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CASE NO. GR-88-31 

STATE OF MISSOURI 
PUBLIC SERVICE ~ISSION 

JE~fferson City 

July 19, 1989 

Gary W. Duffy, Attorney at Law, P. 0. Box 456, 
Jefferson City, Missouri 65102 

c. Benson Dushane, III, President-Chief Executive Officer, 
Great River Gas Company, P. 0. Box 967, Keokuk, Iowa 52632 

Lewis R. Mills, Office of the Public Counsel, 
P. 0. Box 7800, Jefferson City, Missouri 65102 

Enelo~ed Und ceu·ti.Ued copy of ORDER .in the «lbove .. numbered callle( 11). 

Sincerely, 

~~4J«d. 
Ha::vey G. 
lecretl!u:y 



EFFORE THE Pu~LIC SERVICE CDMMISSION 

OF THE STATE ~F ~ISSOURI 

In the matter of Great ~iver Gas Companv ) 
of Keokuk, Iowa, for authority to file ) 
tariffs reflecting a change in rates for ) 
gas to Missouri customers and the current ) CASE NO. GR-88-31 
BTU factor as required by the Purchased ) 
Gas Adjustment (PGA) Clause on file for ) 
the Company. ) 

APPEARANCES: Gary W. Duffy, Attorney at Law, Hawkins, Brydon, Swearengen & 
England, P.C., P. o. Box 456, Jefferson City, Missouri 65102, 
for Great River Gas Company. 

HF:AittNG 
EXA:'1tNER: 

Lewis R. Mills, Jr., Assistant Public Counsel, Office of the 
Public Counsel, P. 0. Box 7ROO, Jefferson City, Hissouri 65102, 
for the Office of the Public Counsel and the public. 

Douglas C. lvalther, Assistant General Counsel, :'1issour1 Public 
Service Commission, P. 0. Box 360, Jefferson Cltv, Missouri. 
65102, for the Staff of the Missouri Public Service Comm'lssion. 

Beth O'Donnell 

!~EPOR'f ANil ORDER 



Procedural History 

I 
On June 25, 1987, Great River Gas Company (Company) submitted to this 

Commission a tariff reflecting an incr@ase in rates to its Missouri natural gas 

customers as a result of a recalculated Actual Cost Adiustment (ACA) factor. 

By Authority Order issued June 29, 1987, the Commission allowed Company's 

proposed ACA tariff to he~ome 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 permanent. 

The cfeadline 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 e:ttended. The reply brief was filed December 30, 1 C)R8. The reading of 

the transcript w~s waived pursuant to Section 536.0RO, RSMo JqR6, 



Findings of Fact 

The Missouri Public Service Co.mission 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 thorm to reflect the annual 

required computation of a new ACA factor therehv 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 c.harged Company's ratepayers in Mf.ssouri. Staff 

cites two hnses for this position. The first basis concerns r.ompany's establishment 

of contract demmHI levels for natural gas with its sole pipeline supplier, Panhnndle 

ine Company (PF.PL). 
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Company in future ACA years. The decision to take less than the full ten percent 

reduction affects the remaining life of the contract which expir~s October 31. 1993. 

The second basis for Staff's position concern~ 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 Missouri 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 in future ACA years. The Rtorage contract renewed by Company expires 

~arch 31. 1991. 

Company argues thAt the decisions questioned by St~ff were prudent given 

the circamstances prevailing at the time the decision was made. Company also argues 

that it is unla~tul to graft a prudency analysis onto the review of an ACA tariff. 

Colllpan~ beHaves that the expreu terms nf. its ACA tariff show that f.t f.s dedsned to 

deal ~th the actual cost of gaH not the most reasonable and prudent cost uf gas. 
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Company also argues that the order approving this ACA tariff on an interim 

basis does not provide that the tariffs are sub1ect to refund. Finally, Company 

asserts that it would constitute unla~ful retroactive ratemaking and a collateral 

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 Ho. 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 r~asonable. Staff asserts that this requirement supplies it 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 ar.:tual gas 

costs were prudently incurred. Staff asserts that only the costs associated with a 

local distribution company's (tOC) distribution of gas are reviewed in a general rate 
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discretion. It is the exerci&e by Company of this dis~retioa that the Cosaission is 

reviewing in this case. 

There is a question as to whether the Commission 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 Commission, 585 S.W.2d 41 (Mo. en bane 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. 

II. 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 states thAt there are three elements which, if 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 output of its propane air plant tn assessin~ the amount of 

~· necessary to s~rve its ga~ system. The propane atr plant wns installed to 

m~~t the systn's l'lupply during peak uAage. 

~eeond, St~ff contends that Company should have considered interruptin~ its 

c~st~rs in eatabltshfn8 the amount of 111 ntcea~ary to ~erve the 
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Staff admits that the actmal 

decision made at the time of need. Bo~ver, Staff asserts that Coapan~ sh~uld have 

considered it in esta'!>lishing its de-nd needs for purposes of making th4:! decision on 

renomination. Staff argues that, had Company taken these three elem~nts into 

consideration, it would have seen that it was possible to 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 interruptible or not. If 

the customer's equipment is designed to take gas at the level of one Mcf 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 month is approaching its 

alloc2tion from PEPT.. 

