
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= Continuation of the embedded annual savings of $19.6 million
(historically achieved as a result of Kansas Pipeline Group’s niche in
the marketplace, coupled with the threat of additional market
penetration) will be jeopardized.

. The related economic multiplier impact of two times the embedded
savings (an additional $39.2 million per year) would likewise be
jeopardized.

" Future growth in the level of competitive savings (an additional $30

million per year) shall be lost entirely.

= The additional economic multiplier effect caused by increases in the
amount of annual savings (an additional $60 million per annum) will

shrink in proportion to the loss of future growth in the embedded
savings.

u Many of the supplemental non-price benefits produced by Kansas
Pipeline will be lost or limited.

The loss of the current savings and the loss of the benefits from

further competition assumes a change in market structure which leads to a

withering of competition. It is also assumed that the loss will be spread to all
customers on the system including the Kansas Pipeline Group customers'® and the
shrinkage in benefits will multiply as a rippling contraction throughout the regional
economy in a mirror image of the way the embedded savings were increased

through the economy by the economic multiplier effect.

L Spreading the cost of restoring monopoly power of WNG to all of the
customers is a result of the mechanics of the purchased gas cost adjustment. The
clause spreads changes in average gas cost to the entire customer base.
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] Savin

The December 1992 report on the impact of Kansas Pipeline identified
a going level or current and continuing embedded rate of annual savings of $17.4
million flowing to residential and small commercial customers and $2.2 million
flowing to larger non-firm customers resulting from the competitive effect of the
Kansas Pipeline Group. This savings amount can be defined as the increment of
monopoly profit eliminated by the competitive threat (and success) of Kansas
Pipeline Group given the size of the market, Kansas Pipeline Group and WNG*¢.
The savings is a result of the threat of continued competition from Kansas Pipeline
Group and the effort of Kansas Pipeline Group to continue to attract volumes from
WNG. with more attractive prices, additional service and/or a combination of both.
If this wasn’t the case, it is reasonable to expect that WNG would price its product
to recapture as much of the embcﬂdcd annual savings, $17.4 million of savings
flowing to the residential and small commercial and $2.2 million flowing to the
larger non-firm customers, (which from WNG's point of view is $19.6 million in

lost annual revenue) as possible from its remaining market share.

16

This level of savings was produced by Kansas Pipeline Group
successfully attracting about 9 percent of WNG’s non-mainline KPL Gas Service
sales. Substantial potential for further savings exists in the remaining 91 percent
market share.
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To produce monopoly rent at this level, WNG would raise prices to
the customer base which it controlled in an attempt to recover as much of the
$19.6 million of lost revenue as possible. The feasibility of recapturing the entire
$19.6 million of savings can be estimated by examining the initial derivation of the
amount in the December report.

The December report identified the annual savings as comprised of

two separate components:

Source of Savings Amount

Savings from substitution of
Kansas Pipeline natural gas and

transportation $ 1,222,695

Annualized savings from competitive

market effect 18,436,916
Total annualized savings $19.659,611

The element of the savings related to the substitution of natural gas is
a result of combined gas-on-gas and pipe-on-pipe competition. Even after WNG
establishes market dominance over 91 percent of the market, there should be

significant regulatory reluctance to permit it to recapture the savings associated

~ with gas-on-gas competition. Assuming that 75 percent of the substitution savings

result from gas-on-gas competition, it is reasonable to assume that $917,000 or 75

percent of the total $1.2 million savings would be secure.

/
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The second element of the savings, the competitive market effect is
i) in part a function of stranded investment which is no longer earning a full
return; and ii) in part a function of WNG’s accepting as a competitive response to
the threat of Kansas Pipeline Group reduced returns. On the other hand, that
element of return which WNG lost as a result of competitive pressure would be
subject to recapture from the remaining customers assuming it did not involve
stranded investment.

To estimate the amount of potential recapture, it is reasonable to
assume that WNG would argue that only a small portion of the total amount was
related to stranded investment. This would enable WNG to try to reload onto
remaining customers a substantial percent of the iotal loss, but WNG would be
forced to achieve réload under a different guise. This is because there is a high
probability that regulators, specifically FERC, will not authorize a reloading qf lost
income. Reloading is antithetical to competition theory, since it makes compeﬁtion
harmful to the customer. This is in direct opposition with the trend of recent
FBRC decisions which clearly uphold competition as the path to lower cost gas and
transportation.

Because of the problems, recapture of lost profit will require more

than one rate proceeding and it is reasonable to expect that WNG would be able
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to successfully argue that only 10 percent or so of the loss was related to stranded
investment. Thus, it could successfully reload 75 percent to 90 percent of the lost
return onto its remaining customer base without calling it "reload”. This means
that the total recapture by WNG would range from $14.7 million to $17.6 million.
This represents a significant part of the original and ongoing savings genérated by
competition in the natural gas pipeline market serving Kansas City!’. Unlike a
situation. in which there are two meaningful competitors capable of intensely
competing for uncommitted market share, competition in this case (or the lack

thereof) would provide no restraint whatsoever to the regulatory strategy of reload,

because Kansas Pipeline Group would be "boxed" into its “niche" position of only

a 9 percent market share without any possibility (or threat to WNG) of increasing
its market share.

-It is of vital importance to recognize the critical distinction between
"re-load" opportunities available to WNG in a market where -competition and
regulation can be used to restrain "re-load"; versus a market in which competition

is effectively removed (such as in the case if Kansas Pipeline Group is boxed into

17 Because volume decreases with price increases in a monopolist’s price

produce disproportionate losses in economic welfare, i.e., the total welfare cost
associated with an increase in price, is greater than the revenue associated with
such increase. This loss is at the first level or in the direct market. When
multiplier effects are considered, there is a much greater loss of economic welfare.,

i
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its 9 percent niche market share). In a market where competition and regulation
both exert pressures on WNG, it really is of little import whether or not FERC
would allow reload completely, in part or not at all, because the continuing threat
represented by further meaningful WNG market share deterioration would supply
a real compefitive restraint to reload . . . a restraint which simply is not present
if Kansas Pipeline Group is boxed into a 9 percent niche market share. In short,
meaningful competition is a better antidote to "re-load" than regulation alone.
This is not to say that regulatory prohibition and/or restrictions to "re-load" are not
desirable and helpful in the formation of a truly competitive market; but it is to say
that competition, coupled with regulation (or even without regulation) is the LDC’s
best defense to "re-load".

onomic Contraction Related to Lost Savings

As savings were originally generated for the Kansas City economy by

the competition from Kansas Pipeline Group’s entry into the market, those savings

flowed through the economy and multiplied in effect as a result of the economic
multiplier. The December 1992 report estimated that the original savings amount
of $19.6 million per year would also produce a multiplier savings of two times that
amount or $39.2 million per year. If the total savings are reduced from $19.6

million by $15.5 million (the average of the range), the economic impact of that
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reduction would be a contraction in regional economic activity of twice that
amount. |
rowth in 1 Savin
Limiting the threat of competition will jeopardize if not eliminate the
growth in embedded savings which can be expected from continued competitive
activity by Kansas Pipeline Group. If competition widens, it is reasonable to
expect growth in embedded savings from three separate factors:
. Increased levels of business by Kansas Pipeline Group.
" Continued competitive response by WNG (reduction in WNG’s
remaining economic rent) in order to prevent even further

deterioration of its market share.

= Increased economic multiplier benefits of about two fimes the direct
growth in savings.

The growth in savings assumes that so long as there is an opportunity
to produce a reasonable return from competition, there will be incentive for Kansas
Pipeline Group to commit capital to capacity-additions to move the competitive
process into succeeding stages. As Kansas Pipeline Group works to attract new
business to its system at each new stage of competition and as WNG strives to
maintain its then existing level of business, customers will be offered better prices,
better service, more options, and combinations of pricing, service and optioﬂ

packages designed to meet their needs and attract their business. Each time a sale

/
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moves from one transporter to another, it is presumed that better service and/or
long-term savings will be produced. The savings from such transfers, the
movement of the delivery of service to a lower priced supplier and the constant
effort of the competitors to move sales to their side of the ledger, adds to the
embedded annual rate of savings produced by the competition between Kansas
Pipeline Group and WNG. If the competition is limited, all of this is lost.

As consumer decisions increase the embedded annual level of savings,
flows of new free (uncommitted) funds in the region produce economic multiplier
savings which are in proportion to the direct savings associated with these
consumer decisions. The multiplier effect, as noted in the December 1992 report,
is two times the annual rate of savings and as the direct savings grow, the dollar
amount of the multiplier effect savings will grow proportionately.

imate of Gr in Savi

As previously discussed, the best possible market power outcome in
a two supplier market is for each supplier to meet approximately 50 percent of
market demand while maintaining the capacity to serve a much larger increment
of the load. At the same time, in order to provide for a viable market with
continued participation and competition by each supplier, it is essential tha; the

L.DC maintain the viability of both suppliers by committing to each a meaningful

30
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segment of the total market. One possible segmentation of the market by the LDC
which would maximize the purchasing power of the LDC divides the entire market
total into essentially three equal segments committing one segment to the
incumbent supplier, WNG, and one to Kansas Pipeline Group. The remaining
one-third market share, pivoted about the 50 percent market level, would be
perpetually subject to competitive bid by.the two pipelines. Such an arrangement
should produce long run competition and the lowest possible cost to customers as
a result of both the pipe-on-pipe competition which occurs in the market, and the
gas-on-gas competition which is made possible and facilitated by the two pipelines
and excess capacity'.

To estimate the total savings related to further competition, the level
of savings produced by the existing pipeline-on-pipeline éompetition can be
extrapolated using a less than proportionate rate. Kansas Pipeline Group has
captured 9 percent of the market and in the process produced an embedded annual
savings for the Kansas City area of $19.6 million. If the optimal level of savings

will be achieved by sharing the market equally between two suppliers, it is

1 The lowest possible cost to consumers is a function of two sepataté

cost savings -- gas-on-gas competition and pipe-on-pipe competition. The
existence of the new pipeline to Kansas City developed by Kansas Pipeline Group
opens new production areas. This creates gas-on-gas competition and reduces the
cost of gas embedded in customers’ total cost. This savings is not measured in this
calculation.

K 31
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reasonable to assume that if that market sharing and the intense competition it
implies is realized, there will be no further savings from competition once the two
suppliers share the market. If 100 percent of the savings are produced when the
market is shared between competitors on a 50/50 percent basis and if the change
of 10 percent in the market share produced a $19.6 million annual savings, a
straight line decline (extrapolation) in incremental savings from 100 percent to 50
percent Would yield a total expected annual savings of $50 million’®,
Multiplier Impact of Growth in Savings

If the grand total savings produced by maximizing the competition in
the Kansas City market amounts to $50 million and the incremental portion of that
savings is an additional $30 million per year, that incremental portion will flow

through the regional economy. As the incremental amount flows through the

1 This is a conservative estimate of the expected annual savings. While
it is possible to assume that WNG will attempt to reload all of its-lost revenue onto
its existing or remaining customer base, it is more reasonable to assume that WNG
would appropriately evaluate its circomstances and determine that it would become
a competitor in the marketplace. To be a competitor, WNG would decide that

. costs must be cut, expenses trimmed, needless or excess capacity abandoned, and

service produced to meet customer requirements at the lowest possible level.
When companies make this type of commitment, extraordinary reductions in the
cost of doing business can be realized. Naturally, WNG's response to the
competitive threat may be so successful that it will in turn precipitate a response
by Kansas Pipeline Group. If that is the case, it is reasonable to expect that
competition will work to produce the most efficient pricing for natural gas
transportation and sales for the Kansas City market.
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economy, there will be a multiplier effect as the money is spent and respent. The
December 1992 report estimated the multiplier effect at two times indicating that
the level of economic activity will increase by an additional $60 million as a result
of increases in total economic activity from the multiplier effect.
nefi

The December 1992 report identified a2 number of secondary benefits
related to the existence of the Kansas Pipeline Group. Those secondary benefits
involved economic growth and improved economic activity associated with better
supplies, better prices for natural gas during the year and on peak. If the
competitive activities of Kansas Pipeline Group are limited, it is reasonable to
expect that the secondary benefits would be lessened. Since many of the
secondary benefits are related to the promise of a continuation of competition and
occur in later time periods, if competition is constrained, those activities which
have not yet taken place may be canceled as a result of constraints on competition.

nclusion

The December 1992 report on the economic be_:neﬁts produced by
Kansas Pipeline Group for the Kansas City natural gas customers anticipated a
growing annual savings to the customers from continued competitive activity in the

marketplace. Since the issuance of that report, events which may limit or
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jeopardize continued competition in the Kansas City market for transportation and

sale of natural gas have been identified. Four such forces which could partition

the Kansas City market into two separate markets, one served by Kansas Pipeline

Group and the other by WNG, were discussed. These forces are:

The possibility of allowing the current competitive imbalance in the
Kansas City natural gas market to continue.

