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REPORT AND ORDER

Procedural History

On January 14, 1997, Associated Natural Gas Conpany (ANG, a division of
Arkansas Western Gas Conpany (Arkansas Wstern), filed tariff sheets with the
M ssouri Public Service Comm ssion designed to produce an annual revenue
increase for the Conpany in its Mssouri service area in the anount of
$3, 758,936 or 10.23 percent. The proposed tariff sheets bore an effective date
of February 13, 1997.

On January 28 the Comm ssion issued an order suspending the effective date of
the proposed tariff sheets for a period of 120 days from February 13 plus an
additional six nmonths to Decenber 13. The Comm ssionss order directed that
applications to intervene be filed on or before February 24 and that the
parties file a recomended procedural schedule. Noranda Alum num Inc.
(Noranda) and Westar Gas Marketing, Inc. (Wstar) filed tinely applications to
intervene. ANG filed direct testinony and accounting schedules of five
Wi tnesses on February 28. Included in its filing, ANG requested to use a test
year of the twelve nonths ending July 31, 1997, and noted that the Conpany
woul d not object to the selection of a test year for the twelve nonths ending
on Decenber 31, 1996, if known and neasurabl e changes through a period closer
to the effective date of the tariffs were taken into consideration. On March 4
the Staff of the Commssion (Staff) filed a proposed procedural schedule. On
March 7 the Comm ssion granted intervention to Noranda and Westar and adopted
the procedural schedule reconmmended by Staff. On March 7 Staff and Public
Counsel each filed recomendati ons that the Conm ssion adopt the twelve- nonth
period ending Decenber 31, 1996, as the test year in this case. ANG filed its
response to Staff:s test year recommendation on March 17, 1997. By order issued
on March 25, the Comm ssion adopted the test year proposed by Staff and Public
Counsel . A prehearing conference was held on July 16-18.

On August 1 Mssouri Gas Energy (M3E) and United Cities Gas Conpany (United
Cities) filed a joint notion for leave to intervene out of tine and a joint
notion to strike testinony regarding affiliated transactions standards. On
August 11 Staff and Public Counsel each filed responses in opposition to the
joint notion. On August 19 Laclede Gas Conpany (Laclede) and St. Louis County




Wat er Conmpany (SLCW filed a joint notion to defer consideration of affiliated
transactions standards and an alternative application to intervene out of tine.
By order issued on August 20, the Comm ssion denied the notions to intervene of
MZE, United Cities, Laclede and SLCW and denied the notions to strike testinony
and to defer consideration of affiliated transactions standards.

On August 26 the parties filed the hearing nmenorandum and case reconciliation.
On Septenber 5 Staff filed its proposed order of issues and w tnesses. The
parties filed their Unaninous Stipulation and Agreenment on Septenber 5. On
Septenber 15 the parties filed their First Anmendnent to Unaninous Stipulation
and Agreenent. The Comm ssion held an evidentiary hearing that convened on
Sept enber 15 and adj ourned on Septenber 17. Al the parties, except for Westar,
filed initial briefs on Cctober 21 and reply briefs on Cctober 31. Wstar did
not file briefs and did not state a position on any issues in the hearing
menor andum Westar participated in the hearing only insofar as the affiliated
transactions issue, and Wstar did not state a position on that issue at the
heari ng.

On Novenber 5 the Commi ssion issued a request for the parties to conplete a
Revenue Requirement Scenario. On Novenber 12 the parties submtted the
conpl eted Revenue Requirenent Scenario. On Novenber 26 the Commi ssion issued an
order to Staff to identify its proposed tariff |anguage from Schedule 1 of
Staff w tness Hubb:s surrebuttal testinony which applies to four issues. On
Decenber 1 Staff filed its response designated as late-filed Exhibit 97. On
Decenber 1 an objection to the adm ssion of Exhibit 97 was filed by ANG The

conpl eted Revenue Requirenent Scenario will be received into the record as
|ate-filed Exhibit 98. However, Exhibit 97 wll not be admtted into the
record.

Stipulation and Agreement

ANG, Staff, Public Counsel, Noranda, and Westar filed the Unani nous Stipul ation
and Agreenent (Agreenent) on Septenber 5, 1997. The Agreenent provides that ANG
shal |l be authorized to file revised tariff sheets containing rate schedul es for
gas service designed to produce an increase in overall Mssouri jurisdictional
gross annual gas revenues, exclusive of applicable |license, occupation,
franchise, or gross receipts taxes, of one mllion five hundred thousand
dol lars ($1,500,000) which resolves the following issues if approved by the
Comm ssi on:

11 (A (1) Allocation of Arkansas Western Gas Conpany General O fice Building
11 (A)(2) FAS 106 Regul atory Asset

11 (A)(3) FAS 109 Regul atory Asset

I11(A)(4) Plant Acquisition Adjustnent

11 (B)(1)(a) ANG Payrol |

111 (B)(1)(b) AW and Sout hwestern Energy Conpany (SWEN) Payroll Allocable to
ANG t hrough | nterconpany Allocations

11 (B)(1)(c) Payroll Taxes




11 (B)(1)(d) Incentive Conpensation (Bonuses)

111 (B)(1)(e) Adm nistrative Expense Applicable to Appliance Program
11 (B)(1)(f) Elimnation of Chairman/CEQs Sal ary

11 (B)(1)(g) Annualization of Enployee Benefits-Medical, Life, and 401(K)
11 (B)(1)(h) Interconpany Allocations

11 (B)(1)(i) SWVEN Depreciation and Return

11 (B)(1)(j) SWVEN Property Tax

11 (B)(1) (k) ACA Legal Expense Elimnation

11 (B)(1)(l) Anortization of Plant Acquisition Adjustnent

111 (B)(1)(m Airplane Expense

111 (B)(1)(0) FAS 106 External Funding

11 (B)(1)(p) AWG Bui |l di ng Depreci ati on Expense

111 (B)(1)(qg) Anortization of FAS 106 Regul atory Asset

111 (B)(1)(r) Anortization of FAS 109 Regul atory Asset

11 (B)(1)(s) Jurisdictional Allocation of Budget Center 371 - Liquefied Natural
Gas Pl ant

11 (B)(1)(t) Jurisdictional Transm ssion Expense Allocation Factor
11 (C) (1) Return on Rate Base
111 (C)(2) Capital Structure

The Agreenent set forth the resolution of the follow ng additional issues:
depreciation issue of expanding conputerized salvage history prior to 1989 in
this case, depreciation rates for five accounts, proration of  bills
i npl enenting rate increase in this case, custoner service tariff |anguage, main
extension policy, housing authority tariff | anguage, residenti al air
conditioner rider, mscellaneous tariff nodifications, reconnection charges,
special neter reading charge, insufficient check charge, and residential and
smal | general service custonmer charge. The Agreenent set forth positions
regarding the revenue requirenent for interest on custoner deposits and for
Arkansas Wstern Gas Division (AW Gathering and Transm ssion Costs for
servi ces provided in Arkansas.