Company's tariffs do not foreclose interrupting these customers on peak 

<iays. Ho~ver, since these customers pay the same rate as firm customers, the 

Cm~B155ion is of the opinion that it iR not imprudent to exclude con!'liderat:ion of 

th~UHt interruptible customers in est11blhhing 11 multi-year demand level. 

The I!!Vi~ence indicates that Company did conllirll"r the t11ldng of ttuthorhed 

tn e!'lrllhl l11hin~ the d~mM1d lev«~1 for th111 reduction opportunity. How!!ivfllr, 
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The CO!Biisst.oa is of the opisioa tbet ~y•s ar~t is recaoaable and 

finds no iii!Prudence in its decisioa to exclude consideratioa of authorized overrun 

gas in establishing a multi-year demand level. 

The evidence indicates that Company did =onsider 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 its 

calculations authorized overrun gas or interruption of interruptible customers, 

Company would need to use the total output of its propane air plant 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 perio~s of peak need over the life of the contract. 

The Commission does nCJt 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 is 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 

elements questioned by Staff in regard to the reduction renominated for the winter 

period. Based nn these findings, the Commission finds no imprudenee by Company in 

U:s dec::tsion to renominate leu than the full ten pereent reduction in the wtnter 

period. 

St3ff states that Company was imprudent in deciding tn renominate les1 than 
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industrial customers in an effort to assess th~ir c~i3ting op~rat!ons &nd future 

needs. Company also based its projected demand lev2l on the assuaption that some of 

the factories shut down at the time of the assessment might open and use Company~s 

gas services. Company states that it could not hava foreseen that these industrial 

customers might switch to transportation of th~ir own gas since the decision of the 

FERC permitting such transportation was not yet issued. 

The Commission determines that Company's decision in this instance was 

imprudent. The information on which Company relied is scant and speculative. 

Company admits its contact program involved only a few customers. Company showed no 

basis 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 imprudently incurred. The Commission has also deter­

mtned that it may exclude items of expense incurred by a utility in determining the 

iust ann reasonable rates to be charged. Therefore, the Commission determines that 

the effect of this necision on Company's gas costs should be eliminated hereinafter 

from Companv's PGA t11riffs to prevent overcollections in future AC:A years. 

Staff <JUI:t!R that Company was imprudent in deciding to renominate leas than 

the full ten pcn·ctmt for the period of April. Staff po1nto Clut that Company'~'~ 

Mll'hmm daily vo luN for AprU during the period 1980 through 1983 wu 13,380 Me f. 
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The Commission determines that C~any va~ !~prudent in to 

renmninate the entire ten percent reduction for the April :oerioo. '!lith a full ten 

percent reduction, Company would have had a cushion of 1, 7 40 Scf over the peak usag~ 

in the previous four yea~s 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 

nropane air plant would provide Company with a cushion of nearly 3,000 Mcf. This i.s 

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 est«~lishing the 

renomination level for April, the Commission determines that the effect of this 

decision should be eliminated hereinafter from Company's PGA tariffs to prevent 

overcollection in future ACA years. 

III. The Decision on Renewing the Gas Storage Contract 

Staff states that Company was imprudent in decirling to renew its storage 

contract with PEPL in 1QR4. Staff contends that the storage capacity purchased via 

the contract was unnecessary to meet the needR of Company's Missouri customers. 

St~ff asserts that Company should have been aware that renewing the contract waR 

•mru1:ce.ssarv since Comp.1ny had already completetl its renomination of contract demanci 

bvt!!h rith PEPt. Sr:aff admits that Company WFI!l ahle l:o save on gas ccmti'Y in 1982 by 

of ~JJJs .-u:ond ptn"!mP~nt to coru:r1.1ct.. However, Staff argu~~< that occurunce dt:HIIS 
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to the 1982 use of stored gas there ~ b~an a dr~tic and c~inuin~ rise in gas 

co1111110dity costa. 

Company states that just prior to concluding the 1984 renewal of the 

storage contract, the commodity cost of gas had risen from $3.6945 to $3.8590 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 choice 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 

costs 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 

taprudent, The evidence on this record inc!icates that Company could not have 

foreseen the ra~id advent of gas transportation by its large customers or the fall of 

~&• price• following renewal of the contract. In 1988, Company realized savings on 

the contnct, 1roy1ns gas at off-puk pdc:ea for u~te hter when prices had rhen. The 

~~ on tftb ncord tnd:lcau• that Company did not have the opt ion to renew the 
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tariff which is the subject of this case pursuant to SectioQ 393.140.11, RSMo 1986. 

The Commission has the &uthority to reviev the p~dency of d~cisions made by Company 

which affEct the gas costs to be recov·ered throush Co!!!pany's PGA and reconciled 

through Company's ACA pursuant to Sections 393.140.5, 393.150 and 393.270.4, RSMo 

1986. 

The Commission has determined that some of Company's decisions affecting 

its gas costs to be recovered pursuant to Company's PGA/ACA tariffs were not 

prudently incurred. The~efore, 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 is, therefore, 

ORDERED: 1. That Great River Gas Company, ana its 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 ?5, 1987, 

Grfl!aU: River Ge& COII!pany reflecting a recnlculated Actual Cost Ad.1ustment (ACA) 

ORDERED: 3. That any objection8 not heretofore ru1ed upon are overruled 
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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. 

WITHESS my hand and aeal of the Public Service Commission, at 

Jefferson City, Missouri, this 19th day of _ ... Ju.,l..,vz...a..· ..._ __ , 1989. 