Regulatory reviews of gas acquisition policies which could cause the
LDC to inappropriately avoid alternative transportation choices to
minimize short run regulatory risk.

Predatory contract demands by WNG on its LDC customers which
could have the potential to foreclose permanent and workable
competition.

Efforts by the LDC and WNG to capture some of the benefits of
competition by negotiation or contract without the physical
development of a real and workable competitive alternative.

If such partitioning did take place, the level of savings produced by

the competitive efforts of Kansas Pipeline Group for the market as a whole could

be significantly reduced. If the change permits WNG to again function as a

monopolist, the reduction in the benefits of Kansas Pipeline Group would be

limited only by the disparity in pricing between Kansas Pipeline Group and WNG,

and the elasticity of demand for natural gas of customers in the WNG market

segment.

The reduction in competition would also lead to the loss of growth in

/
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the competitive savings which are anticipated from WNG’s continued response to
Kansas Pipeline Group’s competitive threat and Kansas Pipeline Group’s continued
efforts to expand its segment of the market at the expense of WNG’s remaining
market share.

Finally, the indirect economic benefit of the direct savings, the
multiplier effect, would also be lost. The indirect savings grow in proportion to
the direct savings and are estimated to be at least two times the direct savings.
Loss of growth would cause the losé of potential multiplier effects and loss of the
embedded savings would cause an actual reduction in multiplier effects already
realized. |

In summary, the loss of savings produced by a failure to proceed with
a competitive solution to the Kansas City pipeline market are as follows:

Kansas Pipeline Group
Economic Impacts

Kansas City Metro Area
(Millions)
Direct
Residential Economic
and Small Large Multiplier Grand
Savings Commercial Users Subtotal _Savings _Total
Historic 1986-1991 $120.0 $7.5 $127.5 $255.0 $382.5

Current embedded annual 17.4 2.2 19.6 39.2 58.8
Potential additional annual 26.7 3.3 30.0 60.0 90.0
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The detail of total savings is attached as Schedule 1 to the report.
The historic savings includes savings from transportation for industrial customers
in the amount of $1.6 million and savings from industrial sales in the amount of
$5.9 million.

Given the substantial costs and the significant economic welfare loss
associated with WNG’s monopoly behavior and pricing, it is apparent that WNG
should continue to be subjected to a competitive threat and the market structure
which has permitted Kansas Pipeline Group to compete with WNG should be
maintained and, to the extent possible, expanded to permit a widening of the

competitive interface between Kansas Pipeline Group and WNG.

36
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SCHEDULE 1
Kansas Pipeline Group
Historic Customer Savings
Competitive Price Determination
(By Customer Class)
Kansas Missouri
Small Small

Year Residential | Commercial Other Residential | Commercial Other Total
VOLUME
1987 40,182,827 16,791,676 81,866 42,660,189 22,526,359 0 122,242,827
1988 42,946,966 17,413,091 57,359 47,161,288 22,373,532 0 129,852,236
1989 42,790,719 17,304,916 104,803 47,058,455 19,670,691 0 126,929,584
1990 48,169,524 16,393,457 144,905 41,879,836 17,825,712 0 124,413,434
1991 42,783,565 15,595,946 65,643 43,626,939 20,840,679 0 122,912,772
DOLLARS
1987 $12,054,848 $5,037,473 $24,560 $12,798,060 $6,757,908 $0 $36,672,848
1988 8,159,924 3,308,487 10,898 8,960,645 4,250,971 0 24,690,925
1989 5,990,701 2,422,688 14,672 6,588,184 2,753,897 0 17,770,142
1980 8,670,514 2,950,822 26,083 7,538,370 3,208,628 0 22,394,418
1991 6,417,535 2,339,392 9,846 6,544,041 3,126,102 0 18,436,916

Total $41,293,5621 $16,058,862 $86,060 $42,429,289 $20,097,506 $0 $119,965,248
SUMMARY:
Total Savings 1987-19M 1991
Residential $83,722,821 $12,961,576
Small Commercial . 36,156,368 5,465,494
Other Firm 86,060 9,846
Industrial Sales 5,913,402 449,573
Industrial Transportation 1,652,697 773,122

Total

$127,431,348

$19,659,611
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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
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.

Assotiata Count Reporters, Inc.
Jeffersen City, MO (S'P:?) 636-7551
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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 17

A. I did make that statement.

Q. I don‘t recall if Mr. Duffy asked this
question. Are you famlliar with the fact that underxr
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?

aA. 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 limitatiomn
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
raegservation.

Q. And that historically cheaper gas you’re

referring to is the gas off the TRANSOK system,

correct?
A, 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 cage, 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.

Q. ' 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 ) Case No. GR-96-450
in its 1996-1997 Annual )
Reconciliation Adjustment Account )

DEPQOSITION OF MICHAEIL 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
ASSQCIATED 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,

PY

1 Associated Cort Reporte
Jeffarson Clty, MO (57”33 53?17'23'1

ASSOCIATED COURT REPORTERS, INC.
(573) 636-7551 JEFFERSON CITY, MO 65101
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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 acgquired 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 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 I‘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, scomething 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 inveolved
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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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

In the Matter of Missouri Gas )
Energy‘s Gas Cost Adjustment )
Tariff Revisgions to be Reviewed ) Case No. GR-96-450

in its 1996-1997 Annual )
Reconciliation Adjustment ) October 26, 1998
Account. ) Jefferson City, Mo.

DRPOSITION OF MICHARL 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
JEFFERS0ON 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 to agreement.

Associated Court Reporters, Ing.,
" Jeffarsan City, MO (57933 636-7551
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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. GO0-96-243 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, 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 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 system alone from
44
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PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

In the Matter of Misscuri 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, NMo.

DEPOSITION OF MYICHAEL 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.
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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 commodit?,
the gas itself?

A. That’s correct. And our adjustment attempts
to take 1nto.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 tolthe difference in fixed and
variable transporﬁation, which is about 7.7 million.

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
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. G0-96-243 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, 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, unquote.

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 system alone from
44
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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 )

DEPQSITION 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 651402
(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 toc agreement.
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correct.

Okay. What Ifd 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
brocad 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 theJMid-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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STATE OF MISSOURI

In the Matter of Missouri Gas )

Energy’s Gas Cost Adjustment )
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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 tﬁe law offices of
Brydon, Swearengen & England, 312 East Capitol, in the
City of Jefferson, COunéy of 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
¥issouri, commissioned in Cole County, in the

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

pursuant to agreement.

mmmumna ftars, |
Jefferson City, ﬁo (t?ﬂ 6%3-7551

ASSOCIATED COURT REPQORTERS, INC.
(573)636-7551 JEFFERSON CITY, MO 65109
TOYY, FREE - J1-888-636-7581

Schedule DML 3-2
Page 1 of 2



TR

w oL ~] U

10
11
12
13
14
15
16
17
18
1s
20
21
22
23
24

25

to the Mid-Kansas 1 contract that wa; lass 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 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 ratepaﬁer?
I don’t have that type of familiarity with the
contract. I’ve not even, X 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-Xansas 2 contract compaxred to the
Mid-Kansas 1 contract?

a, I can’‘t think of one, no.
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City of Jefferson, County of Cole, State of Missouri,

before

KRISTAL R. MURPHY, CSR, RPR, CCR
ASSOCIATED COURT REPORTERS, INC.
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Post Office Box 1308
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Notary Public, within and for the State of Missouri,
in the above-entitled cause, on the part of the MGE,
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Natural -- what I/1l 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 -- I mean, every quarter.

Q. Does MGE absorb those charges or do you pass
themr on to the ratepayers in your charges, to the

i3 |
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and 6:00 p.m. of that day at the law offices of
Brydon, Swearengen & England, 312 East Capitol, in the
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KELLENE FEDDERSEN, CSR, RPR
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and Notary Public within and for the State of.
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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 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 suxrcharge. 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 gemerally referred to as gometimes
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 ratepayerxr?
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A. Yes.

Q. Are you aware of whether or not Mr. Wallis~’
calculations takes into consideratiog 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
vet 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 costs as
a result of FERC deregulation.

The transition charges, if they’re a
surcharge on the tramnsportation invoice, it may --
probably would be appropriate to comsider 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
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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. Yeas.

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. 1It’s designed to kind 6f
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 G0-94-318 as the Commissicon’s

12
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'In thé matter of 't,he imrest.iqati.on of cqtt,ain _
- -APGA*:elnt.ed LESUeS. lnvolvinq ‘Missouri Gas !:narqy.

BEFORE TBE PUBL[C SERVICE COMM!SSION
OF THE STATE OF MISSOURI

a divislcm ot Southa.m Umon c:ompany

'W a:ydon, Sseea:anqan E Enqland; ? c., 312" East Capital Avenue,
. - Pont Office Box 456, Jefterson city, msscutt 65102¢ for Mis:curi Gas Enequ. SR
'-_f.‘dtvisioh of s:»uthe:n Union Campany.\_'_-.- ; A S o

g _-W httﬁ:ney at Lam 251 No:th Srqadway, Snite 200' ﬂichlta, :
;Kamsas svzaz-zm, !.‘or HOUNTAIN. mu a suppxy ccmpany.,_ T , _

mm suff hnto:ney,, xamsaa c&.ty immr & Liqht, cmany, "
C1z20) walnun Steeet, Kansas city, Hisaou:i :suoa, £o: xansas cs.ty Power. & Light -

Cumpany

: 'w Atto:ney at Lm,' 101 'itast McCu:ty St:eec, Bulte 215. o
- Jefferson Tity; Missours. £5101, for Fidelity Natursl Gas,” Ing.; Greeley Gas
Company, a divisicen of ATmos ane:qy Corporation; and ‘rnrt!m !’.nergy cmpmy of

'-m,asoun, L. c., dfbfa Sauthem mssour.t sas Compnny, L-C-,_" : :

w___m and W Bsydon. Swearengen & Snglnnd, p C.o
312 £3st Capitol Avenue, Past Office Box 456, -Jefferson: civy, Hissmm 65102, for. .
-Astdciated. Nahunl Gis Company, ‘2. division of Arkansas’ Weszern Gas. Com:any. ;
Missouri Public Se:vlcef a division ot Utili(:o:p Unitad Inc.._ St. Joseph quhc" .
& 9awar Cc:mpany. and Uniteﬂ t:inus Gaa Cc-mpany.« LT e .