ANG, Staff, Public Counsel, Noranda, and Westar filed the First Amendnment to
Unani nous Stipul ation and Agreenment (First Anmendnent) on Septenber 15, 1997.
The First Anendnent provides that, if approved by the Comm ssion, the
$1, 500, 000 increase will be allocated anong the ANG districts as fol |l ows:

SEMO $1, 231, 706




Kirksville $212,933

But | er $55, 361

The Comm ssion has reviewed the Agreenment and the First Amendnent and finds
both are a reasonable resolution of the issues and should be approved. The

Commission wll order the approval of the Agreenment and First Anendnent
t her et o.

Findings of Fact

The M ssouri Public Service Conm ssion, having considered all of the conpetent
and substantial evidence upon the whole record, makes the follow ng findings of
fact.

|. Interest on Customer Deposits (Hearing M emorandum Issuelll.B.1.n.)

Staff advocates an interest rate on custoner deposits equal to 1 and 1/4
percentage points below the prinme lending rate as reported in The Wall Street
Journal on the last business day of the year as updated annually. The prine
rate was reported at 8.25 percent effective Decenber 31, 1996. Therefore,
Staff:s position suggests a seven percent interest rate on custoner deposits for
the remai nder 1997 cal endar year. ANG supports Staff:=s position on this issue

ANG currently pays nine percent interest on custoner deposits.

Public Counsel maintains that the interest on custoner deposits should be equal
to the pre-tax effective rate of return in this case (12.73 percent) or, in the
alternative, the prime lending rate of 8.5 percent as presented in the
testinmony of Public Counsel wtness Kinberly Bolin (Tr. 145) plus one percent
(9.5 percent). Public Counsel does not believe that the interest rate should be
revised each year because if this expense item is changed, then the revenue,
rate base, and expense relationship will be violated. According to Public
Counsel, allowing the interest rate to be revised each year outside a genera
rate proceeding is inproper and unlawful single-issue ratenmaking in violation
of Section 393.270(4), RSMb 1994. Noranda took no position on this issue.

The Commission finds that 9.5 percent is the appropriate interest rate for
custoner deposits and that this rate should not be revised each year in this
case. This interest rate for custoner deposits results in an additional revenue
i npact of $22,263 above the stipulated revenue inpact of $1.5 mllion. One
percent above the prinme lending rate is consistent with the Conmm ssion:s
decisions in other recent rate cases. See In re Mssouri Public Service, Case
No. ER-93-37 (Report and Order on Renmand, April 4, 1997); and In re St. Louis
Water Conpany, 3 M. P.S. C3d 118, 121 (1994). The Conm ssion does not
determne that allowing interest rates to be revised each year will violate the
prohi biti on agai nst single-issue ratenmaki ng because the service rates woul d not
change with revised interest rates. Nevertheless, consistent with the Conpany:s
past practice and consistent with avoiding any violation of the revenue, rate
base, and expense relationship, the Conm ssion determnes that the interest
rate on custonmer deposits in this case wll remain constant wuntil the
Comm ssion orders a different interest rate in a future rate proceedi ng.




Il. Gathering and Transmission Costs (Hearing Memorandum Issuelll.D.1)

Currently ANG has tariffed rates to recover a portion of the costs for
gathering and transmssion (G & T) facilities of the Arkansas Wstern Gas
Division of Arkansas Wstern Gas Conpany (Arkansas Western). These AWG
facilities are located in Northwest Arkansas and are used for the delivery of
gas to ANGs SEMb district. Staff recommends that ANG nodify its transportation
tariff and Purchase Gas Adjustnent C ause (PGA) tariff to renove these rates.
Staff believes ANG should be allowed to recover reasonable G & T costs which
will be reviewed by the Comm ssion under the Actual Cost Adjustnent (ACA
process; however, Staff nmintains that the Conm ssion should not pre-approve
these costs in ANGs tariffs. Staff argues that its proposal is consistent with
the Federal Energy Regul atory Comm ssionss (FERCs) Order 636 which restructured
the natural gas industry and deregulated gathering costs so that the recovery
of these costs is based on a conpetitive market.

ANG di sagrees with Staff and requests that the Comm ssion continue to establish
the rate using cost of service principles applicable to G& T facilities and
costs. ANG argues that the G & T facilities are no different from other
Arkansas Western facilities |located in Arkansas which the Conm ssion routinely
includes in ANGs base rates. ANG proposes to establish a crediting nmechanismto
return a portion of the revenue from transportation custonmers back to the
system supply custoners. ANG further proposes nodification of |anguage in the
PGA to clarify that the G& T rate applies to volunes flow ng through the NOARK
Pi pel i ne.

Public Counsel did not take a position on this issue. Noranda supports Staff:s
posi tion.

The Commi ssion will rule in favor of Staff and Noranda on this issue. The
Commi ssion will order ANG to nodify its transportation tariff and PGA d ause
tariff to renove references to the rates for recovery of G & T costs as
recommended by Staff. The Conm ssion finds that Staff:s proposal wll allow
M ssouri transportation customers to negotiate the best G & T rates avail able
and will allow ANG to recover from sales custoners all prudently incurred G& T
costs which will be reviewed by the Conm ssion under the ACA process.

[11. Class Cost of Servicelssues (Hearing Memorandum Issues|I1.E.1-8.)

A. Maodification of Service Classifications (Hearing Memorandum |ssue
II.E.1.

ANG currently divides custoners into six classes: Residential, Commercial Firm
Commercial Interruptible, Industrial Firm Industrial Small Interruptible, and
| ndustrial Large Interruptible. Staff proposes to group ANGs custoners into
four classes: Residential, Small GCeneral Service (SGS), Large Ceneral Service
(LGS) and Large Volune Service (LVS). Staff=s basis for its proposal is that
custoner cl asses should be defined by volunme and usage characteristics, not by
standard industrial classification codes. Staff also contends that customner
cl asses should not be based on the possibility of interruption of service by
ANG Staff points out that ANGs custoners were interrupted from approxi mately
15 to 72 hours on one occasion in the last five years which represents an
interruption from .03 percent to .16 percent for a five-year period (Exhibit
91). Staff states that any interruptions are caused by interstate pipeline
restrictions and not by restraints on ANGs distribution system ANG disagrees




with Staff:=s inclusion into the LGS category the Industrial Firm Conmercial

Interruptible, and Industrial Small Interruptible custoners. ANG argues this
grouping i s not honobgeneous because the Commercial Interruptible and Industri al
Small Interruptible custonmers are interruptible by definition. According to

ANG the cost of service should recognize that interruptible custoners receive
a lesser quality of service because these custoners may be interrupted by the
Conmpany to neet peak demands. ANG argues that it has always operated wth
interruption of those custonmers at peak conditions and that interruption
occurred during the test period in this case. ANG argues that the conputer
sinmulation provided by in the rebuttal testimony of ANG wtness Stevens
(Exhibit 69, Schedule CVS-1, pp. 3-4) denonstrates that interruption 1is
necessary for ANG to neet peak denands.

Publ i c Counsel agrees with Staff=s position on this issue. Public Counsel states
that actual usage data does not support ANGs claim that LGS is not a
honogeneous group. In response to the claimthat interruptible custoners differ
in usage from firm industrial custoners, Public Counsel notes that ANGs only
curtailments in the last five years were caused from cutting interstate
pi peline pressure to ANGs system and were not from capacity constraints behind
ANGs city gate to custonmer preni se systens. Noranda takes no position on this
i ssue.

