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)
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Gas Adjustment (PGA) Clause on file for
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Procedural History

On June 25, 1987, Great River Gas Company {Co&pany?l submitted o this
Commission a tariff reflecting an increase in rates to its Missouri natural gas
customers as & result of a recalculated Actual Cost Adjustment {ACA} factor.

By Authority Order issued June 29, 1987, the Commission allowed Company's
proposed ACA tariff to become effective July 1, 1987, on an interim basis. The
Commission ordered Staff to submit to the Commission on or before August 31, 1987,
the results of its review of the data involving the computation of the ACA factor and
its recommendation as to whether the interim tariff should be made permamnent.

The deadline for the filing of Staff's review and recommendation was
extended and on Necember 6, 1987, Staff recommended that a hearing be held to
determine the appropriate level of contracted demand costs to be used in the
development of the ACA factor. Proceedings were scheduled and rescheduled and a
hearing was held September 15, 1988, A briefing schedule was established and
subsequentlv extended. The reply brief was filed December 30, 1988, The reading of

the transcript was waived pursuant to Section 536.080, RSMo 1986,
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Findiogs of Fact

The Missourl Public Service Commission having considered all of the

competent and substantial evidence upon the whole record makes the following findings
of fact.
I. Introduction

On June 25, 1987, Company submitted a tariff for the Commission’s approval
reflecting an increase in rates to its Missouri natural gas customers as a result of
a recalculation of its ACA factor. This tariff sheet proposed to increase Company's
Purchased Gas Adjustment (PGA) factor by 1.92 cents per therm to reflect the aununual
required computation of a new ACA factor thereby affecting recovery of
under-recovered gas costs for the previous year. The Commission's Staff (Staff)
recommended that this tariff be approved on an interim basis for bills rendered on
and after July 1, 1987, pending completion of Staff's review of certain data.

Upon review, the Staff objected to the ACA factor filed by Company as
overstating the gas costs to be charged Company's ratepayers in Missouri. Staff
cites two bhases for this position, The first basis concerns Company's establishment
of contract demand levels for natural gas with 1its sole pilpeline supplier, Panhandle
Eastern Pipelime Company (PEPL),

Pursuant to 8 decisfon of the Federal Energv Regulatory Commission (FERC),
Company was gliven the opportunity by PEPL te reduce {ts contract demand for natural
gas he ten percent for esch of the efght perfods that make up {ts contract vear with
#IPL., Company chose to veduce {ts contrset demand by less echan ten percent in three
af the efghe contract perfodas and by tem percent in the remsining five pertods,

$2aff belfeves that Compane was {mprudent fn not taking the full ten percent

ton fn sl efghe peviods gliven ehe condfitcions under which ehe decialon was

Therefore, 9aff belfieves that Company should refund $371,989 gs fea Missourt
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Company in future ACA years. The decision to take less tham the full tem percent
reducticn affects the remainiag life of the contract which expires October 31, 1993,

The second basis for Staff's position comcerns a gas storage agreement
which Company renewed with PEPL on May 29, 1984. This contract ensures the right to
buy and store gas during the summer months for use during the winter months. When
the commodity costs of gas rapidly rise, storage of off-peak gas for peak use could
conceivably save enough in commodity costs to pay for the contract.

Staff believes that the storage contract need not have been renewed given
the conditions under which the decision was made. Therefore, Staff believes that
Company should refund $19,676 to its Missourl ratepayers to reflect the imprudently
incurred cost of the contract accounted for in the June 1, 1986 through May 31, 1987
ACA period. Further, Staff believes that costs associated with this contract
decision should be excluded from future PGA computations to prevent PGA
overcollections i{n future ACA years, The storage contract renewed by Company expires
March 31, 1991.

Company argues that the decisions questioned by Staff were prudent given
the circumstances prevailing at the time the decision was made. Company alao argues
that it {s unlawful to graft a prudency analysis onto the review of an ACA tariff.
Company belfeves that the express terms of {ts ACA tariff show that it is designed to
deal with che actusl cost of gas not the most reasonable aind prudent cost of gas.
Company slso ssseres that it {s Tegally {mpermissible to require Company to refund te
i€s customers payments already tendered to the pipeline unless such refunds are
pursuant to cthe terms of the tariff. Companv'’s ACA tariff provides for the
reconciifstion of the d{fference, {f any, between the revenue collected by Company
for gas costs pursusnt Eo {ts POA mechenism end the actual cost of gas experienced by

€s v darfag the perfod {n question. Therefore, Cospany etates that fts ACA tariff

conteupletes the refund to (B8 cudtemere of avercollectlien of gus cestas. Pet,
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Company also argues that the order approving this ACA tariff on av interi=m
basis does not provide that the tariffs are subject to refund. Finally, Company
asserts that it would constitute unlawful retroactive ratemaking and a collsteral
attack on a decision of the Commission to disapprove the levels of contract demand
and the off-peak storage contract questioned by Staff herein. Company argues that
they were originally approved by the Commission in Companv's last rate case as com-

ponents of its PGA/ACA tariff. Re: Great River Gas Company, 28 Mo. P.S.C., (NS) 8

(1985).