T mmmm Msmtum Gene:al cwnsel. Laclede Ga.s company. 720 clufa B

Street, Raom 1530 sr.. Louzs. Biasouxi 53101, !ﬂ! Laclede Gas Company

mmm Frénch & Stewact; 1001 ‘East Cherry Street, . suite. Fo02,
-Cclumhza. Missou:& 6&201. tor 'rrigen-masas city Enecgy corparanion

- _W..&.W Hendten and. Andne, 235 Sast mg EFeQt; Post Ott:.ae;__
‘Box 1069, Jetzerscm cit:y, mssoun 65102. ror wnuams Na u&u Gas company. )

et

w&m Deputy Assisr.am: Genernl COUHSEI; United §tates” bepa:t.ment of

-Energy, L00C Independence Averiue, $.W., Weshingten, D.C. 20388, for the Um.ted

States Depa:tm&ne of Bnezgy and tha !‘edenl Exee:utwe ngezm.tec

Stusxy W, Gonrad, E‘mnagan, ccmxad & Petcrson, 1 05 Penntower Office Center, 3100;

sroaaway. Kunsu cuy, maaauti 611:.1, toz nid.west. Gan U!&tt Msocnuun

MMM m::orney at. Law, 240 Easl: mgh s::aen. Suite . 203, .
Jette:son c.u:,y, maauuzi 65101, tor che c:.r.y of. !(auus city, H:.ssoun.- A
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w Assacht.e Genel:al Counsel, Union Electric Company, 1901 Chouteau
'Avenue, Posl: 0££1ce Box 149, sr.. Lou:.s, Missouzi 63166, for Um.on Blectrlc

o ComPGRYa

: »'w Seni.or Publ:.c counnl, office ot the Pub]..i.c Ceunsel,
' Post ‘Office. Box: 1800, Jefferson cxty, Hissouri 65102 for the o:frce ot the-
‘APublic COunsel and . the public. : Do ~ o

w: Deputy Genenl Counse].. Hiesouri Pubnc Service Cormu.snon. -post -
- . Office: ‘Box (360, Jettereen cuty, Mlssouri 65102, for r.he ar.att of the M.I.ssousi-
Puhl:i.c servj.Ce t':omitston. R : c : R

" ADM 'II! I'SIB' y "AII! E- Ll . SN
LAWJUDGE: - - Thomas B. Luckenbill, Peputy Chief.

on April 8. 1994, m.ssour:. Ges !:nergy, a d:.v:.sipﬁ of southern Union”" ‘

Cmupany IHGE). tiled a monion te establ.tsh a do::ket to aaeress cer:ain PurchaSed

Gas Mjusr.ment (PGA) related issues. This moti.en was made by MGE under the eerms

- of the unem.mous stipulation end agreemant leed by the part:.es in Cese

‘Ne . GR ~93- 240. Case No. Gn-s:s -24¢0 was the most recent rate case of Wes!:ern

| ‘Resources. Inc. dlb/e Gas Senrice, ‘a ‘ﬂ’estem R-sources conpany ('-TRI) . HGE is t.he,'
E succeasor et HRI w:.t.h respect t:o ell H.‘Lssoun. propert.tes fomerly owned end.,-, ‘

bpe:ated by wn: w,u:h the except:.on or t.ne Pelmyre service area, uhich wesf'_."f .

pu:chaeed by Um.ted Cities caa cempeny . Southern Unien Company (parent of HGB) '

v

- aequired a:l.l the H:Lssourx propetei.es ot WRI, except !.'or r.he Palmyra serv:.ce area, )

‘ on o: abcmt January 31. 199-4.- The unani.moua e!::.pulat.i.on and egreemenl: f.tled :.n

GR-Q!-ZAO deferred all iuuet ruud by the peruea 1n that. proeeedmg reletive'

-eo -the- PGA r.o a .subsequem:-f proceedinq SOme of. these 1ssues |e.g.,. t.ransir.ion

'_ coses) have been addressed by 1nterested partiea end the Miasoun Pub.l.tc Serw.ce-'

Com&s:ton lCem:.ss.Len) .tn caees G'r-ss 32 and GR-95- 33. )
: Ol'l Apnl 15 1994. t’.he COmission istned an Ordez And Nol:a.ce Hh:.ch

eer.abl.uhed a preheering conf.erence -and made parues to GR-93-240 pertxes to thJ.S'

dockec
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;Trigen-Kansee'city'Distriee'Enerqy Corporaclona Wiliiams_Natural_Gas_

. Company:" \'.he City o£ Kanees Cit.y, Miesouri. Union l:lect.ric conpony. Tartan Enerqy

' :I_.Con'pany, 1. c.. d/blo Souchem Missouri Gas Company. L. c.. !‘ideli:y Nnturnl Gu, o

Inc.. Greeley Gas Company, a diVision of Atmos Bnergy corporation. Hissouri:,

'Public SerViCe._a division or UtiliCorp Unined Inc i Associated Natural Gas
:'_COmpeny. a division ot Arkansae Hestern Ges Compeny: United Cities Gas Companyrg;,
'~;S Joseph Light and Pouer Company: Laclede Gan Company; end Cohen-asrey RealAf

:LBetate ell applied tor and uere granred intervention in this proceeding

On July 29, 1994, the perties jointly filed a liat of issues and’’

,positions.__ On or. about Auqust 19, 1994. iu.-:ther statements of posir.ion nnd S

- '.: = recomended pr.occdurel creatment. of issuee were tilod by varioue parties. , Onl. or.

ebouc Septenber 2, 1994 responses to the recomendations ('u‘. various parcies were. -

) filed

On October 19. 1994. the Commission iesued an Order Detining scope

: 0£ Docket P:oViding Notice And Escablishing Preheoring COnference. -Thie_order:

';detined seven issues tor eonsideration in this docket. :

On Januery 27,.1995,:the commission 1ssued An Order Esrebiishingi

9rocedurel-schedu1e;f This order separated the doeket inco tWo phases. On

' 0ctobor 18, 1995 the Commission conVened a preheurinq eonterence Wlth respect

’ to Phase II ot this case.

. On Septemhe: 1. 1995, the cOmmission issued a Report And Order indd g

3-,thia docket with an e!tective date of SEptember 19. 1995 ﬁﬁiéh order dealt withallbti:ﬂ

the certaain issues delineaced as Phese I ieeues.

On Oetober 27 1995, a hearing memorandum ‘Was . filed which provided;'

Vthe pOSLtLOHS of cho parties on the Lssue to. be decided by the commission in

_ Phase II ot thio docket. The issue tramed by tn- Commission tor eonsidoracion

in Phoee II of this doekee is- i

Hhe:her MGB' Purchaeed”.des Adjustment/Actual Cost
"Adjyeemene -(PGA/AChL. tariff provisions. . should be ..
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competent end suba:antial evidence upon the Hhole reco:d& mexes the fellowingis

—

modified or eliminated to effectuate a gas cost recovery
- mechanism where MGE bears financial risk in connect'.z.on e
. with. gas precurement practices’ in ‘addition’ -te .or
'_'_dieti.nct. trom the current prudence review mechanism.

-T°“ Novembe: 6. 1995. the. evideneil:y' heazing commenced. . The-*x

' Levidentiary heazinq adjourned on November B, 1995. Briets have been !ued and
- ;-the Phase II 1ssue tand related subissues as 1dent1£1ed by the parbiesi a:e now"?*

_before the Commiasion for decision.'

'I‘he H:Lssoun Publ.tc Se:vice Cmmluion, navinq consideted. all of the"

Tf tindings ot tact..

MGE cu:rently operates under taritt provl.s.tons approved by the '

‘-'Comm.es:.on whxch allow MGI-: £O- alte: the rates !or r.he cost. of . gas outsxde r.he

-"context of. a general rate case. The ?ucchaued Gas Adjustment turirf p:ovuions
establish a process whereby HGB may period:l.cal].y ﬁ.le estimted chnnges in the
_-cost ot gae 1t obteins trom supplxezs of natu:el gae.- HGE :hen makes _an- A:tuelJ<
cost. Ad;ustment (Acm filing eﬂ:er each’ tﬂelve—month ACA pexiod 'rhe ACA filmg
: ;'_;e mlde te ensu:e :hc: qae costs pessed cn to customers retlect the MGl-'. s actuel;-‘”
= cost. ot gas.. In adcu.t.ton, the ACA :umq and related cont.esf.ed case. provide :he-fﬁ‘_

_.7_.'_1 com&esion an oppo:tun:.ty to review the prudence ot deciszons underlyi.ng gas

E . costs pused on t.o retepeye:s by ‘MGE throuqh the PGA provisiohs..\_‘

' 'rne partxes dlvlded :he issue as 1den:if.1ed by t.he c:»mtssj.on .tm:o "-_

aevetal aubusues.. 'rhe comsuon ui.ll add:ess the .tssues as f:nmed by the
- par.ties to t.he cese. . The t.i.:st two sub.tssues axe 89 - closely teleted that l:he'f

_Comrru.ssion m..l]. consolidat.e t.hem for purposes ot this Report And Order. |
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1. Should the rGAIAcA,p_mc'_u; be eliminated?

mechanism should not be

~an- 1ncentzve aspect cnn be adde

:':._ in liau ot‘ the PGA and i.ncenr.ive' PGA mechunisms., MGE stntes that use ot a .

*

ms:hnmsmx?

MGE:': pos:.uon 15 that r.he PGNACA process should not be elimnnted.

\

MGE atates r.hat. the PGA/A.CA has Served t'.o keep costs r.o ratepayers .low by

rallou.i.ng gaa compa.mes l:o-deal with pr:u:e tluctuat.ions outsxde ot r.heu: conu:ol. .

MGE: stacea t'.hat changes 1n tederal regulat.ion ot the natural qas .1.ndus:ry preaem: o

- an; oppoztumw to modity the PGA/ACR proce.ss to previde a p:ocess which l.s -
. deslgned to- allow a. :l.ocal disr.ribuuon company nn incenti.ve :o minlmze overall

':gas cosr.s u:.thouc"='jeopa.zdiz:.ng reuahnity. ' MG!‘. sta\;es that. t.he PGA/ACA_

:liminat.ed :I.t the :eplacement Hould be to thrust_.‘.:a

A cons!.dezat.ton or ga: costs mto a 'tncli.tional rate c'ase., HGE furl:he: sta:ea chac '

Jto:the existihg PGhJACA process co reduce :

: vpor.ential l;tiqation ove: p:udence isaues and reduce :he adminis::ative._

' requ:.rements of the sr.ntf ot.,:-the comuission (Sta!ﬂ-

HGE at.at.es that tucu.t.i.onal ra.t:e case txeatment should not ba used

-

traditional rate case t:o deal wil:h qas costs would not be .1.n the ratepayers' best :

: lm:erest. HGE states that e.luuna.tion ot the PGA/ACA process and replacement d’:'..-
. t:hat process un.h ‘a- l::adir.ional zate case will shxtt siqniticanr. market :j.slc to

" the utiu.r.y company. ?.hus ::equit.tnq substnntially h:Lgher ru@aa of :eturn and 3!,'-__;

correspond;ngly m"’her ‘cost °f 395"1“- 1“‘31“‘!1"9 lnctéAS‘eu workinq capl.r.al:'“

:cqul.xementa and .tnc:eued gu cost.s. MGE sl:ntu thlt :u:ea ‘of return have been o

set for the past 30 yeata for gas compan:l.es on the assumption l:hat the mazket )

: price ‘of ga.s is flowed t.h:ough to ‘consumers w.tth no p:ofit. to- r.he gas compnny.'