The Commission will rule in favor of Staff and Public Counsel on this issue.
The Commission determnes that ANGs custoners should be grouped into
Residential, Small Ceneral Service (SGS), Large General Service (LGS) and Large
Vol une Service (LVS) classes. The Conm ssion finds that these four classes
represent honogeneous groupings and that the LGS class should not be further
di vided on the basis of interruptible versus firm service. The Comm ssion finds
that the classifications proposed by Staff and Public Counsel are based on
actual volunme and consunption patterns.

B. Allocation of Transmission and Distribution Mains (Hearing
Memorandum Issue I11.E.2.); Allocation of Meters and Meter Installations
(I11.E.3.); Allocation of Regulators and Regulator Installations (111.E.4.);
Allocation of Services (111.E.5.); Peak Day Demands (111.E.6.); Customer
Billing Expense Allocation (I11.E.7.); Customer Meter-Reading Expense
Allocation (111.E.8.); Level of Revenue Shifts between Classes / Interclass
Revenue Shifts (111.F.2.); Cost of Service Rates (I11.F.6.)

Staff allocates ANGs transm ssion and distribution mains based on the capacity
utilization method in order to recognize relative total use and relative peak
use by Staff:s four custonmer classes. ANG uses the Aaverage and peak@ method to
allocate transmssion nains and a two-part nethod to allocate distribution
mai ns whi ch recogni zes a custoner portion of mains based on current |abor costs
and the remaining portion based on each customer class: noncoinci dent demand.
Public Counsel allocates distribution mains based on the nodified Relative
System Uilization Method (RSUM. Public Counsel:s nethod allocates over 80
percent of the entire length of the Conpany:s distribution mains (dianmeters of
2.5 inches or less) between the SGS and residential custoners, two weather
sensitive classes. Public Counsel allocates transm ssion mains strictly on the
basis of its RSUM all ocators for all the custoner classes. Noranda supports in
theory the nethod used by ANG however, Noranda proposes cost allocations which
reflect that no distribution costs should be allocated to Norandas class
because Noranda is served by an eight inch transm ssion |ine.

Staff allocates neters, nmet er installation, regul at ors, and regqul at or




installation with regression techniques and custoner demands based on trended
costs for neters and regulators. For neters and neter installation, ANG
initially used current neter cost data to assign costs between districts and
rate schedules. For regulators and regulator installation, ANG initially used
its allocator for neters. ANG nodified its position on neters, neter
installation, regulators and regulator installation, to adopt Public Counsel:s
method with corrections for capacity assignnents related to neter nodels.
Public Counsel allocates neters and neter installation using replacenent cost
for types of neters actually used by each class of custoners plus the average
installation cost for meters. For regulators and regulator installation, Public
Counsel s allocation uses the Conpany:s reported proportion of nmeters to
regul ators. Public Counsel opposes the corrections suggested by ANG because
Public Counsel assigns capacity ratings to each neter nodel according to
capacity ratings supplied by ANG in response to data requests and because
Publ i ¢ Counsel does not use neter capacity for its allocation of regulators and
regul ator installation. Noranda proposes allocation factors which allocate to
Noranda only the costs incurred by Noranda.

Staff allocates services by wusing replacenent cost data wth regression
techni ques and custonmer denmands to allocate costs for each custoner class in
each district. ANG allocates services based on new services installed for the
years 1995 and 1996. Public Counsel supports Staff=s position on this issue
Nor anda proposes allocation factors which allocate to Noranda only the costs
i ncurred by Noranda.

Staff cal cul ates peak demands for residential and small general service classes
based on a regression analysis of peak day heating degree days (HDD) based on
Nati onal Cceanic Atnospheric Administration (NOAA) normals. For the large
general service class, Staff nmultiplies the average daily use by a factor of
1.5 which is equal to a load factor of 66 percent to reflect the effect of week
day versus weekend consunption. Staff states that no reduction to peak | oad of
interruptible custoners are appropriate because any constraints on
interruptible custoners are caused by interstate pipeline restrictions and not
by restraints on ANGs distribution system Public Counsel supports Staff-:s
al I ocati ons.

For peak day denmands, ANG uses arithnmetic analysis and peak day HDD based on
the coldest day in recent history. The Conpany cal cul ated cl ass coi nci dent peak
demands based on the February 2-3, 1996, system peak day which included
interruptions. ANG cal cul ated noncoi nci dent peak demands based on a review of
average daily usage and nonthly peak demands by class to find a |load factor
whi ch was then applied to each class peak nonth demand to arrive at the class
non- coi nci dent peak. ANG argues that Staff:s approach fails to recognize that
interruptible custoners are interrupted during peak conditions. Noranda
supports ANGs position because it reflects demands during the col dest day of

the recent past when interruptible custoners, including Noranda, were
curtail ed.

As to the customer billing expense allocation, the nonthly charge of $25.00 per
EGM neter is addressed below in paragraph VIII.D of this Report and Oder in
connection wth Hearing Menorandumissue |I1Il.F.7.d.

ANG states it supports Staff=s allocation of the following custoner billing

expense accounts by nunber of custoners: Account 902 (neter reading expenses),
Account 903 (customer records and collections), Account 904 (uncollectible




expenses), and Account 905 (custonmer m scellaneous accounts). ANG allocates
Account 901 (supervision) based on the allocation of Accounts 902 through 905.

Public Counsel uses the neters allocator it developed to allocate the custoner
billing expense. Public Counsel states this allocator reflects the additional
per custonmer billing costs associated with large custoners arising from work
related to coordinating gas procurenent details with transportation custoners.
Noranda supports ANGs allocation because Noranda believes Public Counsel:s
all ocation is based upon an incorrect peak day demand al |l ocati on.

The customer neter-reading expense allocation issue was resolved because ANG
and Public Counsel agreed with Staff=s allocation. Noranda stated no position on
this issue.

Concerning interclass revenue shifts and cost of service rates, Staff
recormends that the Conm ssion nbve each custoner class to its cost of service

as calculated in Staff=s cost of service study. Staff notes this will produce a
revenue neutral (before accounting for the revenue increase proposed for ANG in
this case) increase for residential customers, including gas costs, of 5.53

percent in the Kirksville District, 5.39 percent in the SEMO District, and 2.15
percent in the Butler District.

ANG proposes that the rates for each class should be set at each cl ass: cost of
service as determned in the Conpanyss class cost of service study. ANG
illustrates that |arge custoners are paying nore than they should by conparing
t he proposed shifts in the SEMO District before spreading any of the $1,500, 000
stipulated revenue increase: ANG proposes to shift $1,492,302 from the SEMO
commercial and industrial classes to the residential class; Staff would shift
$807,498 to the SEMO residential class, Noranda would shift $1,649,646 and
Publ i c Counsel would shift $600, 133.

Public Counsel requests that the Comm ssion be mndful of the inpact of
significant increases in residential rates. Public Counsel therefore uses a
two-step process. First, proposed revenue neutral shifts are halfway to those
indicated by Public Counsel=s revenue neutral class cost of service study.
Second, Public Counsel:s shifts are limted to ensure that no custoner class
receives an overall decrease in rates (from the conbined effect of interclass
revenue shifts and an increase in the overall revenue requirenent) while other
cl asses experience rate increases.