Staff responds that all of Company's tariffs are subject to the provisions
of Section 393.130(1), RSMo 1986, which require all charges made by a gas corporation
to be just and reasonable, Staff asserts that this requirement supplies 1t with the
authority for a prudency review. Staff argues further that the ACA review process is
the only context in which the Commission can examine whether Company's actual gas
costs were prudently incurred., Staff asserts that only the costs assoclated with a
local distribution company's (1.DC) distribution of pgas are reviewed in a general rate
case,

The Commisslon determines that {t has the authority to review the prudency
of decisions made by Comnany which affect the gas costs to be recovered through
fompany’s PGA and reconciled through Companv's ACA, Sections 393,140,5, 393,150 and
9%, 270.4, RSMe 1986, Section 397.140.5 states. in pertinent paret, that after a
hesring the Comnisslon can determine the just and ressonable rates te be {n force.
The Missouri Supreme Court hes held that the Cowmsission msy exclude costs in

establifishing the just sad ressonshble rates to be charged, Jtate ez rel. Hoeel

oot inestsl v, Barton, 114 8.W.24 7% Mr, 1960%, Seste ex rel. Laclede Gas Company

7, Pablle Service Commiselon, 800 8.W. 24 J72 (Mo. App. (9B0Y,
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discretion. It is the exercise by Compsay of this discretion that the Commission is
reviewing in this case.

There 1s a question as to whether the Coumission has authority to refund to
ratepayers revenue already collected by Company when the tariffs have not been made

explicitly subject to refund. State ex rel. Utility Consumers Council of Missouri,

Inc. v. Public Service Commissicn, 585 S.W.2d 41 (Mo. en banc 1979). However, this

does not prevent the Commission from excluding from future collection, pursuant to
Company's PGA mechanism, gas costs which have been imprudently incurred by the
Company.

IT. The Decision on Contract Demand Levels

Specifically, Staff argues that Company should have taken the full ten
percent reduction for the winter period of November, December, January, February and
March; the "shoulder" or transitional period of April; and the summer period of July
and August.

Staff gtates that there are three elements which, 1f they had been
considered by Company, would have made it possible for Companv to renominate the full
ten percent reduction for the winter period. First, Staff states that Company should
have considered the total cutput of its propane ailr plant in assessing the amount of
gas necessary to serve 1its gas system. The propane air plant was installed to
sugsent the system's aupply durisg peak usage.

Second, Staff contends that Company should have considered intervupting {ts
faterruptible customers in establishing the smount of ges necessary to serve the
systen. Third, Staff argues that Company should have considered taking suthorized
svereen gas [rom PEPL as needed on peak days. Overrun gas is gas the Company
parchasee from f€s supplier sbove the desand level established betwsen Company asnd

fee supplier. Aothorised oversun ges {5 overrun gas which {e not subjece ete o

penaley feor gee beceuse Conpany hes obtained ehe permissien of Les supplfer to wee
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Staff adwits that the actual taking of coverrun gas =must be an sconomilc
decision made at the time of need. However, Staff asserts that Company should have
considered f{t in establishing 1its demand needs for purposes of making the declision on
renomination. Staff argues that. had Company taken these three elements into
consideration, it would have seen that 1t was possible tc renominate the full ten
percent discount for the winter period and still adequately serve its customers.

The evidence indicates that Company's interruptible customers pav the same
contract demand charges as its firm customers. Company's tariffs provide no choice
to Company's customers as to whether they are classified as interruntible or not. If
the customer's equipment 1s designed to take gas at the level of one Mef or more, the
customer is deemed interruptible. The evidence indicates that these customers are
not viewed by Company as strictly interruptible on a peak day. Rather, Company views
them as customers which could be called upon to curtail their demand by switching to
an alternative fuel when Company's total usage in a given moanth {s approaching its
allocation from PEPI,

Company's tariffs do not foreclose interrupting these customers on peak
days. However, since these customers pay the same rate as firm customers, the
Commission {s of the opinion that it 18 not imprudent to exclude consideration of
rhese interruptible customers in establishing a multi-year demand level,

The evidence indicates that Company did consider the taking of authorized
ovarrun gas in establishing the demand level for the reduction opportunity. However,
Lompsny decided not to include 1t {n {ts final csleculationg., Compuny srgues that {¢
sould be imprudent to consider authorized overrun gas in setting & multi-vesr demand
fevel since swthorized overrun gss can be usad only {f available on the dav needed.
There is no contractusl right to fe. 1F wunaveflable on the day needed, unsuthorized
gam con be puyrchesed only with peswment of @ $10,00 per Mcf penalty bevond the cost of

the gae femelf.