MGE states that qas p:&.ces..uh:.ch are now set . by t.he ma:kel: as a result of

jfederal de:egu).auon, have demonsr.ubed sigm.f.:.cant vo:l.a:nir.y MGB scates cna:'-:-”
_gas cost.s are a siqnificanr. part’. or t.he overall cosr. of. ptov;dinq gaa serv:.ce.

‘ HGB sut.es t.hat. thts comb:.nar.ion means r.hae ir. mn be ditucult r.o ar::ive at. gas '

Schedule DML 6
Page 6 of 28




- costs Ln a !rldttional zate caaa that are repzeaencativ; of the tuture without

_zisking ugnxncant quns o: 1esus by t-.ho ur.:.nty. ' nG!: states t.nat. the

','f,'mnqnitude e! sm pﬁuntial 1ones could seneuny jeapardiu the unanciu

o w.nbsnty of uhe company. MGE sutes chat ta requlte the gas company tr.- take on

ehese siqnitwam naw nsks uill zequire a: corrcspond:.nq .’mcteaae Ln the allowed

™

-~

Pl

A:re:n:n on equity to compehsate 1t tor these risks. MBE turnhe: szabea than no
=”othez :tates treat ga: costs as. & component ‘of the caat of service Ln ‘a
'trad:.uonal rate case ao use ot t.he ttadiuoml :ate cue s:'o: handl:.ng qas costs

".-uould make mssou:i unique. which wculd furthe: camplica'

- p:acess ; i"

rate of retum :;_j:f C

sutz stacea nhac r.he cu::an; !GA/ACA pmcess 18 adm.tn:.ar.ruzively .

i

'_-cumb;zsome and daes aot. provide posiuva incem:.tves foz succauful manaqemenr..
St.atf states that othe: altematives such as handling qas costs .m a- general rate
.:caae my not be tcus.ble givan the vclat.inty oﬁ the spor. mar.ir.et. amd the nat.ure
' ‘A:;ot l:he mnc procees. . Stait sr.atu t.hat it s concernsd wit.h the J..t.kely pat:en:ml
'--tor highe: capiul costa asaocia:ed wit.h changes t,o the eu;.r.em: qas cosn ::ecovez{ 7
fmechanxsm that will cause 1nc:eased volnt.:.li‘r.y :m earnmgs. '
| 'rhe Statr atates that ;u; does not believe a rata case appzoach should
| be used 1n 1iuu of che cu::ent rwnc.n p:ocass. Staft states that even though
' l- tltc cun app::oach could pzovidt positive. mcentivas tor efnciency :Ln t.be‘ -
' -:"'p:ocurement of qu, it- does nnt. adequat;ely add:en t.he usue of spot mrket -
.. volatility and the curzant. nature ot the !‘ERC proceas.
| The Otf:ca o£ the Publie counaal GOPCI statcs ‘its beliet that the
e PGAIACA process snould ‘be. elma.naud. . oee pzov.tdes ﬂ.ire reasons ‘tor its

CL position.- !‘u:st., ovc scace: :hut r.he hx.ctozical has.ts on which f.he PGMAC.R haa‘

been baaed has changed Hit.h the enactmem ot O:de: 536 hy che Federal Enetgyl

) - AP L B B .

' Reguhta:y Cc:miasion (FERC).A Second, OPC states that t.he ACJ\ and :elated_.

E ptudence revuw !au t.o adequat.ely monir.or anc! entorce p:udnnt. qas p:ocu:emenl: .

Lo >
Y
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"‘procesoes. : anr&. treditfonel ‘regulation or an alternative roguletory tormat

PomeS :
I \J ltotal cost of aervice) would provide better :meentiver to mlninu.ze costs .-.subject
to risk end reliab&lity and 1mprove prof:.tability._ !‘ourth. the current PGA :

tocuses on only one coat component ot Mtss's cost o! service, qas supply oostn._‘_

': :"OPc be].a.eves the tocus on one .CO8t’ i.n detorm,ning a rate “is not prudent

regulatory pou.cy and constitutes illegel s:.ng.'l.e issue ratemaking Pitth, tne )

eu:rent ACA ptocess roeuses on only one cost component ot HGE 1 cost ot servzce. i

qae eupply eosts. OPC believes the tocus on one cost in determa.ning e rate 13- L

_ not prudent regulatory policy end j.n the case ot the ACA const:tutes not only' :

R L single-iasue ratemak.tnq but also retroeotive ratemaking. U

opc ﬂ.ates that 1t bel:.eves the traditionel rate case treetment :.sr

the eppropriate method to cleal witn MGE's gas costs. OPC states that trad:.t:.onal o

' rate case trentment would give HGE better :anentives to mnimize costs sub)ect,

to nsx and reliabilll:y and to mprove proﬁ.t‘.s.- OPC states that, moreover, 1t,--‘ '

5o believes 1: J.e better regulntory polrcy to review ell costa of serv.tce :Ltem.s at:

base' is’ audited and rev:.ewed as opposed to 1solat1ng ohe .cro_s't ‘ot serv:l.ce;.tem,
gas-costs.. ' N ‘
| 'rhe United States Department of Energy (DOE) states the PGAIACA‘
proeers shou].d be eums.nated. DOE: supports the posit:i.on ot ’qﬁc-and ~“the. testimony-;'.-_.:
and reasoning ot OPC witnese Hr. ‘rr:.ppensee.,: DOE egrees with OPC that because:_t:
' of-the recent chanqes 1n the gas mdustry, the current PGA/ACA process doer not_'f
meet tho requiremntu tor perm.ss:.b.le s.lnq:l.e issue ratmking under staco ox ral.

Ueil.tty COulmors caunc.u. ot m-ou.t, .l:m: v. Pnb.l.d.c .Bn:ue. cam:.c.j.on.‘

885 s.W.2d: u o: bane 19'm '7 A _"_ BN

H:I.duest Gas Users A.ssociation (m;um states that Ak, believes that at

' the present tl.me the stntutory rate cese treatment is the onJ.y Ieutul ena"
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for a’ rate’ znereese

An: the LDC's purchased gas costs, the PGAIACA procesa ensﬁr

Y
.
i .

'-posltlon thet the plnn or form. ot gas cost recovery tor gas utllltles shouid be

oftectlvo‘means ot-oxplorlng all relevontftactors'whloh;mrgfoeflqyolVeoIlq,ozneed

- Lacl.ede Gas Company u.aclede) states that the PGNN:A prbceoo ahould :

nor. be ollnu.natecl because it cohtinues. to pertorm functions that are vltal to

o

protectlng the 1nteresta o! both local dlstributlon company (LDC) rotepayers and

 fLDc shareholders. Laclede contlnues by statlng uwre spec;ficolly that by

V‘petmlttlng rates to be adjusted on a. tlmely basis to re!lect substantlal changes

"'&E-”I“r

€ustomers . will not be- erbitrarlly deprlved of the beneflts ot»slqnlflcant qas

..coSt decreares ond that" the flnnnclal 1ntegrlty ot LDCS. and thelr ablllty to o
rende: rellab].e serviee, wlll not be contlnually threatened by qas cost lncreases

" that- the LDCs are. powerless to. intluence.-

. Laclede statos that tho trldltlonal rate case epproadh is such a. -

| qroesly lnadequate and lmprectlcal altornatlve £or recovering purchased gas costs

thot tho connnaslon B uso ot ouch t mechanlsm uould constitute an abdlcatlon of

"*fthe Commloslon s stetutory duty to set just und roesonable ratee. Accord;ngly,_g
Laclede statea thet the - tradltlonal rate ‘case approach should not be used ln .‘La.eu o

B ot the PGA or 1noontho PGA meohonlomo

The small LDc Group ('rnrtan Enerqy Compeny, n C.,,d/b/a southarn

. Hlsrouri Gas. company. L c., Fidelity Naturol Gos. Inc.. and Greeley Gas Company.;f

a divislon of Atmos Energy Corporation) states that lt_does not’ believe that a

tradltlonal rnto case opproach 1s pro!ereble to the exlstlng PGA or ‘an ancentlve o

- PGA mechlnnm. Tho Small LDC Group believca that the PGMAGA procen should noet

7:'bo ellmlnoted :or tho LDc 1nduetry, except .on..a. caoe-by-ceae boois. The Smrll,:

'f,LDc Group tnxes noe posltlon on whether HGE s ?Gn/ncnrshould be elimlneted.

Unlon Blectrlc company (UE) does not preSont e posltlon on whethera

the PGA/ACA process ao lt appllos to MGE ahould be el.tmlnnted. - It :.s U!-:'

.l{

i
-t
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o:!-rs no commenu on che spec;tic plnn propoued by MGE

de:crminad in :he concext ot each gas utilxty s pat‘iCUIBI c;rcumseances._-us

Tho COmmlas.ton ::.nds I:hu: nhc PGA/ACA p:oeno should noc b-

R :en;ninated._ ‘The comiasion ﬁ.nds that. t.he PGNJ\.CA mechanism isan. foef—'f-l‘-'e "GY
to handle .the :i.sk associated H’ith short tem ﬁuctuations in t-.he. price ‘of
| '-natural qas. In addiuon. r.he camu.sslon l.s of. che 0p:|.nion tha\: t.he PGA/ACA does .
.not consr..tt:ur.e unlawfu.l. su.tgle-:l.uue :utemking. 'rhe cemsnon's op:.ni.on uxth

reqard to. t.he ugunl:y o: t.he PGNACA mechanl.sm wi.ll be addresaed in’ the

conclus.tons ot Law section o: t.ms Report And °=d°r -_ E

'rhe comd.uion ﬂ.nds thnt the spot mrker. p:ice of natu:al gas

. tluct.uar.es s:lqni!.tcmtly. g 'rhe Cnmission tutther f.:Lnds that approxima:ely
60 pexcent ot the e:i:pensea ot 8 typical Hi.asourj. ,LDC are expenses that the LDC ‘
1ncu:s to purchase gns £or :esale to ir.s custome:s. '.I:‘he Comssian t.tnds that.

A -eliminat.ton ot the PGNN:A process woulcl have a detrimental impact on t.he

tinancial v.ub;lny ot the I.Dc which wou:.d ult.imatel_v ham ratepayers.

'l‘he corrm.ss.ton is o! the op:l.nion that LDCS uould n.kely respond to

eliminat.ion of.. t.he PGA/ACA by increasing t:he requesced authon.zed retu:n on .

equit.y or enqage in a substantlnl 1eve1 of trading d.n nat.uul gas den.vativea to -

hedge aqainat pric:e changu :uks. ‘rhe cOmi.uion t&ﬂs’ that theae a:q

_ undes:.rable outcomes since either of theae would cause the ave:aqe px:ice of

natu:al gaa cha::qed to :atepayers to :.nc:tls..' 'rhus. the cOmss;oh ﬁ.nds that -

: the PGA/ACA process should not be eliminated hecause 1?. is the only pracess

pzesented to dar.e that results :Ln LDca mmr.aininq a level of business r.i.sk that.

ensuzes r.he tinancial viability ot mcs while preser\rinq just and reaaonable

rntes tor custome::. 'rhe com:i.suon. howeve:. would note 1ts concern regard;ng
o r.he lenqth of tuna t.hat. :.t'. takes t.o procesa ACA. cases.:- Fox .\.nsr.-ance, GR-92 80

13 '“ open ACJ\ case coven.ng t.he 1991-1992 ACA pe:iod. g In-‘.adcu.uon,-, AC'J\_ca*aes-'
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oS wWmm WEE B e
N . - o "._ ..