Noranda requests that the Comm ssion set rates for each class using Norandazs
cost of service study. Noranda opposes one custoner class from subsidi zing
anot her cl ass.

Public Counsel and Staff agree that nore of the revenue burden should be
shifted to the residential and small general service classes. ANG and Noranda
agree that nore of the revenue should be shifted to the residential and
commercial firm classes. The Conm ssion agrees that the revenue burden shoul d
be shifted to the residential and small general service classes.

The Comm ssion has carefully reviewed each partyss cost of service study. In
doing so, the Comm ssion has remained mndful that the cost of service is but
one consideration in determning the reasonableness of rates. Shepherd v.
Wentzville, 645 S.W2d 130 (Mo. App. 1982). It is not just the methodol ogy or
t heory behind any proposed rates but the inpact of the rate order which counts




in det erm ni ng whet her rates are j ust, r easonabl e, | awf ul , and
nondi scrimnating. State ex rel. Associated Natural Gas Co. v. Public Service
Commi ssion, 706 S.W2d 870, 879 (M. App. 1985). The qui ntessence of a just and
reasonable rate is that it is just and reasonable to both the utility and its
customers. State ex rel. Val Sewage Co. v. Public Service Comm ssion, 515
S.W2d 845 (M. App. 1974).

The Comm ssion wll rule in favor of Public Counsel in this issue. Public
Counsel :s proposed | evel of revenue shifts are as foll ows:

Res. SGSLGSLV Total
Butler $ 34,129 $ 21,195 $0 N/A $ 55,324
Kirksville $134,774 $ 78,159 $0 N/A $ 212,933

SEMO $858,662 $373,044 $0 $0 $1,232,706

However, the Commi ssion notes that Public Counsel:=s proposal is slightly above
the $1.5 mllion stipulated revenue inpact. Furthernore, the Conmm ssion:s
decision on interest rates for custoner deposits results in an additional
revenue inpact of $22,263. The Conmission therefore finds that the proposed
revenue request should be allocated as proposed by Public Counsel to the
residential and small general service classes in no nore than the total anpunt
of $1,522, 263.

In this case, the Comm ssion finds that Public Counsel sets appropriate limts
for the revenue shifts to the residential ratepayers and the snall general
service ratepayers. The Comm ssion finds that the Public Counsel:=s proposal
represents a balanced novenent towards cost of service consistent with the
public policy considerations of rate affordability and rate inpact. The
Commi ssion finds it would be poor public policy to force residential ratepayers
and small general service ratepayers to fund nore of ANGs revenue requirenent
than the shifts recommended by Public Counsel. Therefore, the Conm ssion need
not adopt a preferred allocation nmethod or fornula.

V. LargeVolume Customer ChargeLevel (111.F.1.)

Staff proposes to continue the $12,500 per nonth customer charge for Noranda
Alum num the only custonmer in ANGs Large Volunme class. This charge resulted
fromthe settlenment of ANGs 1990 rate case, and imediately prior to that case,
Noranda:s nonthly custonmer charge was $23,929.80. Staff recommends that the
current charge provides ANG with a nore reliable threshold of inconme streamin
[ight of Norandazs ability to switch to an alternative fuel source and in |ight
of ANGs large capital investnent to serve its customers. Staff argues that by
permtting a lower commodity charge, a high custoner charge provides operating
| eeway for ANG with respect to alternative fuels and prevents the focus of
conpetitive forces away fromcapital investnent in facilities.

ANG agrees with Staff:s proposal to retain the $12,500 custoner charge. ANG
argues that because of Norandass |arge size and ability to switch to an
alternative fuel, ANG should have sone Ilevel of protection to recover
appropriate revenue from Noranda. ANG states that if the custoner charge is
decreased as proposed by Noranda, then, in order to recover the sanme revenues
from this rate class, the compdity charge would have to be significantly




i ncreased. Public Counsel takes no position on this issue.

Nor anda requests that the Comm ssion reduce the custoner charge to $506. 00 per
month to reflect the cost of service as shown in the cost of service study
performed by Noranda w tness Mallinckrodt. Noranda points out that the cost
studies of the other parties show that Norandas class is paying nore than it
shoul d. ANGs cost of service indicated a custonmer charge for Noranda in the
anount of $1,788 per nonth, and Staff:s study showed $2,612. Wtness
Mal | i nckrodt al so reviewed ANGs cost study and reduced the calculation for the
cost of mains to arrive at a charge of $1,440 per nonth. ANG argues that the
increnental transportation rate can be used to ensure sufficient revenues are
generated to neet the revenue requirenent.

The Commi ssion will rule in favor of Staff and ANG The Comm ssion finds that
the current $12,500 nonthly customer charge is reasonable and should continue
for the Large Volunme custonmer class. The Comm ssion finds that retaining the

current custoner charge will provide a nmeans of protection for ANG to recover
revenue from this class without significant increases in transportation rates.
The Comm ssion finds that retaining the current charge will provide long term
stability for recovering costs of capital investnents for the system by

di scouragi ng short termshifts to alternative fuel sources.

V. Unauthorized Use Charge Level for Interruptible Sales and Transportation Services

(L1.F.3.)

Staff requests that the Conmm ssion order ANG to incorporate into its tariff the
unaut hori zed use charge as contained on Schedules 3-2 and 4-1 of Staff wtness
Hubbs: direct testinmony (Exhibit 57) and on Schedules 1 and 3 of Hubbs:
surrebuttal testinmony (Exhibit 59). Staff=s proposed unauthorized use charge
will apply to interruptible transportation custonmers who take gas when they
have been ordered to curtail usage and when they take gas in excess of what
they had delivered to ANGs city gate receipt point. Staff argues that ANG has
been charging its transportation customers a form of unauthorized use charge in
violation of its tariff and in violation of Section 393.140, RSMb 1994. Staff:s
proposed unaut hori zed use charge is cal cul ated as:

(1) $1.50 for each Ccf of unauthorized use, plus

(2) 150 percent of the highest cost of gas purchased by the
Conmpany, for supplying the district in which the custoner receives
service, during the nonth of the unauthorized use charge period
pl us

(3) all intrastate and/or interstate pipeline penalties and other
charges incurred by the Conpany which are attributable to a
custoner:=s unaut horized use.

Staff asserts these provisions, in conjunction with electronic gas netering
(EGM, will assist in maintaining the reliability of ANGs distribution system
Staff intends to prevent affiliated and nonaffiliated transportation custoners
from paying a lower rate for interruptible gas, but taking in essence firm
service w thout appreciable penalty.

ANG opposes Staff:s unauthorized use charge because ANG believes the proposed
anounts are too severe. ANG argues that when conbined with the proposed




elimnation of back-up sales and balancing tolerances, the unauthorized use
charge will practically guarantee that transportation custoners will constantly
i ncur substantial penalties. ANG contends that the follow ng |anguage in Tariff
sheets 7E, 11D and 15D, under Special Conditions, paragraph 4, permt certain
itenms such as the current balancing provision and penalties in its contract:
ASpecific details relating to delivery points, |oad balancing, optional
transportation services and charges and other matters shall be set forth in the
Gas Transportation Service Contract.@ (Stevens rebuttal, Ex. 69, pp. 17-18).
Publ i ¢ Counsel takes no position on this issue.