The Commission i{s of the opinsfon that Ccmpenvy’s argument i{s ressonable and
finds no imprudence in fts decision to exclude cousideration of authorized overrun
gas in establishing a multi-year demand level.

The evidence indicates that Company did zonsider its propane air plant in
establishing demand levels for consideration of the ten percent reduction in the
winter period. The evidence shows that, if Company did not include in 1its
calculations authorized overrun gas or interruption of interruptible customers,
Conpany would need to use the total output of its propane air plaant in order to take
the full ten percent reduction in the winter period. Company argues that it was
reluctant to elect a full ten percent reduction that depended on the total output of
its propane air plant since there is no guarantee that this plant would function
without any failure during future periods of peak need over the 1ife of the contract.

The Commission does not find that Company was imprudent in this regard.
Company elected a reduction which depended on the use of one-half of the output of
its propane air plant. The Commission believes that this approach 1s a reasonable
compromise between no reliance and total reliance on one fallible source.

The Commission has found no imprudence in Company's decision on the three
elezents questioned by Staff in regard to the reduction renominated for the winter
period, Based on these findings, the Commission finds no imprudence by Company in
fts decision to renominate less than the full ten percent reduction in the winter
period.

Staff states that Company was i{mprudent in deciding to renominate less than
the full ten percent for the summer period of July and August, Staff points out thet
Conpany's maximun daily volume of pes taken for July and August, 1980-1983, was 2,719

¢'s pesk sctual use for the perfod was 7,989 Mef. Company renomninsted a

domnwad level of 6,000 Mef when 1t could have rencminated at the level of 5,400 Mef.
Company suplaine that (¢ reancwineted less then ehe full reduction because

ef fte profection that there would be growth in gas sales to industeis! contemers.
This profection wws based cpon fnformation gavnsred from sn industrisl comeset




program. This program apparently imvolved sosne discussions with & fev of Cosmpsnv’s
industrial customere in an effort fo assess thelr axisting operations snd future
needs., Company also based {its projected demand level on the assumption that some of
the factories shut down at the time of the assessament mighz open aud use Company's
gas services. Company states that it could not have foreseen that these industrial
customers might switch to transportation of thelr own gas since the decision of the
FERC permitting such transportation was not yet iIssued.

The Commission determines that Company's decision in this instance was
imprudent. The information on which Company relied is scant and speculative.

Company admits 1its contact program involved only a few customers. Company showed no
bagis for the conclusion that the closed factories would reopen.

The Commission has determined that it will not require Company to refund to
its ratepayers the gas costs lmprudently incurred. The Commission has alsc deter-
mined that it may exclude items of expense incurred by a utility in determining the
just and reasonable rates to be charged. Therefore, the Commission determines that
the effect of this decision on Company's gas costs should be eliminated hereinafter
from Company's PGA tar{ffs to prevent overcollections in future ACA years.

Staff states that Company was imprudent in deciding to renominate less than
the full rer percent for the period of April, 5taff points out that Company's
msvisus daily volume for April during the period 1980 through 1983 was 13,380 Mcf,
This figure did not include any {injections from Company's propane sir plant which has
2 capsciey of 2,400 Mcf per day. A full ten percent renomination would have provided

ar with (5,120 Mef per day for Aperil. Instead, Compsny renominated 16,770 Mcf

pery dav.

v explafns that it rencninsted less than the full ten percent

ctfon besanse it subscribed to the principle that & grester cushion s necessary
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The Commission determines that Cospany was imprudeant im fallimg go
renowminate the entire ten percent reduction for the April period. With a full tem
percent reduction, Company would have had a cushion of 1,742 Mcf over the peask usage
in the previocus four vears without considering the capacity of 2,400 Mcf provided by
Company's propane air plant. Even allowing for onlv one~half of the capacitv of the
propane air plant would provide Cowpany with a cushicn of nearly 3,000 Mcf. This is
compared to a cushion for January of about 1,200 Mcf, This January cushion comes
solely from Company's propane air plant.

Since Company has been found to be imprudent in estalishing the
renomination level for April, the Commission determines that the effect of this
decision should be eliminated hereinafter from Cempany's PGA tariffs to prevent
overcollection in future ACA vears.