"fcove:;ng -ach suhsequnnt ACA pe:iod Eor Weate:n Reeouzcea, Inc.. or MGE are. 3:111

The Commission tinds that tradi:ional :ate case t:eacment should not

T

2”'be used. ;n lzou of the PGA or anentxve PGA mechan;sms because the PGR p:ocess

.'jLu the only p:ocess presented CO date that results Ln LDcs ma;ntaininq a level

' ot‘ busxness r:i.sk r.hat enaures the f:l.nanc:.al v:.ability ot Lr‘t'.sf:_f’mle presex\rlng_:_ _

e just and reasonable rates for customers.;- '

'mmhmmf

MGE': position is that thn cu::ent PGAIAGA p:ocess should not be

”}jmoditied exelusive ‘of. un anentive PGA.mnchanism.¢ MGE states that :he moditlca— B
:'tions to the EGR suggested by the Stazt Hhich would reduce the frequency ot PGA |
"-ttlings should not’ be 1mplemented outside the contexz of a genetal :ate p:oceed-'
”lihq. MGE states thae the cu::ent thrcnholds tor fil;ng PGAs assume 3 certaln
'-.Lllevel ot cash uorking capital :equizements, since Hﬂs abao:bs the effeets of such‘
':;ﬁ changes up ro- the th:eshold level. Chanqes co nhe threshold PGA tiling level‘:'

: should noc be made outside the context of a gene:al rute case uhere those .¢cash

uo:kinq capital consideretions can- be addresaed. _:

The Staff stetes thlt the triqger mechanism cu::nntly embodied in the

?i 9GA tor HGE lhould be tncreased to reduee the number ot PGA tilings.

OPc takes no poaition on this issue because opc is requescing ‘that

P che PGA/ACA procou be’ eliminnt:ed

DOE asse:ts that the current PGA/ACh should be mndified to exclude

: take-o:-pay and ttansition cost camponents because they constitute meermxss1ble

i single-asuue :atemakinq.

MGUA challenges the use ot the PGA to charqe co::s to transportatidn

Acustome:s uho are not pu:ehasing natural gas trom the uc;lity.

a9 —_— Ve Lo
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'lissue o£ whether a tundamental nwdltication to the prccess is needednﬁe

4.

Laclede staces that ic is opposed to Staff's proposnl o ra;se che

rt.hreshold level ot gas coat. changes necessary r.o tngqer a PGA n.\,.mg. Leclede

_'sutes that sr.atf'a propcaal cculd result in def.erred ccsts or crediee thch are L

.' "too larqe t.o cxpect. LDCs or ratepayer:s to t'.emporaruy absorb.

'rhe c«:miss.ton is ot the op.t.nion that. this 1: nor. t.he upproprur.e

: '.Adccket. to mplemem: an increase .m the threshcld amounr. required t.o tr:.qqer the

PGA t:..l.ing procesa.- 'I.‘he purpose ot Phase II m thia do::ket is to. consider

'fundemenr.al chenges co the PGAIACA process in. relationship to the current B
prudence'- teview mechanism. 'rhe PGA threshold issue is one of mechan.tcal detail

iancl s not r.tpe tor dee:.sion in t:hj.s docket.. ‘which- dea.l.s with’ t.he brcad pol.tcy '

; Ccmmissi.cn uould note that it 19 mk:l.ng no’ decislcn as’ to t.he merits cf t.he PGA

r.hreshold issue. : 'l'he Comiasion 15 ot the op.tnion tnal: d.f r.he parcies have a

: di.spu\:e about the apprcprxar_e level of. t.he PGA £:I.11ng t,hreshold the :Lssue should

: be present:ed to the Comssxcn tor decision in a separate proceeding

- s'r.aft sf.at’es 't:hat- requirlrig Lsz' to suﬁ;ﬁlt m.tnimum t;linq

—— e e aiye

requirements fcr rev.tew pricr to the Acn period would be an 1.mprovement: to- the _

'current PGA/ACA process.: St.art states tha!: chi.-. !11mq should mclude r.he

: prov:.sl.on of some. informauon pri.or te the costs being- incurred in: crder l:o avoid

- an attompt at "ltter-the-fect" justif:.cauon regardmg procurement dec:.ucns by

o either HG!‘.' or’ r.he Staﬂ'.-

HGE's posltion is t.hut ehe scatt has access now r.o a11 ot the

relevant dat.a xr. needs r.o perform its eudi'c tunctions and r.har. edcucional -mn.i.mum

f.tlmg requ:.rements are neu:her necessary nor des:.rable.

' 'rhe cmnm.ss:.on :.a of the opinion that MGE shou:l.d ba requ:.red t.e nle -

' 1n£ormt;on relating to MGE 5 qas supply rel:.abinr.y !or the next ACA penod

i1 |
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.'f,In addltion. 11 HGE implemonts the t:nsncial xncen:xve meehsnxsm as detallod in

P
—y

. this. aepo:t nnd ordez, MGE uill be: requ;:ed co tlle monito:ing :eports at:or the

:"conclusion of ench ACA period These quuirements uill be tulxy explained 1n the

discussion o! the 1mp1ementstion of - 2 ftnsnoiol inoentive mechsniom (subissue 1

e

-hezeinatterlj.

" MGE has ststed that che Commission esn only o:qe:;nsa to 1mp1ement
.thesﬁsooossl that. 1t has.otfered.; HGE states thst the Commiss;oo-has previously‘
_:esched th&s eonclusion in’ ER-9$-411., In that cese, the commiss;on ststed thse{;

o :|.r. ean "not under curtent statutes otder [a ut:Ll.lty] I:o adopt a plan Tto share':

'esrnings with- customers....?“-'

The Commission is. ot the opinion thst the true 1ssUe on thls point

. would be uhether the commission. 1n conjunction Hith Hissouri courts.ecan torce-_

s

P

R a qas local cliscribution compsny to implement s ﬁ.nancial 1ncent1ve mechanism
that the uti.llr.y does not. wsn!: to 1mp1ement. rhe comiss!.on 1s of \:he op:l.n.ton

,"_A} thst .tt has the 1awfu1 authority to order HGE co enter iﬂto e f.tnsnc:,sl :.ncenoiver :'.
mechan;sm othe: than the one proposed by MGE so lonq as the decision results 1n ;:;

setting just and reasonable rates based on cc:mpetenr. and subscsnciol eviden:e. L

' one d:l.scussod .tn sn-95-411 :.n :hst l:he mec'hem.sm 1n ER-95-411 wss sn earnings

sharinq plan whi.le l:he meehsnism proposed by MGE i.n th.‘l.s cose mvolves shanng
T el qes costs or sav:.ngs. Not.withetsnding t.he foregoinq, houeve:. the Commiss!.on_‘
_ hss no :.nr.e:esl: .tn torcing HGE co :unplemenc o. tinmeiai ineenuve mechemsm ohot: _7'7

s

‘an obl:.genon. l:o esr.abl:.sh :he reasonable characteustics or s tinanc:.a.l

'_ incentlve meehsn.i.sm. and hss done 20 Ln chis csse. Lo

12

Schedule DML 6 -
’ N Page 13 of 28

"The timncisl incom:l.vo mochsnism spplicoble 1n t.his case 1s d:.tte:ent !rom the":-_ : i

K MBE does not uane co implement.u The Commia!ion does have on xnterest. and xndeedii, N



..i

Y
pr

e ! . .

Phase I ot r.hi.s pzoceedinq and should not be reconside:ed in Phase II

MGE sr.ates t.hat t-.he concept.s of’ “unbundllng and "incent.we PGAS*' ‘are

mutuauy;excl.uss.ve.concepts 1: "unbuMIinq" .ts usecl m che same sense r.nat Lt has

been appll.cd :e the l.nr.e:state pipelinns. : MG!: statea that Lnteretate pipelines

have d.weut.ed themselves ot the mezchant. funccion and thus seu no gas. MGE: .

= states t.hat the 1ncent1ve PGA appznach tontemplates that; HGE will contmue to

acqui:e nnd :el.'.'. gas to .tt.s cusr.ome:s.. HGI-: con\:.i.nuas by stat.tng chat ir

"unbundu.ng J.a auggested as- :equirinq changes to the transportat:.on structu:e

ot MG: ns a pz.tor condir.:.on, t.lu answer. 15 st:l.ll "no" because changes r.o r.he

r.unsporut;l.on atruct;ure ot HGB uere dealt u.u:h :.n issues 1 :hrough 6 1n this _ s

procead.tnq and nlso m c-r-ss-sz. o W e |
B 'rhe staft sutes that the 1asue or unbundung waa dealt wir.h in . ¢

' Laclede sr.atea that t.here is no - loqical nexus becueen whether'
sezvxces'are unbuncued and whet.her an incent:.ve PGA mechanism should be

:melemenr.ed.- Laclede stat.e.s that one should not. be made contingent -on ‘the’ other._,

HGUA states that MGE should be made to unbundle all ir.s service__'.'-_f -

Ottennqs.. ustm states thar. custome:s should only be requir.‘tr,g s purchase t:hc::L

sexvices that I:hey aesire and are H:Lllinq to pay tor.,‘ '.l‘o ‘the extent pOSsible.

c:ompou.l:l.on should be pentu.t.ted in the p:ovision of these serv.tces. L
) ' HOUNTAIN IRON & Supply company (MOUNTAIN IRON) sr.at.es that MGE'
p:oposul is prematu:e and ant.:.competitj.ve. _HOUN‘I'AIN IRON states tha: real';

competxt:.ve expen.ence 5hould be accuu:ulm:ed by HGE bafo::e n: ansumes r.he

tlnanc;a.l. :isk of. open-markol: buying. HOUNTAIN IRON turche: atates that MGI-: has " o

'_ cl.early ev:.denced :.ts oppos.ll;:.on t.o ra:.: and open compeution m nlss co stﬁall'

b“‘”‘“’ HOUNTMN IRON t'l.r:ther assezts chat HGI-: s qns cost .tncem;:we proposalr‘__:‘;‘

. .|.s d::.ven by ns dominant matket. ahaze ot qas buymg to: its ce:nncated a:ea. "

MOUN'rAIN IRON s:at.es that: MGE's oﬂ.’er r.o shaze prof:.ts w:u:h :acepaye:s .1.5 merely

ey e L |
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- o: imperteet. compeciuon 1n gas purchasmg

incenl:ive mechanism. ‘rhe CQmission 1s ot the op:.nion tl'fii

preeent ayetem.,

PR . o . . B . " - o v . . o . . -

‘ i.n eost ot uceu to mnopoly tenu under. eond.tt.:l.on- ot monopoust;c competitaion

MOUNTAIN IRON states tha: these

A rent.- u:l.n eccrue to HGE's retepaye::s end scoc:kholde:s er. the expense of :.ts

: capr.x\fe customers.

The COmission f:mds that ‘there 15 ne loqical connect:.on between

fArequi:ing HGE to unbundle services end the 1“‘1’19“‘*“‘3""’“ Gt a gas cost.

tféfunbundl;ng of LDC

' serv:l.cea end qes cost intentive mechanisms are- Lndependent co‘ncep\:s. 'rhus, the
canmesion ﬂ.nds that HGE‘. ehould not be required to unbundle service as a pzior

T condit.ton to melementnt.ion o! a ge.s coat 1ncen:1ve PGA mechanism._ :

MGE: etates t.hat .u'.s p:opuaal 1.5 a reasonable approach r.o prov:.de an”
:.nc:ent.tve t.o MGE: to take on additionel risks to provide benef.xts to ratepeyers.

MGE steces that: its p:oposel ia besed on auperior aspects of programs developed

' 1n oche: et.et.es end teilored to some ot \:he unique tectors which epply to MGE.