Nor anda opposes Staff:=s proposal. Noranda states that the bal ancing provisions
currently witten into transportation custonmers: contracts allow a six percent
variance from their nomnation penalty fee. Thus, a variance of six to ten
percent results in a penalty, and a variance nore than ten percent results in a
much stiffer penalty. Noranda argues that Staff:s proposal will require perfect
nom nations which are inpossible to obtain and will fail to take into account
nmet er inaccuracies.

The Conmission will rule in favor of Staff on this issue and will order ANG to
incorporate into its tariff the unauthorized use charge provisions as contained
on Schedules 3-2 and 4-1 of Staff w tness Hubbs: direct testinony (Exhibit 57)
and on Schedules 1 and 3 of Hubbs: surrebuttal testinony (Exhibit 59). The
Comm ssion finds that Staff:s unauthorized use charge provisions, in conjunction

with electronic gas netering (EGV), wll assist in maintaining the reliability
of ANGs distribution system The Conmi ssion finds that Staff:s unauthorized use
provisions will prevent transportation custoners from paying a |lower rate for

interruptible gas, but receiving the benefits of firm service wthout
appreci abl e penalty.

V1. Imputing 100 Per cent L oad Factor Rate for Allocation of Pipeline Transportation Demand
Cost between Firm and Interruptible Classes of Service (111.F.4.)

Staff initially requested to inpute a 100 percent |load factor for interruptible
rates to reflect the costs of the upstream pipeline capacity. Staff deci ded not
to pursue this issue. This issue is resolved.

VIl. Removal from PGA and Transportation Tariff the Existing Language Regarding the
Gathering and Transmission Rate Related to the AWG Facilities Allocated to ANG (111.F.5.)

This issue is addressed above in paragraph Il of this Report and Oder.
Currently ANG has tariffed rates to recover a portion of the costs for
gathering and transmission (G & T) facilities of the Arkansas Wstern Gas
Division of Arkansas Wstern Gas Conpany (Arkansas Western). These AWG
facilities are located in Northwest Arkansas and are used for the delivery of
gas to ANGs SEMO district. Staff recommends that ANG nodify its transportation
tariff and Purchase Gas Adjustnent C ause (PGA) tariff to renove these rates.
Staff believes ANG should be allowed to recover reasonable G & T costs which
will be reviewed by the Comm ssion under the Actual Cost Adjustnent (ACA
process; however, Staff nmintains that the Conm ssion should not pre-approve
these costs in ANGs tariffs. Staff argues that its proposal is consistent with
the Federal Energy Regul atory Comm ssionss (FERCs) Order 636 which restructured




the natural gas industry and deregulated gathering costs so that the recovery
of these costs is based on a conpetitive market.

ANG di sagrees with Staff and requests that the Comm ssion continue to establish
the rate using cost of service principles applicable to G& T facilities and
costs. ANG argues that the G & T facilities are no different from other
Arkansas Western facilities located in Arkansas which the Conm ssion routinely
includes in ANGs base rates. ANG proposes to establish a crediting nmechanismto
return a portion of the revenue from transportation custoners back to the
system supply custoners. ANG further proposes nodification of |anguage in the
PGA to clarify that the G & T rate applies to volunes flow ng through the NOARK
Pi pel i ne.

Public Counsel did not take a position on this issue. Noranda supports Staff:s
posi tion.

The Commi ssion will rule in favor of Staff and Noranda on this issue. The
Comm ssion wll order ANG to nodify its transportation tariff and PGA C ause
tariff to renove references to the rates for recovery of G & T costs as
recommended by Staff. The Conm ssion finds that Staff:=:s proposal wll allow
M ssouri transportation custonmers to negotiate the best G & T rates avail able
and will allow ANG to recover from sales custoners all prudently incurred G& T
costs which will be reviewed by the Conm ssion under the ACA process.

VI1II. Proposed Maodificationsto the Current Transportation Tariff

ANG presents in its initial brief three objections to Staff:s service-rel ated
proposals for <changing ANGs tariff which were filed in Staff=s prepared
testinmony in this case: (1) Lack of effective notice to transportation
custoners; (2) Staff usurps the tariff filing role of the utility; and (3)
Staff:s proposals are effectively conplaints which do not follow the statutory
procedure and which nust satisfy the statutory burden of proof of convincing
t he Comm ssion by Acl ear and satisfactory evidence. ()

The Commission wll overrule ANGs three objections to the proposed tariff
changes. ANGs objections are wuntinely and wthout nmerit. First, these
objections were not raised until after the hearing in ANGs initial brief.

Second, the transportation custoners were provided notice of this proceeding
pursuant to the Conm ssion:s Suspension Order and Notice which was issued on
January 28, 1997, and directed that notice of this case be sent to each
newspaper |located in ANGs M ssouri service areas. Third, Staff:=s proposals do
not constitute the filing of tariffs, do not usurp any role of the utility for
tariff filing, and do not effectively <constitute conplaint actions. A
hei ght ened burden of proof does not apply to this proceeding as requested by
ANG

A. Proposed Elimination of Interruptible Transportation Services, except for
Largelndustrial Interruptible Class (Hearing Memorandum Issuelll.F.7.a.)

Staff originally proposed that all transportation services offered by ANG be
considered firmin nature. Staff decided not to pursue this nodification, and
Staff agreed that all transportation services be considered interruptible.
Staff requests on page three of its initial brief that the Conm ssion order ANG




to nmodify its tariff as set out in Schedule 1 of Staff wtness Hubbs:
surrebuttal testinony (Exhibit 59). Schedule 1, page 5, st at es, AAl |
transportation service is interruptible.@ The Comm ssion wll order ANG to
nmodi fy its tariff as set out in Schedule 1, page 5, of Staff w tness Hubbs:
surrebuttal testinony (Exhibit 59).

B. Proposed Elimination of ANG Providing Sales Service to Transportation
Customers (Hearing Memorandum Issuelll.F.7.b.)

Staff proposes that the Comm ssion should order ANG to elim nate sal es service
to its transportation custoners. Although according to Staff the transportation
custoners should be responsible for the purchase and delivery of their natural
gas requirenents to ANGs city gate receipt point, ANG appears to act as
marketer for its transportation custoners. Staff argues that ANG provides these
custoners the functional equivalent of its standard sales service except that
ANG can: (1) charge non-tariffed rates; (2) assign |less capacity cost to these
custoners; and (3) avoid local taxes on the service. Staff argues this sales
service operates to the detrinment of nonaffiliated ratepayers and appears to
involve affiliated bias on the part of ANG Staff believes that nore capacity
rel ease revenues m ght be obtained if ANG nmakes excess capacity on its upstream
transportation <contracts available to other marketers in a conpetitive
environment. According to Staff, ANG could optimze its firm transportation
contract on the NOARK pipeline systemif NOARK would nodify its tariff to allow
capacity brokering and assignnent. Staff requests that the Comm ssion order ANG
to nodify its tariff by renpbving the provisions which allow ANG to provide
mar keting sales services to its transportation custoner and adopt the |anguage
contained in Schedule 1 to Staff w tness Hubbs: surrebuttal testinony (Exhibit
59).