ITI. The Decision on Renewing the Gas Storage Contract

Staff states that Company was imprudent in deciding to renew its storage
contract with PEPL in 1984, Staff contends that the storage capacity purchased via
the contract was unnecegsary to meet the needs of Company's Missourl customers.
Staff asserts that Company should have been aware that renewing the contract was
unnecessarv since Company had alreadv completed its renomination of contract demand
lewels with PEPL. Sraff admits that Company was ahle fo save on gas costs in 1982 by
ase of gas stored pursusnt to contract, However, Staff arpues that occurrence does
not sake i€ prudent to renew the contract in 1984 when clrcumstances were different,
Seaff notes That Cowpany did not use the storage service in 1987, Given this faet,
Seaff contends thet it s unlikely that Cospany reneved the vontraet {n 1994 because
fg fesrad an fncveane In gas prices.

Compeny eeplaing thet traditfionally ges storage contracts were wsed to

SREPTE e guantiffes due €o monthly curtsllesnts sowetimes placed on gas frem
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to the 1982 use of stored gas there hed been 3 drsastic aad contisuing rise in gas
commodity costs.

Company states that just prior to councluding the 1934 renewal of the
storage contract, the commodity cost of gas had risen from $3.6945 to $3.859C per
dekatherm. Therefore, Company thought it wise to renew the contract. Company states
that subsequent unforeseen events, including falling commodity prices and the rapid
advent of gas transportation, made it uneconomical for Company to use the contract
until 1988,

In May, 1988, Company did make use of the contract to avoid increased
commodity costs and was able to save money thereby. Company argues that it had the
choice of either contracting through 1991 for this gas storage or having no such
option. Company asserts that its cholce was prudent under the circumstances.

Company further contends that it is unfair to flow through to ratepayers the savings
from storage taken pursuant to this contract in 1988 but make Company absorb the
costgs when unforeseen events made storage impractical during the early years of the
storage contract,

The Commission determines that renewal of the storage contract was not
imprudent. The evidence on this record indicates that Company could not have
foreseen the rapid advent of gas transportation by its large customers or the fall of
gae prices following renewal of the contract. In 1988, Company realized savings on
the contract, buying gas at off-peak prices for use later when prices had risen. The
evidence on this record {ndicatea that Company did not have the option to renew the
contract wvhenever conditions seemed optimal. In 1984, Company's choices were either
to foerego the contract entirely or renew it for a seven=year perfod.

Conclusions of lLaw

The Missouri Publis %ervice Commlesfion has arvrived at the following
eonclusions of low,
is & publiec welility subjiect o the jurfedfction of this Commissfon
ters 186 snd 393, ASMe 1986, as smended. Couwpany has flled the
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tariff which is the subject of this case pursusat to Sectiom 393,140.11, ®RSMco 1986.
The Commission has the authority to review the prudency of decisions made by Company
which affect the gas costs to be recovered through Company's PGA and reconciled
through Company's ACA pursuant to Sections 393.140.5, 393.150 and 393.270.4, RSMo
1986.

The Commissicn has determined that some of Company’'s decisions affecting
its gas costs to he recovered pursuant to Company's PGA/ACA tariffs were not
prudently incurred. Therefore, the Commission concludes that the costs imprudently
incurred should not be reflected hereinafter in Company's PGA tariffs to prevent
overcollection in future ACA years.

It 1is, therefore,

ORDERED: 1. That Great River Gas Company, and 1its successor, United
Cities Gas Company, are directed hereby to file for the Commission's approval on or
before August 18, 1989, any tariff changes necessary to implement the decision made
herein.

ORDERED: 2. That the tariff submitted to the Commission on June 75, 1987,
by Great River Gas Company reflecting a recalculated Actual Cost Adfustment (ACA)
factor is made permanent hereby.

ORDERED: 3. That any objections not heretofore ruled upon are overruled
herehy and any ocutstanding motions are denied hereby.

ORDERED: 4. That this Report and Order shall become e fective on the
tsr day of August, 1989,

BY THE ComMIsqton

S ey S, Kbl

Hervey G. Hubbs
Secretary

Seofomeler, (.. Meller,
Flacher and Rauch, €0, Congur,

Seced st Jeffe ity Mlesoari,

on thie 19k dev of July, 1989,
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STATE OF MISSOURI
OFFICE OF THE PUBLIC SERVICE COMMISSION

I have compared the preceding copy with the original on file
in this office and I do hereby certify the same to be a true copy
therefrom and the whole thereof.

WITNESS my hand and seal of the Public Service Commission, at

Jefferson City, Missouri, this _]19th day of __ July , 1989,

e f Hhar

Harvey G. ubbe
Secretary