HGE sutes that 11:5 p:oposal ie r.he only one presented i this docket with- -

N autﬁ.c:l.ent detei]. t.o al].ou implemnution by the COm:sion. 'MGE star.es l:hat tne _

St.atf's proposal ‘AS not compler.e and conta.i.ns unnecessen.ly complex and

sub;ect!wo upecr.s which w.tu not reduce the uguler.o:y compnunee eepecr.a or the:

MGE's proposal uaee a publ:.shed monthly spot ma:ket. price foz natural ‘

| qas u:he mdex), plus a p:emium. 1n orde: to develop e benchmark MGE proposes |
- that l:he pubnehed p:ioes o£ epot muket. ml:uzel gee f::om rns.i.da r.l R. c. ‘s Gas '
L lurko!: quort. HG!-: would uae A we.tqhted averaqe o! the zeporr.ed spot merket
] pr.'l.ces tor tuo p.tpe.l..tnes that se:vo the MGE system. in.luams Neturel Gas campeny g

tWNGI and Panhandle Bastern P:l.pe !.:.ne Cm'rpany (PEPL} The 'weiqht.ing'pr'op'ose'd‘_iby o

MGE. is 10 pezcent wNG end 30 percent PEPL.' MGE witness Langston testified that

o

14
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."'over t:he long term”, MG!'. lnl::.c.lpates that upproximl:ely 30 perc:enr. of the annual

' :spot market prlces because the epoc marker prices: repreaent Lnterruptible, base ,i”7a1

-:{rhac ere varieble Ln use and requirea more reltebilicy then evailnble uirh prt_;j e

”'{'merket gas Hhich qas 15 provided on an interruptible besis. MGB scetes thet 1n‘ e

o order. to meet the req“xrements of customers who expect and dﬂma“d 5°‘V1°e °° keep L

“_fmanner that enru:el"ll) that HGE has nccess to- gar supplies on a continuinq?

' 9oals 1: must pey more. to the predueer (and elso tne transporter} then the price e

".reflee:ed 1n the spot index.

' snatr's recommendetlon ror deeling nith capacity releese reqeaﬁes.f.;

' f_prudence review—by rhe Commission.3'

VZA.because ueacher can meact the aetuel prem;um paid by MGE srat: steces thar the°”"

‘ tolerance zohe should be decermined usinq the: gas. sendout model, MGE s nmst'

volumes consumed uirhxn the Hlusouri diarributxon system u111 flou rhrOugh PBPL.

' HGE proposes thet B prem;um muat be added ro the He;ghred everage o!{

load supplies contracted on a short term basis. HGE steees thar ic: serves laads ;

them warm on rhe coldest day 1n wtnter, HGE must contract £or qas supply Ln aj'ﬁ~a~'

' basis: (2! thet eupplies will be available !or cerms 1onger rhan 30 deys; and f;;»

.(3) tha: volume "suing cnpabilities are. evaLlable to meeb the chenging market:- EE

1demand of HGE'a customers. MGE states that 1n order to ach;eve these contractlngj'g _'

HGE 8" proposal includes caps on porentlal gains end 1osses to MGE'

\

that pu: ‘a. lim;t on the addirional busxness risk caused by the gas. cosr 1ncent1ve,

mechen;sm" MGE stated at’ the hearlng that it was ullling to 1neorporate che_'-

. The - s:etf states rhat the spot marker prigtzfproposed by HG

(10 percent HNG and 30 percent PEPL} is a- rair representatlon or an appropriate-

benchmark 1: certuxn adjustments are. made. Staff sretea that the premium co be

x:added'eo the ue;ghted averaqe'or the spot‘market Indicee:ihould-be-derermined by

usrng rhe gas sendout model and MGE 5 . most recent concract m&x subject to

Snatt staces that a- :elerance :one around the henchmark is needed."

15 }
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zecent con:ract mix and s;mulating -a wide range ot Heather condxt;onq to

'detetmine the varlabil;ty ot :he p:emium aa 'y £unct10n ot uenche: cond;:xons.

suz: aqrees wu:h HGE": proponl. to: caps being placed on qains and'-‘
e
1osse's; ‘staff p:opoaes r.hat; a pipeline tixtd cosr. incent:.va mechanism be added _
tp HG!-: s proposal.. HG!-: ‘has not aq:eed t.o this component ot Sta!.'f s proposal f
The DOE and MGUI\ state tha\: eit.her anenc:.ve mecharu..sm ta:.ls because i

of the prohibiuon aguns: aingle 1ssue :atemkmg.

opC. states thac HGE's and Staft 5- proposa.l.s ﬁ'.i“lll f.ocus mereJ.y oﬁ.‘.-;}-_-

one co.sr. componant or HGE s cost ot service. gas .supply cost.s.: ,—.OPC scar.es that .

th.ts tocus solely on one component ot the coat ot service j.s not-. prudent P

_ regulato:y policy nor- consistent u.tr.h t.he xegulatory f:ameuork escabu.shed by the .'

:_Hissou::. Legislat.u:e. OPc st.at.es chat if the cOmniss:.on adopts an .tncent.iVe

PGA. mechuniam, the as-tiled St:aft proposal should be adopted., )

Tha t:om.tssion finda that HGE should .u::p;l.ement a qas cost 1ncent‘.ure

_mecham‘sm on s three-yea: experi.mennl basis.— 'rhe comission is of t.he opinion-,-,,
‘that ee:tain moditl.caticns t-.o HGE': p:Oposnl are neceasary t_o ensure r.he |
A p:ovision of na:ural gas at just a.nd reasonable raf.es. 'rhe COmisnon Ea.nds that
' the p:emum above the. weighted averaqe ot HNG and PEPL Inl:l.d. .l".l: R c. 1ndices"-:'
shnn be ser. at’ :our pe:cent rut.he: t.han 5 04 pe:cent. ‘ Natu:auy, th!.a p:emium

.above the mlqhted ave:age ot the published spot muket 1ndsces :equizes :emoval ,

of t.he Hyom:.ng 'r;ght Sands contucts :rom the calcu.'l.auons under r.he plan. 'rhus,

 the. Contn.l.ssion f:mds f.har. ‘the- benchmark 13 the ueiqhted averaqe ot wNG and PEPL-. o

znuch r.l.' R.C. .\.ndices plua fou: percent. : 'rhe. COmm.ssion unds ‘that a tole:nnce ‘

zone _ of tour percent !of the benehma:k amount.l nbove the benchmx:k Ls
'_-aPPl.'OPr.tet.e. 'rhe benchmark .1.3 the sa!ne as l:.he t:l.oor of \:he r.ole:ance Zone: - . ~'rt_1-é'.’ SR

ce:.lmg ot the bolerance :one zs 1 04 mltiph.ed by r.he benchma:k : ‘I'he t.oleunce'__'

zone 15 a band .i.n uhich :atepaye:s wa.u f.und 100 percem: ot che :anurred cosr. ot‘:

gas, as they do undaz :he cu:rent mechanism.
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. above r.he weiqhted avexage of the Ina.td. r.r.x.c.A .'anuces becnuse t.h.ls 15
"'cwo percent below the Comnia.-.ion's estimate ot t.he ‘most’ likeJ.,ys':":

'\:'to be - ancur:ed by HGB._-

The mssion 18 of the opinion r.har. the benchmarr should be set ar

Ca 1eve1 uher.e t.he Iz.ke.l:.hood o£ HGI-: ach:.ev:.ng resulr.s .m the upper shannq gz.xd
513 equal to the lzkelihood ot HGE achievlnq resulta in the 1ewc: aharzng g:;d.
"fNG!:'l p:opetal ot havj.ng :he banehmrk ut nr. a 1eve1 appreximat.tng the relulu

e ,fiachieved !oz the cwe].Ve menths ended January 31, 1995. 1s buut upen an, xmplicit

- A_:’_L‘aaaumpt:.en that the mean ot the pzobeb.tli\:y diatnbution foz results ehould be
e ‘.._al: r.he benchmark 1evel. ‘ro achieve an even-handed and symmetrical nnancial
"“}iincentive mechanism, houeve:, the commisalon believes that the benchmark should

K V_,::be _set..:l.n a manner ao thet t.he most likely 1evel of gas eosts ‘is equu.l to the

. ':'benchmatk plus one-hal! at t.he tolerance zone. 'rhus, if t:he tolerance zone J.s

','tou: Pezcent, then t.he henehmark ahould be an estimat.e or t.he mosc likely level
o .-,_.of qas costa leas euo percent Thie epp:oach mkes it equa:l.ly J.ikely char. MGE
__‘shereholders will gain o: lose under the plan. Atte.-: revieu:.ng the historical

'-;dnt:e presented :.n this :eco:d about‘. che ditt‘e:ence 'betneen a.cl:ual costs and

-

"‘7';‘.tna.'l.dc r.t.a c. :Lndices.' the Com:.ssion f.!.nds that six percent’. is a reasonable

'-estima:e o: the di!terence betueen actual gas ‘Costs end the ueighted average Sf

A

_the z‘ns.tda r.l.'.n.c. J.nd.lces. ‘rhus, the appropriate benchma:k is four pereent '

\'*el“_'_o-f__ gas A-cos'.';s_l_:_-."__--_.__

The Comnission has found thet‘: sel‘.tinq r.he henchmark at: four percent '

-above :he weighr.ed ave::age ot l‘.he J:nu.de rE. R ec. indices promotes )us\: and.
Ltolsonable zates becauae thi.s i.a deugned to achieve balanco and ayumef.:y in the’
':V.'tmanc:.al anent.xve mechaniam., ~In add:.tl.on, the CQmiaa:.on tznda t'.he: a
‘;;redueuon an che benchmark trom 5 04 percent co tour percent promotes juse and
‘;reasonable tatea beeause the leVel ot actual gas costa Hh:.ch w.i.ll cnqge: a.
'.p:udence ev:.eu u.l.n be cotrespondinqu :edueed by 1 04 percem: ‘of r.he benehmark

:'lovel 'rhus, ratepayers are protecced more: ttom unuaually h:.qh gas- costs ‘than
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"'they would be uszng HGE's p:cposed benchmark et 5 04 percent above the we;ghtea

-l:°Vﬁ=¢03 ot nhe znnxdo !'t R c.;lndxcea.' S '_ . 7 o

o The Comisaion shell edopr. MGE s p:oposel r.her. che J.nc:entwe-

'me‘cheﬁism'contain tuo dlstmct tanges .wl.r.hin-uhich zatepayers and MGE share on

"e‘50750f5ecr3; The Comniesion uill refer to these ranges as an upper sharinq
‘,__:nnqe end a J.ower aherinq range. 'I‘he comm.i.es:.on ﬁ.nds that the ce:.ling or the ._-—-_A

- lcwcr shn:inq range shall be the benchmark leVel. Thc tloqﬁfaf the 1ower sharan 2

':renge shall be 94 percem: of r.he benchmark level ‘ The Commission rinds that- che

,tloor ‘of the upper shering renqe shall be the ceilinq of. the tolerance zone.' The -

-

'fceil;ng of the upper sharinq range shall be 1. 10 multiplied by the benchmark.;

I!.’ ectuel results durinq a \:welvc-mnth A.CA period plece MGE's . costs

""belou the flccr ot t.he louer shar:i.ng qr.td, 100 percent of r.he aevings achieved

'. below thet t.loor she:I.J. he peseed through ‘to rar.epayers. ' If ectual results’ dur-!.ng

a tuelve-month N:A period plece HGE. Vg - cos:s ebove the ceillng of. ehe upper'

-sharing gr.td, a rebutteble preeumpt;on of mprudence will be associated w:.t.h any .
="costs 1n excess of tha: ceillnq-‘ 'rhe ceiling ot the upper shennq gnd is
"_ ._:erpronmetely 1.4 percen: ebove f.he weiqhted average spm. market indxces. It-:':i )
':naturel gas costs dur:ng a tuelve-mcnth nca period exceed ‘that . level, chcdlj
COmmi.snon would automat..tcelly heve sericus concerns ebouc the qas purchasinq
"practices thar. .lead to those reeults end us:.ng l:he rat.i.onele ot the callaway -
-'_cuce (RE: Uhion.‘l.'.loct:ic c:-pnqr 27 ue. P S. c. (R s.) 183, 192 . (1988)), wh.i.ch
_lAwan repeated in GR-93-140, MGE ucu:l.d r.hen heve the burden to dispel these serious . N

-'concerne tn the mind of. the comn.lasion.