ANG opposes Staff and argues that all custoners, including transportation
custoners, benefit from allowwng ANG to act as the agent of transportation
custoners in purchasing gas. According to ANG the transportation customner
first locates and arranges for a supply of gas. ANG then enters into a gas
purchase contract with the supplier under the sane ternms and conditions that
the custoner has negotiated. ANG sinultaneously enters into a contract with the
custoner to resell the same gas to the custoner at the custoner:s plant. ANG
charges the actual cost of gas plus the cost of transporting the gas to ANGs
system plus ANGs own Conm ssi on-approved transportation rate. According to ANG
its only profit is from the return built into its transportation rate. ANG
argues that it is barred from selling gas to its transportation custoners as
suggested by Staff, then ANG will not be able to optimze the utilization of
its firmtransportation contract on the NOARK pipeline system and this action
will lead to increased costs for all custonmers. ANG states that no evidence
shows ANG has ever refused to make excess capacity on upstream transportation
contracts available to non-affiliates. Public Counsel did not take a position
on this issue. Noranda opposes Staff on the grounds that allowng ANG to act as
an agent in the purchase of gas will not harm remaini ng custoners.

The Commi ssion wll rule in favor of Staff on this issue. The Comm ssion




determines that ANG should elinmnate sales service to its transportation
custoners. The Comm ssion finds that in order to avoid any affiliated bias and
any resulting detrinment to ANGs renaining ratepayers, transportation custoners
shoul d be responsible for the purchase and delivery of their own natural gas
requirenents to ANGs city gate receipt point. The Comm ssion will order ANG to
nodify its tariff by renoving the provisions which allow ANG to provide
mar keting sales services to its transportation custoner. The Commr ssion wl|
order ANG to adopt l|language in its tariff consistent with Schedule 1 to Staff
W t ness Hubbs: surrebuttal testinony (Exhibit 59).

C. Proposed Elimination of ANG Back-up Sales to Transportation
Customers (Hearing Memorandum Issuelll.F.7.c.)

Staff proposes that ANG should not be allowed to provide back-up sales service
to transportation custoners. These custoners, according to Staff, pay an
i nappropriately lowrate for this service because the rates are not prem sed on
continuous sales service over a one-year period and therefore do not recover
adequate demand-related costs for providing this service. Staff maintains that
t hrough back-up sales the transportation custoners access ANGs system supply
gas at the PGA rates which can be nuch |ess expensive than replacenent gas
costs, resulting in detrinental inpact for PGA sales custoners. Therefore,
Staff requests that the Comm ssion approve |anguage reflecting this limtation
in Schedule 1 to Staff wi tness Hubb=s surrebuttal testinony (Exhibit 59).

ANG opposes Staff:=s proposal on the grounds that elimnation of back-up sales
will substantially increase costs for transportation custonmers. ANG believes
transportation custoners wll be wunduly penalized wunder Staff:=s proposed
unaut hori zed use charge in the event that back-up sales are elinmnated. ANG
contends in its initial brief at page 13 that any perceived risk of adverse
effect on ANGs sales custoners can be elimnated by billing back-up sales at
either ANGs actual cost of gas purchased to supply back-up service or at the
hi ghest incremental cost of gas purchased by ANG in the nonth in which back-up
service is provided. ANG proposes in its reply brief at page 12 that this issue
was rendered noot by an Cctober 15, 1997, anendnent to ANGs PGA tariff which
provides that ANG will bill back-up sales at the highest price ANG pays for gas
taken during the billing nonth.

Public Counsel did not take a position on this issue. Noranda opposes Staff on
the grounds that allowing ANG to act as an agent in the purchase of gas wl|l
not harm remai ni ng custoners.

The Comm ssion will rule in favor of Staff on this issue. The Conm ssion
determ nes that ANG should elimnate back-up sales service to its
transportation custonmers in order to avoid detrinmental inpact on sales

custoners. The Conm ssion approves the |anguage reflecting this limtation in
Schedule 1 to Staff w tness Hubb:s surrebuttal testinony (Exhibit 59), and the
Commi ssion will order that ANG include |anguage consistent with Exhibit 59 in
its tariff.

D. Proposed Requirement that all Transportation Customers
have Electronic Meters with Telecommunications Capability
(EGM) (111.F.7.d.)




Staff proposes that all of ANGs transportation custoners should be required to
have electronic neters with telecomunications capability (EGW and that the
Comm ssion should approve |anguage reflecting this requirenent contained in
Schedule 1 to Staff w tness Hubb=s surrebuttal testinony (Exhibit 59). Staff
believes EGM is necessary to provide reliability and accountability to ANGs
system to allocate upstream penalties and costs to transportation custoners,
and to identify transportation custoners taking gas during periods of
curtailment. Staff asserts that without EGM interruptible custonmers could take
gas during periods of curtailnment w thout fear of penalty. In addition, Staff
proposes a $25.00 per nonth charge for transportation custoners for recovery of
the increnmental work associated with tracking and billing transportation
cust oner usages and necessary upstream pi peline coordi nation.

ANG opposes Staff on this issue. ANG argues that Staff failed to present
satisfactory evidence of the need for installing EGM for all transportation
custoners and that Staff failed to provide details on what specific type of EGM
equi pnrent will be required. ANG further argued that Staff failed to present a
cost study or other evidence to support the proposed charge of $25.00 per nonth
to cover operational costs and that Staff failed to provide notice to custoners
who nmay eventually be required to pay several thousand dollars for
installation. ANG conplains that if it is required to pay the installation
cost, then ANG will not recover any of these costs until the conclusion of its
next rate case.

Noranda currently has EGM neters and opposes paying the $25.00 nonthly charge.
Publ i c Counsel takes no position on requiring EGM Neverthel ess, Public Counsel
states that the $25.00 nonthly charge is consistent with Public Counsel:s view

of cost causation in the billing expense area.
The Commission will order that all of ANGs transportation customers should be
required to have EGM The Conmm ssion wi |l approve the |anguage reflecting this

requi renent consistent with Schedule 1 to Staff wtness Hubb=s surrebuttal
testinony. The Commission will approve the $25.00 per nmonth charge for EGM The
Commi ssion finds that EGM is necessary for tracking appropriate penalties and
for identifying interruptible customers taking service during periods of
curtailment. The Commission finds that the $25.00 per nonth charge is
reasonabl e and necessary for the recovery of increnental work associated with
tracking and billing transportation custonmer use and for necessary upstream
pi peline coordination. ANG may seek to recover the installation cost of the EGM
fromthe appropriate custoner class in its next rate proceeding.

E. Proposed Change in Balancing (Hearing M emorandum Issuelll.F.7.e)

Staff requests that the Conm ssion order ANG to change its bal ancing provisions
in its transportation tariff as proposed in Schedule 1 to the surrebuttal
testinmony of Staff w tness Hubbs (Exhibit 59). Under this proposal, ANG woul d
only accept at its city gate the level of actual deliveries for its
transportation custoners which includes volunmes the custonmer netered into ANGs
system plus the appropriate |oss and unaccounted for gas anobunt. Anounts taken
in excess of what the Conpany receives for the custonerzs account 1is
unaut hori zed use. Staff proposes to end the current free balancing service
afforded to ANGs affiliates. Staff argues that its proposal would not require
transportation custoners to nake flawl ess nom nati ons and subsequent takes, but
woul d make such custoners responsible for ensuring their gas needs are
delivered to ANGs city gate.




ANG opposes Staff on this issue and contends that the current balancing
tol erances have served ANG and its custonmers well for several years. ANG argues
that if these tolerances are elimnated, transportation custonmers will have to
either perfectly match their nomnations to actual use or incur severe and
constant penalties under Staff:s proposed unauthorized usage charge, or shut
down their businesses when their requirements exceed their nom nations. ANG
states that it does not provide free balancing service to its affiliates and
that it is physically inpossible to prevent transportation custoners from over
delivering gas at the city gate.

Noranda opposes Staff on the grounds that a zero tolerance is unworkable.
Publ i ¢ Counsel takes no position on this issue.

The Comm ssion wll order ANG to change its balancing provisions in its
transportation tariff consistent with Schedule 1 to the surrebuttal testinony
of Staff w tness Hubbs (Exhibit 59). The Conm ssion finds that ANGs current
bal anci ng service should be term nated so that Staff:s proposed unauthorized use
charge can be established. The Conm ssion finds that transportation custoners
shoul d be responsible for ensuring that their gas needs are delivered to ANGs
city gate and that this requirenment is not a mandate for flawl ess nom nations
and t akes.

F. Proposed Unauthorized Use Charge for Transportation Customers

(LI1.E.7.1.)

This issue is addressed above in paragraph V of this Report and Order. Staff
requests that the Commission order ANG to incorporate into its tariff the
unaut hori zed use charge as contained on Schedules 3-2 and 4-1 of Staff wtness
Hubbs: direct testinony (Exhibit 57) and on Schedules 1 and 3 of Hubbs:
surrebuttal testinmony (Exhibit 59). Staff=s proposed unauthorized use charge
will apply to interruptible transportation customers who take gas when they
have been ordered to curtail usage and when they take gas in excess of what
they had delivered to ANGs city gate receipt point. Staff argues that ANG has
been charging its transportation custoners a form of unauthorized use charge in
violation of its tariff and in violation of Section 393.140, RSMb 1994. Staff:s
proposed unaut hori zed use charge is cal cul ated as:

(1) $1.50 for each Ccf of unauthorized use, plus

(2) 150 percent of the highest cost of gas purchased by the
Conpany, for supplying the district in which the custoner receives
service, during the nonth of the unauthorized use charge period,
pl us

(3) all intrastate and/or interstate pipeline penalties and other
charges incurred by the Conpany which are attributable to a
cust oner:=s unaut hori zed use.

Staff asserts these provisions, in conjunction with electronic gas netering
(EGM, will assist in maintaining the reliability of ANGs distribution system

Staff intends to prevent affiliated and nonaffiliated transportation custoners
from paying a lower rate for interruptible gas, but taking in essence firm
service w thout appreciable penalty.




ANG opposes Staff:=s unauthorized use charge because ANG believes the proposed
anounts are too severe. ANG argues that when conbined with the proposed
elimnation of back-up sales and balancing tolerances, the unauthorized use
charge will practically guarantee that transportation custonmers will constantly
i ncur substantial penalties. ANG contends that the follow ng |anguage in Tariff
sheets 7E, 11D and 15D, under Special Conditions, paragraph 4, permt certain
itenms such as the current balancing provision and penalties in its contract:
ASpecific details relating to delivery points, |oad balancing, optional
transportation services and charges and other matters shall be set forth in the
Gas Transportation Service Contract.@ (Stevens rebuttal, Ex. 69, pp. 17-18).
Publ i c Counsel takes no position on this issue.

Nor anda opposes Staff:=s proposal. Noranda states that the bal ancing provisions
currently witten into transportation custonmers: contracts allow a six percent
variance from their nom nation penalty fee. Thus, a variance of six to ten
percent results in a penalty, and a variance nore than ten percent results in a
much stiffer penalty. Noranda argues that Staff:s proposal will require perfect
nom nations which are inpossible to obtain and will fail to take into account
met er i naccuracies.

The Comm ssion wll rule in favor of Staff on this issue and will order ANG to
incorporate into its tariff the unauthorized use charge provisions as contai ned
on Schedules 3-2 and 4-1 of Staff w tness Hubbs: direct testinony (Exhibit 57)
and on Schedules 1 and 3 of Hubbs: surrebuttal testinony (Exhibit 59). The
Comm ssion finds that Staff:s unauthorized use charge provisions, in conjunction

with electronic gas netering (EGV), will assist in nmaintaining the reliability
of ANGs distribution system The Conm ssion finds that Staff:s unauthorized use
provisions will prevent transportation custoners from paying a |lower rate for

interruptible gas, but receiving the benefits of firm service wthout
appreci abl e penalty.

G. Proposed Affiliated Transactions Rules in the Transportation Tariff

(L11.F.7.9.)

Staff proposes that the Comm ssion approve the gas marketing affiliated
transaction |anguage as set out in Staff wtness Hubbss testinony to be
incorporated into ANGs transportation tariff. Public Counsel agrees with Staff
and supports the inclusion of additional |anguage regarding an affiliatess use
of the wutilityss brand recognition and the developnent of a cost allocation
manual or simlar docunmentation. ANG is opposed to the placenent of affiliated
transactions |anguage in the tariff, and ANG is opposed to the additional
| anguage recomended by Public Counsel. ANG requests the Conm ssion to defer
action on affiliated transaction standards until its decision in the generic
rul emaki ng case. Noranda is opposed to the positions of Staff and Public
Counsel . Noranda states that industry-wide rules are the appropriate forum for
this issue.

The Commi ssion wll rule in favor of ANG and Noranda on this issue. The
Comm ssion will not order ANG to include Staff:=s proposed |anguage regarding
affiliated transactions into its transportation tariff. The Comm ssion wl]l
address the generally applicable standards for an affiliated transactions rule




in Case No. OX-98-183.

H. Proposed Transportation Contract (Hearing Memorandum Issue

[11.F.7.h.)

Staff proposes to add the form of the transportation contract to the tariff as
provided in Schedule 2 to Staff Wtness Hubbs: surrebuttal testinony (Exhibit
59). Staff argues that the form contract avoids encouraging affiliated bias
because it does not include the balancing provisions and back-up sales
provisions. ANG is opposed to placing the form contract in the transportation
tariff because it fails to contain nunmerous provisions including liability and
operational clauses and it does not allow flexibility for proposing contract
terms consistent with the tariffs. Noranda is opposed to Staff on the grounds
that the formcontract is unnecessary. Public Counsel takes no position on this
i ssue.

The Comm ssion finds that ANG and its custonmers should be allowed flexibility
for negotiating contract terns as long as the terns are consistent with ANGs
tariffs. The Comm ssion will rule in favor of ANG and Noranda and wll not
require ANG to include the proposed contract formin its tariff.

|. Proposal to Require Refunding of Monies Collected through Balancing
Provisions (Hearing Memorandum Issuelll.F.7.i.)