If natural gns cous during ‘a tuelve-month At:A period exceed t.he

. ce:LJ..Lng o! t:he upper eher:l.ng gr.'l.d; en AGA prudence rev:i.ew s necessery.-., chever.
-'so 1ong es ectuel ner.ura:l. qes eosr.s ere equal r.o or- below r,hc ce:.l:.nq ot the

.‘upper sharznq qrxd for a tuelve-mdn:h Acn pericd, no ACA. perxod prudence revieuc

' . s necessery.

18 , R
- Schedule DML 6
Page 19 of 28




: 'rhe _'c.om.:.ssion will net require MGE tu incozpon:e Statf's
"recomundation tor inclusiocn of a pipeline fixed cost. :.ncent.ive mechnnimu because'-
: e :_.:his comiaaion doe: not see suffic;en: jusciticat;ion to: this component. in che_'j_

.'_V:eco:'d. However, the Ccvm.i.usion ia of the opinion thar. HGB s. qaa coat 1ncentive'
"'.,"j_.mfechanism s__hould include Staft s recomendation tor the tuar.ment. of capacityl:

_r":eleue zevenue.s._ -i-;

- ‘rhe cOmmission is coni':erneci that-the usu ot -the gas uout incentiue :
. ; mechaniam hns the pot.enr.ial of causinq HGB to modity ir.s pu:chasmq st.:ar.eqy too
L much in tavo: of short t:erm supply and, r.hus, pot:ent.ially jeopa:dizmg qus suppiy o
| "":eliabi.l.ity Thus, ‘the COmn.ission shall order HGE to ﬁ.l.e gas suppl.y reliabilit.y o |
. data no iat.e: t.han May 1, 1996. . The rilinq shul.l. :e.\.ate :o HGB s gas p:ocureu\ent-_-__-.
'A'st:ategy fo: ita next AC:A poriod {July 1, 1996, th:éugh Juna 30, 1991) The
' .‘ "purpose ot the tiling i= to ensure that HGE procux:es nat'.ural gas .i.n a manner_“
'.‘-':_ rconsist.ent uith the goal ot maintaining gas supply :eliabilit.y : The Comissxor:;_
'ﬁ) . ,shan tu:the: o:dex: MGE to tile gas supply reliability dat.a by May 1. 1997._ and

B ;‘11@. and othe: pa:ties to. 60-96-243 may file. a- zesponse to MGE‘.S gas supply\

- :eliabilicy ﬁ.ling in GO-96-243 no ].ar,e: ‘than June 1, 199%,5£§1une_.11 1997 and“"":

.June i, 1998, f.o: the then imediately subsequent ‘ACA pe:iodw ‘rhe response(s}"_';
' shal.'l. indicat.e whet.ho: the tiling party is in aqreement. Hit;“;(;:ie. It there are.
‘Eateaa of disaqreement.,‘ chose areas shall be identiﬁ.cd and party poaicions_'.
; provided for Ccrmmisaion detemination.r -'rhe c::mmiusion ,shall create docken
. no. 60-96 243 in l:his Report And Ordetr. for r.he receipt of r.he gas supply

"-.-ju:.linbilu.y tilinqs nnd othu: filings pertaining t.o the financial inccncive'

qimechan;sm. CALL parties to Go-94 318 ahall be made parnies to’ so-gsezqa. Any—

partv HLShinq to Hit:hdnw trom 00-96-243 should tile a noni¢e of uithdraual t:om

'360-96-243
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‘ ACA perzod and any othe: 1ntormation necessary for tné:g?xff, Cammxssion, andﬂ

The COunuasxon would point. cut that thzs 1s an.experzmentll proq:-m,
and; ﬁs ahch. new and usetul 1n£o:mation should come abaut in the course of'
uuuz:\.nq the ‘gas cosr. .i.ncanuve mechanism. To tacilitate apptopriate analysis.

oL the zesu:l.ta ot this. expezuuenn]. p:ognm. t.ht cornm.l.n.l.on Shan :oqul.:e thffc .

a monxto:inq :epart be tiled no lacur than Auqua: 1. 1997 which-zepor: uxll,-;-it.;

contain actual gas coscs ot HGE during the July 1, 1996. th:@nagh June 30, 1097 -

other in:eresced persons to verify that the financ1a1 zncentive mechanism has e

- been tollowed. The Inon!.r.oting report Hill be ﬁ.led in Go—96-243. -'l‘he- COmmirssion g
- wlll Iurthe: order HBE to tile monltorznq :eports no later than Auguat 1. 1995..

and August 1. 1999. tor the then imediately p:aced:.ng twelv:-mon\:h ACA pe:iod.

The pu:pose ot the mom.tonng report 1s to ensure t.hat HGE 1s tollouinq r.he qas-'-"
cost :anenuve mechamsm presc:ibed by this ozde:.. ‘rhe statt shall nle, and

ether pa:ties to Go-96 243 may !i].e, 2 :esponle t.o MGE:'s monitoring reporr. no

latez chan Sep:ember 1, 1997 'September 1, 1998, and September 1, 1999. .Thg]

renponse(:) shul indxcu:e wher.he: the nung party 13 1n nqreemenr. with HGE..

If. there are areas of duagreenﬁent, those areas uhdll be identified and pa:r.y

posiuons p:ovxded to: Commiasion detemi.natian- o

The Stntf OPC. and HBB shall file :ecommendations,_jointly or:.'“

: neve:au.y, reqarding Hhethe: the gas cosl: 1ncenuve mcham.sm should be. retuned.

:modui.ed er. e].i.minar.ed. _ 'I'he.se :ecomendations shan be hled no 1ater thnnzil--.‘_-t

'Junuary 4. 1999, in Case Ho. G0-96-243.

The Coﬂmiss.lon mkes no nnd.i.nq as 6, ‘the. necessaty conponents of t.he"" -

' qas supply rel:l.abluty til.'l.nqs and moni.co:.tng report:s. , In order to tncihute L

:thn abllxty of the parties to reach u consensuu ruqardxng tho necessa:y conten:i;s

of ch- qas supply reliabaltty da:a lexngs and nhe monitorinq reports, tnef

:comma.ss:.on 'shall schedule n technical Horkahop " The techm.cal wornshop“ shan .

commencr at .lo 00 a.m. on reb::uary 26 and continue l:h:ouqh February 27, 1596.'
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Qmoniterrnq reports on er about April -1, 1996,

ﬁ cost incentive nmchenism as described in :his order the

1'.,The teehnieal workshop shell be held in Roem SZOA ot rhe lery S Truman State’

' :flo!txce Buxld;ng

"[. The COmmission shall order the partxea to t;le a. Jo;nc recemmenda:ion

‘7-.--'-9: the components ef the qas supply reliabniry data and mon;tor.tng reporre no -
o T-.-larer than Harch 5, 1996, 'rhe Comn.i.ssj.on request.s \:har. the part:.es endeavor to
':f?;identrfy the componenta Le a cone;se feshien uhile prcviding enough eXplanetion
fthac one ‘can tairly diacern whet 1nf.omuon 15 requested . The Commission

"._-‘._.turther requests that. che parties use chelr best ettert.s to r.ry to eqree on the'

:i:fcomponents of the filing.. If there are’ mattexs upon which the parties are unable

 -€;FtO egree, rhen the par:ies may tile a. pleadinq shouing the arees et diseqreement’r

,,.

‘:'.', nnd party por:.rl.ona no’ 1ater than Hnrch 5. 1996 : In addi.tion, _ respomes to pnr:y

'npositxons may be leed no leter rhan Herch 19._1996..

w

The commissien Hill issue en order in Ceee No. Go 96-243 which urll

:r:specificelly identity bhe eomponents of che gas eupply reliabilrty tiling and

‘J-fﬁ There may be 1ssuee relating to . the mechenical details of the gas'

identitled.bur have net resolved.: Ir-such issues exist. the COmmissien uould  2;};1-"
3 P!eter being epprieed of these marters early‘in rhis proeeser Thus, 1: the

parties have 1dent1£1ed mattets upon which they do not aqree in relation co. thee
mechan.u:al operetion or the gas cost .1.neent.we mechanism. a sr.erement o: rhese'

'-;1seues and party poaitions on bhem sheuld be tiled 1n GO—96-243 no later then

-.---Herch 5, 1996.‘; In edd.ttien, responses €o pert.y pesitiens may be E:.led no: later
- g*enan March 19. 1996. .l-'Z.F’T”” ‘A'f',:' , z:fﬂr*fliﬂf'rft'.:ﬂ= “"

l ‘ A t.i.meune .1.s actached r.o t:hls Reporr. And-order to. shou required

'-'aet.iona and frlrngs.' (See Attachment’. A )
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'-:.nvesr.o:—owned publ.u: ut..tlicy enqaged in: r.he pzovzsxon ‘of ne

) The m.ssoun. Puhlxc Se:v.tce ‘commission has arrived at the follou.{nq

conclusions ot J.au._

I-u.ssoun Gaa l‘.nergy, e diviuion ot Southern Union Company, :L’k 'i'm___._ L

The DOE MGUA,_and OPC all maintain that the PGAIACA mechanism is _fog_e

. ‘unlauful n:l.ngle-issue ratemakl.ng because 11: conflicts uj.th the nissouri Sup:eme

.'e fuei. adjustment clause hfhlch had been uged: by elect:nc utilxr.:.es.
'I‘he Comissl.on dete:mines thet there are policy reasons ot paremounr. '

: i_-'-"a.upo:tance tor. :etaining r.he PGMACR mechlnim for the :ecovery of gas costs paid
by Miaeouri local distribution companies. 7 The cm.i.ssion. ﬁ.nds that’.‘ nat.ura_l- gas_ -

coste tluctuat.e u.i.dely on’ a month-to—month and year-to-year basis. The CO:'n'rni‘s:- S

sion tunhe: nnds t‘.ha.t approx:.mt.ely 60 pe:cenr. o: the r.ot:a]. costs ot m.ssouri

-*isaa :nergy' cos:s are tne costs o: gas. puzchased by it. The COmmission tinda
thet. the elimtmr..i.on of the ?GAIACA mechan.tsm could result. .tn large w:.nd!all
Droﬂ.t.s t.o m.seou:i. Ges snerqy at t.he expense ot rar.epuyers 01: losaes eo .u::ge o I

as’ co threaten r.he tl.nenc.i.el vubihty ot m.ssou::i. Gas Ehergy.

‘l‘he Comiss:lon mku the rono\ung observat.ion in connection w:.th t.he

v:.ewu exp:essed hy t;he parties nbout t.he .Legalit.y of the PGA/ACA mechenism

o ;'Minouu :ut.ut.es p:ovide r.har. the cOmm:Lnsa.on hu.s a duty t.o ensu:e thet ch%:‘jzea

mde tor nntural gas are jusr. end reasoneble._ Secuon 393 130.1,. R, &, Mo.¢ 'rhe
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' _Pub.u.c So:vic. miﬂn. 535 s.w 2d 41 (Ho. ba‘nc 1979) ~This case struck down

r

: Conm.ss:.on ﬂ.nds tnat. utes resulting f.:om use’ of l'.he PGA/ACA— chhanl.sm ax:e ju.st N




"'8 HGE-

and -'reasbnable.l The Commission finds thnt use of . n qas’ cost anem:i.ve mechan:.:m .