Staff proposes that the Comm ssion order ANG to credit all wunauthorized use
charges to ratepayers through the Actual Cost Adjustnent provisions of its PGA
Clause and thus not to retain these amobunts as a wndfall for the Conpany.
Staff alleges that, through ANGs balancing provisions, the Conpany charges
penalties which are not approved by the Conmission in violation of Section
393.140(11), RSMb 1994. ANG opposes the refund of nonies collected through the
bal ancing provisions or through the proposed unauthorized use charge. ANG
contends that the penalties are allowed under tariff sheets 7E, 11D and 15D,
whi ch specify under Special Conditions, paragraph 4, ASpecific details relating
to delivery points, |oad balancing, optional transportation services and
charges and other matters shall be set forth in the Gas transportation Service
Contract.@ (Stevens rebuttal, Ex. 69, pp. 17-18).

Noranda states it is opposed to unauthorized use charges; however, it takes no
position on whether the conpany should refund current penalties to al
custoners. Public Counsel takes no position on this issue.

The Commi ssion finds that ANG would receive a wndfall if it retained all
unaut hori zed use charges. Therefore, the Comm ssion will order ANG to credit
all unauthorized use charges to ratepayers through the Actual Cost Adjustnent
provisions of its PGA C ause.

I X. Curtailment Palicy (Hearing Memorandum Issuelll.F.8.)

Staff proposes that the Conm ssion order ANG to nodify its curtail nent policy
as set forth in Schedule 3 to the surrebuttal testinony of Staff w tness Hubbs
(Exhi bit 59). The proposed changes include notice requirenments, enforcenent of
curtailments by billing wunauthorized use charges, and curtailnment classes
receiving gas on a pro rata basis when partial requirenents are avail abl e.

ANG initially recommended that Staff:s changes be nodified to include wording to




provide that limting curtailnents to the system are requirenents, to provide
for mninum use of gas for plant protection, and to allow category 2 custoners
to receive notice of curtailnment via mass nedia. After Staff nodified its
proposal in the prefiled surrebuttal testinony of M. Hubbs in response to ANGs
concerns, ANG suggested only that the follow ng | anguage shoul d be added, AIf in
t he Conpany:s opi nion supplies and capacity are avail able, the Conpany may all ow
l[imted gas service for plant protection.@ (Tr. 194). Staff:s position is that
transportation custoners should not be allowed plant protection gas because
these custoners are interruptible and should be required to contract for their
needs. Staff believes that if such custonmers have needs for firm service, then
t hey should contract for those needs.

Publ i ¢ Counsel and Noranda stated no position on this issue.

The Comm ssion will rule in Staffz=s favor on this issue. The Comm ssion finds
that if interruptible transportation custonmers need plant protection gas, these
custoners should contract for their needs or purchase firm sales service. The
Comm ssion determnes that ANG may allow limted gas service for plant
protection except for transportation custoners. The Comm ssion will order that
ANG include in its tariff the curtailnent |anguage from Schedule 3 of the
surrebuttal testinony of Staff wtness Hubbs with the follow ng additional
| anguage, AlIf in the Conpany:s opinion supplies and capacity are available, the
Company nmay allow limted gas service for plant protection, except for
transportation custoners.({

Conclusions of L aw

The M ssouri Public Service Comm ssion has arrived at the follow ng Concl usions
of Law.

Associ ated Natural Gas Conpany, a division of Arkansas Western Gas Conpany, is
a gas corporation as defined under Section 386.020(18), RSMo Supp. 1996.

Associ ated Natural Gas Conpany, a division of Arkansas Western Gas Conpany, is
an investor-owned public utility engaged in the provision of natural gas
service in the State of Mssouri and, therefore, subject to the jurisdiction of
the M ssouri Public Service Comm ssion under Chapters 386 and 393, RSM.

The Commi ssion has the legal authority to accept a Stipulation and Agreenent as
offered by the parties as a resolution of issues raised in this case, pursuant
to Section 536.060, RSMb Supp. 1996.

The cost of service is but one consideration in determ ning the reasonabl eness
of rates. Shepherd v. Wentzville, 645 S.W2d 130 (M. App. 1982). It is not just
t he nmet hodol ogy or theory behind any proposed rates but the inpact of the rate
order which counts in determning whether rates are just, reasonable, |awful,
and nondiscrimnating. State ex rel. Associated Natural Gas Co. v. Public
Service Conm ssion, 706 S.W2d 870, 879 (M. App. 1985). The quintessence of a
just and reasonable rate is that it is just and reasonable to both the utility
and its custoners. State ex rel. Val Sewage Co. v. Public Service Comm ssion,
515 S.W2d 845 (Mb. App. 1974).

IT ISTHEREFORE ORDERED:

1. That pursuant to the findings of fact and conclusions of law in this Report




and Order, the proposed tariff sheets filed on January 14, 1997, by Associ ated
Nat ural Gas Conpany, a division of Arkansas Western Gas Conpany, are rejected.

2. That Associated Natural Gas Conpany, a division of Arkansas Wstern Gas
Conpany, is authorized to file, in lieu of the rejected tariff sheets, for
approval of the Conmssion, tariff sheets in conpliance wth this order
designed to increase gross revenues, exclusive of any applicable |Iicense,
occupation, franchise, gross receipts taxes, or other simlar fees or taxes, by
the anpbunt of $1,522,263 for natural gas service rendered in its Mssouri
service area on an annual basis over its current revenues.

3. That the Staff of the Mssouri Public Service Comm ssion shall file a
menorandum in this docket no later than ten days after the tariff has been
filed, indicating whether the tariff sheets filed pursuant to ordered paragraph
2 are in conpliance with this order.

4. That the Unaninous Stipulation and Agreenent filed by Associated Natural Gas
Company, a division of Arkansas Wstern Gas Conpany, Noranda Al um num Inc.,
Westar Gas Marketing, Inc., the Ofice of the Public Counsel, and the
Comm ssion=s Staff on Septenber 5, 1997, and the First Anendnent thereto filed
on Septenber 15, 1997, are hereby approved (See Attachnments A and B,
respectively).

5. That the depreciation rates are approved as set forth in Exhibit 1 to the
Unani mous Stipulation and Agreenent (Attachment A) which was filed by
Associ ated Natural Gas Conpany, a division of Arkansas Wstern Gas Conpany,
Noranda Alum num Inc., Wstar Gas Marketing, Inc., the Ofice of the Public
Counsel, and the Comm ssion=s Staff on Septenber 5, 1997.

6. That the conpleted Revenue Requirenent Scenario filed on Novenber 12, 1997,
is received into the record as Exhibit 98 (Attachnent C).

7. That those nptions and objections not specifically ruled on in this order
are hereby denied or overrul ed.

8. That this Report and Order shall becone effective on Decenber 13, 1997.

BY THE COMMISSION

DaleHardy Roberts
Secretary/Chief Regulatory Law Judge

(SEAL)




Lunpe, Ch., Crunpton, Mirray,

and Drainer, CC., concur.

Dated at Jefferson Cty, Mssouri,

on this 3rd day of Decenber, 1997.