"as descrxbed in thia ‘Report And- O:de: takes advnntage of che 1ntroductlon ofli
: .'compet.n::.ve f.o:ces Lnto ‘the wholesale natural gns mul:et., and decreues t.he .
"_.zegulato:y bu:den on the state and MGE whi.lc Ichteving an appzop:ute balmce S

betueen the interests of MGE and MGE's :ltepayeru.: 'rhe m case: is :eadily SR

disnnguishable from: l:he situation preaented here because to:ci.ng consideration e
""ot nacural gas cosns .tnto a rar.e case" would seriously jeopard.lze the v.tab.tll.ty :

of HGE. which would eventually be to the detziment: ot HGE's rabepayers as well SR

The PGA!ACA mechanism was 1n1t1a11y int:odnced:anto Hissourl 1n 1962l;

e by Laclede Gas c::mpany._ At that time. mst gas costs h.andled r.hrouqh f.he PGAIA:A T
'.'““hmim "0" -ubject to FERC apprevnl. the m:: that r.he :ar.es paj.d by .

‘ .' Hissouri LDC: ..‘.o: gas were set by the !'BRC support: use o!.' t:he PGMAC'A mecham.sm.

-'rhe !‘ERC has moved towards deregulation of t.he wholesale gas max:ket. pnmarily R

EN

-with- FERC Otde: 636. 'rhus. the weuhead price of natural gas is no 1onge: .

ieguléted However. othe: components of t.he cost o! gas are still regulated by e

. r.he"'- FERC. Transportation charqes from interstate p:.pel.me i

ddi.t:l.on. r.rans.ttion costs and take-—or-pay costs Hnich‘ 'ﬂow t.h:ouqh r.he PGA._;‘-_;

result ‘from’ FERC acti.ons. ‘The Comnj.ssion concludes that. a subsr.anr.ul po:\:.ton-'_-
of the cost, ot qas continues to be sub)ecr. to FERC regulation and the PGAIA!::A'-

_mechnmam centinues to :.tt we.u uit.h the under::l.yinq nnr.ure or tht gu coats-_

".tncur.red by LDCs. .

'rhe Com.i.ssi.on f:Lnds that. the nacural qas 1ndusr.ry xs in the midsr.. .

of & transluon t.owatds compcu.uon :rom :egu].auen. ‘rhe Com:.u:.on f.mds that "

R zemoval of the PGA/ACA mechan!.sm at’ th.i.s t.une Hould be 1nappropnat.e. Moreoverr-.:-f
. the Cc.-mmission l.s skapcicnl as t.o the teas.tb.tl:.ty ot handJ..tnq qaa coscs in A._-:‘
' t:adicional :al:e case: tomt.. ‘rhe evidence is-: clear thnl‘- w:.cle t.l.ucr.ual:iona .ln-.:‘

- qis "pn.qes_“occq: on waekly, _and ‘even ;dauy_,. bns‘es_. .._:.'jfet_, opc_,, MGUR ‘and- DOE

23
Schedule DML 6
Page 24 of 28




_ such’ dnsuc losses thet thc LDC m.ll have to pursue emrﬁbﬁe"" '

:.s far from a. precticel eolution and uae clearly not 1ntended in UUO(

) uh.u:h will be pxeecr:.bed by subsequent. com.tssion order. o

m Reom .'u.OA of- the Harry s 'rruman sr.ar.e otﬂce Building. .

zeconmend thlt the COm.ts:ion e put. .Ln a pesxr_ion oﬂ .;timt:.hg "-h.le vo:l.et:.].e .

costs months o: even years into the rutuze. In eddir.:.on, s:.nc:e qaa costs nc:couri’t

" for epproxxmatel.y 60 percent of I.Dc expenses, if the Com:.ssion s est:.mat.es are -

urong. t:he LDC could reap enormous windfall p:ezi:s. or f.he LDC enuld experience' __:

the eame time, _the cmiselon ant:.c:.pates thac l:he LDC would have to be-

con’pensa:ed tox: r.he inczeased bu:iness r:l.ek thet results f:om t::ear.;ng gas costs 7

J.n a rate cue. It appeus to the Comiuion thet thu scanerz.o, quite limply,

- Fnced w.tt.h these circumst.ences end the .ster.utory obliqat&on t.o setr-:_'-'., B Rt

just and reasonable etes.'

L
authorir.y to: aut.hor:l.ze t.he continued use ot t.he PGA/J\C:A mechanism._. 'rhe Com.ts-.._‘ L
- sien turther coneludes tha!: the gn cost 1ncentwe mechmum euthonzed by thie_
Report And- order auous MGE :o teke edvanr.ege of a more compet:i.cive wholesale-- '

-natu:al gas mrket while placang apprbpnece 1im.i.ta on r:.ek borne'. by MGE.

l'l' IS TH EREFORE ORDERED

R

-..lg, 'rha'r. mssouri Gas Enerqy. a division ot Seuthern Unl.on Company,_ . v
shell fxle ‘no- later than Hey 31, 1996.‘ tari!t shee:s t‘.o mtplement ‘a . gas - cost o -
-'a.ncenr.ive mechenism s.denf..tcal -te :he mehanim proposed earne: in - _this L
...p:oceedinq by Hissouri Gas Energy but; Hil:h l'.he mod:.ﬁ.cat:.ons deecti.bed by the?'._i'_ -

Commiss.ton and cont‘.eined in: t:hie Reporb And o:der. uu'.h euch tar:.i.tt sheets to.

become e!tecuve tox serv:.ce rendered en and aﬂ:er Ju:l.y 1. 1996

‘l‘hat. Caee No. 60-96-213 be, and is hereby, eeubJ..‘I.shed tnr the

: mc“pt ot 9"‘ ‘“PPl?-:“nﬂb’-liw data and moni:orinq :eport.s, :he specxtic'k 3:'75.

-

‘3.- 'rhat. a technical Horkehop wul be held on. Eeb:uary" 26-21, 1996.-' .

-t_test:'__m.gh-- sez'ee\_*,

24
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the Comieeion concludea chat :.t has the 1aw£u1‘_'.""




R '.fJef.!erson c.lr.y, Hiasouri. whi-ch.‘.—uerlgnh:op,-. rhal;{._ comncei ‘at . 10:00 a;m._ on .

N 'reb:ua:y zs 1995.

ot H:.ssouri Gas Energy s qas aupp].y relinbl.l.l.ty dar.u no J.ar.er than Harch 5. 1996.

+

"ai;in Go- 96-243.__;

3*ii]u§;;f That Hissouri Gas Energy shall !ile qas supplv reli!bility data

fr in GO-96 243 R0 1ater than nay 1, 1996, Hay 1, 1997, and May 1, 1996, for the
t.hen imediately subsequent ACA pex.‘iod. o

i‘{jgf Thnt the sca!! ihall tile. and other parties teo. 60-96 243 may

esponse t.o Hissourl. Gas !:nergy s qas supply relxabiliny td.lu\g in _' :

l S " 4 : 'rhat. the purties sha.'l.l. jo:.nt.ly ﬂle t.he reco:mended coruponents

“l{filco-ss-zqs no. later than June 1, 1996, June 1, 1991.5aeq,auge 1, 19;gf :q:.tne;

chen imediacely subsequent AC.A period. '- _ e ?

' ' 7 'l‘hat the pa:ues shall jointly ﬁ.].e the recomended components

- r:t Missour.i. Gas Enerqy s qas costT: l.ncentLVe mechanism monit.orlng report no .l.ar.er :

(\ . .:'_'than March S, 1996._m GO-96—243. L D |
R B That Hiesouri Gas Enerqy sha].l f.tle a,-uggsi-_:cost. incent;ves-‘-—-

:mechanism moni.tord.ng report. in GO-96-243 no la.t.er than Augusr. L

B 1998, and Augu:t. 1, 1999, tor the l:hen i.tmediately preceding ACJ\ period.
' o 9; o 'rhec che Statt shell £.£1e a response ta Hiasou:i Gas Bnergy s
',.wmom.t.on.nq reports in Go—96-243 ‘no later- t.han September 1. 1997 September 1,
; 16,'." 'rhar. m.ssouri Gas- Energy. the Starf and the ottice ot the"‘
-Pub.u.c Counsel shall f:LJ.e i.n Case No. Go-95—243 no 1at:er than January q, 1999 .

' reconmendac:.onlsr. j]oinl;ly or severa:l.l.y, regard.tng whet,her Missour; Ga.s Enel:qy 5

g gis colt .tncent.we mechan:.sm should be retained. mdif.ied or eliuu.nat.ed.

"':-.1 ‘!‘hat e copy ot r.his aeporr. And Order shall be placed :.n :he- .

3 oft:.ca.a.l case papera of case No. Go-ss 243.
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. _;-:1998. and saptember 1, 1999. tor the t'.hen 1mneds.at.e1y precoding AGA period.

1997 _ August 1. ER




: .15: That thosa motions and objectiOhs not. specitically ruled on Ln o

~this Repozc And Oxder are heteby denied or overruled.

‘ -"13'.’ 'rnat. :his Report. And

m:h day or reb:u-ry. 1996. L

'(snnz.)

Jlﬂj{Hueller. Chm., Hcclu:e, K&ncheloe,
- Crumpton and Drainef, CC-. concur
and certify: ‘compliance: with ‘the:
_prov:l.uona of- Sect.ton -586, 080.
“R.S., Mo. 1991.. T :

o ‘Date,d at Jefferson Cit;y, Mlssour.l.-
'='PD thir ;lst ‘day gt Jgnuary,_lsss

l‘-' A

Ml

Order 'shall become etfecclve on the

BY: THE COMMISSION

David L. l_hucli .
- Executive Secretary
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- 2/26-21/96  6/1/9% - o s T ifafe9
T4, . G6.S.R.R.% 61497 ' - er1/98° S ecTM S
'9/1/99

3/19/96  G.C.I:M. " G.S.R.R. 9/1/97 . . G.S.R. R.” ~'9/1/98 Rec.’
i _e.f.n.' ._r._g'l_rit_t‘ T e -

S« g MLRLRLES IR l; St MuRLR. S - M.R.R;

I T

 8/1/96.

" 7"."5/_1/9'-5 “ [ '
- G.S.R:. _8/1/33i

[

51119s;’5 o

‘G;'S._R'f o . BIJ./SB

871799

~“b R- -

'3/5/86  G.S.R.* - M.R.
JR. o
¢ P.p.3

S T w means tzchnical Hozkshop. :

‘?. J R. means jo!.nt. tecomendatian on gas supp).y reliability datn and mni.toring :eporta P.B. m'e'ahsi pleading ,
'_'showing ama ot disaq:emnt a'nd pa:ty positions. L : T O

S P 9 R. means responses t.o patty positj.ons.

. G. s R..menns qas supply reli.abu:lty data.,;_ e

* G s. R R. means responses !:o qas suppl.y teli.abil:lty data.

¢ G.C.L.M. uritt means HGE': tal:ift sheets necessar!ﬂ”ta 1mp.1emetl\’-= MG!‘.'s 9" °°3°1“°°“t1"°m°h‘“1“ i
[Note? tiu.'i.ft sheets must be f.iled no later than 5{,_,, ‘f96 ) - RS AT e e

"M R. means monit.onng :eport., :

| ‘:H R. R, means re.sponses t.o monitorlnq :epott.

' _G c.x H Rec mna reccmendati.ons zegarding whether HGE's G c I H should be reta.lned, mocntied or
e.l;minated ' _ L e ‘ o
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